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INTRODUCING    THE    WORLD'S     FIRST    HANDHELD    GLOBAL    SATELLITE     PHONE 

AND    PAGING    NETWORK.     NOW    YOUR    WIRELESS    SERVICE    CAN    COVER    THE     EARTH. 

CALL     1-BDD-Z49-4734      WWW.IRIDIUM.CDM 
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The  last  thing  it  will  remind  you  of  is  another  car. 

Engine:  Four-cam,  32-valve^vvith  Variable  Valve  Timing  with  intelligence.  Acceleration:  0  to  60  mph  in  6.3  seco 
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ansmission:  Five-speed  automatic  with  intelligence.  Takeoff  Weight:  3,655  lbs 


Sofa.  USM  Inc.  Uxus  remind,  you  U,  wear  seatbeUs,  secure  children  m  rear  seat,  obey  all  speed  laws,  and  put  your  Iray  table  in  ,he  upright  and  locked  posuton.  For  more  information,  mil  our  web  sue  a,  www.lexus.com  o,  call  800-USA-LEXVS  (800-872-5. 
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98  Texaco  Inc 

How  Texrcd  helps  light  the  Seattle  hrer. 

Bright  lights  filling  dark  rainy  days. 
Coffee  bars  percolating  around  the  clock. 
Musicians  everywhere,  pounding  out 
power  chords.  If  there's  any  place  that 
needs  a  lot  of  electricity  it's  Seattle. 

And  for  almost  a  decade,  Texaco  has 
been  keeping  the  power  flowing.  You 
see,  at  our  refinery  in  Washington  State, 
we've  been  able  to  accomplish  something 
that's  been  downright,  well,  electrifying. 
We've  figured  out  how  to  take  the 
same  natural  gas  that  generates  heat 
for  oil  refining  and  use  it  to  produce  over 
145,000,000  watts  of  electricity. 

We  call  this  cogeneration,  and  it's  gener- 
ating quite  a  lot  of  excitement.  In  the 
Seattle  area  alone,  Texaco  helps  provide 
over  800,000  homes  and  businesses  with 
the  electricity  they  need. 

And  we're  putting  the  same  idea  to  work 
all  over  the  globe,  supplying  large  cities 
and  small  villages  with  reliable  and  envi- 
ronmentally friendly  power.  Because  as 
long  as  there's  a  nonstop  demand  for  the 
energy  that  keeps  the  world  running,  we'll 
relentlessly  pursue  ways  to  find  it. 

At  Texaco,  we've  got  a  lot  of  bright  ideas. 
Come  visit  us  at  www.texaco.com  and 
be  dazzled. 
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By  Julie  Pitta 

146  Starting  Your 
Own  Business 
The  Russia  house 

Genesys'  search  for  program- 
ming comrades  took  it 
straight  to  eastern  Europe. 

By  Scott  McCormack 

148  Starting  Your 
Own  Business 
Roughing  it 

When  it  comes  to  outdoor 
gear,  Jack  Gilbert  really 
knows  the  ropes. 

By  Anne  Linsmayer 


158  King  of  the  road 

At  a  Flying  J  truck  stop, 
drivers  find  all  life's  comforts. 

By  Kelly  Barron 

174  Grand  illusions 

Worldcom's  Bernie  Ebbers 
sees  wonders  in  an  MCI 
deal.  We're  wondering  what. 

By  Toni  Mack  and  Bruce  Upbin 

176  Party  poopers 

Fen-phen  won't  be  fun-fun 
for  Monsanto  and  AHP. 

By  Zina  Moukheiber 

CHARTICLE 

178  School  quiz 

Despite  a  century  of  infla- 
tion, all  real  costs  have  fall- 
en— except  one.  Got  a  guess? 

By  Peter  Brimelow 


138  Mobile  mayhem 

In  the  communications 
revolution,  Ericsson's  got 
007  on  its  side. 

By  Richard  C.  Morais 

177  The  cure  that  kills 

In  Asia  devaluations  don't  work. 

By  Nigel  Holloway,  Andrew 
Tanzer  and  Neil  Weinberg 

LAW  &  ISSUES 

72  Party  time 

Life  is  good  for  our  resident 
foreign  trust-fund  babies. 

By  Brigid  McMenamin 

80  Tax  torture,  local  style 

Think  the  IRS  guys  are  bad? 
Their  state  cousins  are  worse. 

By  William  P.  Barrett 


108  It's  sunny  at  Enron 

Look  who's  doing  something 
about  the  weather. 

By  Bruce  Upbin 


132  Hero  at  the  gate 

The  LBO  business,  says  Ted 
Forstmann,  is  like  "amateur 
hour  at  Minsky's." 

By  Dyan  Machan 

142  Up  &  Comers 
Designer  murders 

Carole  Little's  comeback 
is  a  rag  trade  whodunit. 

By  Kelly  Barron 

Forbes  ■  July  6,  1998 


86  A  cow's 
friend 

"I  don't  want 
to  get  rid  of 
the  meat 
industry. 
I  want  to 
improve  it." 


80  Clowns  at  work 

The  problems  at 
state  revenue  ser- 
vices are  no  joke. 


INTERNATIONAL 

46  Sayonara,  reformer 

Japan  cages  "the  bear." 

By  Tanya  Clark 

96  Nuclear  Age  swadeshi 

As  ex- Indian  official  talks 
about  foreign  investment. 

By  Subrata  N.  Chakravarty 

98  Sterling  idea 

J   The  rich  cousin  who 
|    polished  the  Christofle 
family  silver. 

By  Phyllis  Berman 


110  The  DNA  wars 

Politicians  want  to  regulate 
genetic  testing.  They  won't 
succeed. 

By  Dan  Seligman 

131  Creative  Giving 
The  joy  of  giving 

Jon  Huntsman's  charity  is 
driven  by  life's  memories. 

Bv  Phyllis  Berman 

TECHNOLOGY 

162  The  man  from  Kanpur 

Meet  Kanwal  Rekhi,  Silicon 
Valley's  resident  sage  to 
Indian  entrepreneurs. 

By  Julie  Pitta 


July  6. 1998 


Volume  162  Number  1 


THE  FORBES  LIFE 

285  The  man  who  "got  it" 

Herman  Kahn,  optimist  and 
futurologist,  always  seemed 
to  know  what  our  tomor- 
rows would  bring. 
By  Tim  W.  Ferguson 

286  Do  you  know  Gego? 

Billionaire  art  missionary 
Patricia  Cisneros  is  out  to 
prove  there's  more  to  Latin 
America  then  Frida  Kahlo. 

By  Robert  Goff 


164  Back  it  up,  Jack 

Technology's  cheap  enough 
to  have  the  fail-safe 
you  need. 

By  Nikhil  Hutheesing 

DEPARTMENTS 

14  Side  Lines 

16  Follow-Through 

16  Flashbacks 

20  On  My  Mind 

24  Readers  Say 

27  Fact  and  Comment 

32  Other  Comments 

37  Commentary 

39  Transparent  Eyeball 

40  On-Line  Pulse 


288  Whit's  end 

Had  it  with  movies  about 
asteroids  and  giant  lizards? 
Try  Whit  Stillman,  Boswell 
of  the  haute  bourgeoisie. 

By  Ben  Pappas 

289  Peasant  Picasso 

Hui-Xin  Miao,  Chinese 
farmer,  is  the  real  thing. 
By  Jessica  Maxwell 


286  Forgotten  hemisphere 

"The  world  is  ready  for  Latin  America." 


40  Forbes  Index 
292  Thoughts 

10  Editorial  Index 

COLUMNISTS 

64  Point  of  View 

Steve  H.  Hanke 

90  Management  Strategies 

James  Champy 

116  Observations 

Thomas  Sowell 

168  Teacher  on  the  Web 

Joseph  R.  Garber 

172  Tailor-made  drugs 

Cynthia  Robbins-Roth 


MONEY  & 
INVESTMENTS 

264  The  Funds 

Street  fleet 

It's  Monday.  Do  you  know 

who  your  fund  manager  is? 

By  Thomas  Easton 

266  Trillion-dollar  man 

Money  manager  Gary 
Brinson  thinks  about  forests 
and  not  the  trees. 

By  Bruce  Upbin 


270  Ruble  or  rubble 

Will  the  ruble  go  the  way 
of  Asian  currencies? 
Don't  bet  on  it. 

By  Paul  Klebnikov 

272  Streetwalker 

Compagnie  Financiere 
Richemont;  UCAR 
International;  Southland 
Corp. 

275  The  Forbes/Barra  Wall 
Street  Review 

276  World  Markets  Review 

279  Statistical  Spotlight 
Stock  search 

In  this  market  there  is  no 
cheap  stock,  only  the 
least  overpriced. 
By  Eric  S.  Hardy 

INVESTMENT  COLUMNISTS 

280  Portfolio  Strategy 

Kenneth  L.  Fisher 

282  Stock  Trends 

Laszlo  Birinyi  Jr. 

283  Market  Trends 

Martin  Sosnoff 


Our  postal  address  at  FORBES  is: 

Forbes  Inc.,  60  Fifth  Avenue,  New  York,  N.Y.  10011 


Forbes  online 

WWW.FORBES.COM 


Listen  to  "'Thoughts  on  freedom"  by  Steve  Forbes  as  he  offers  his 
unique  perspective  on  the  meaning  of  freedom.  I  Julv  3 ) 
www.  forbes.com/msf 

1998's  International  Billionaires:  Forbes'  updated  listing  of  the 
world's  billionaires,  including  home  country,  net  worth,  source  of 
income  and  thumbnail  biographies.  wAvw.forbes.com/billionaires 

America's  billionaires:  You  know  the  big  names  and  their  source  of 
wealth.  But  what  about  all  those  other  industrialists?  Who  are  they, 
and  how  did  they  make  their  money?  Personal  finance.  (June  23) 
www.fbrbes.com 

Who  are  the  New  Economy's  next  billionaires?  A  look  at  how  the 
Internet  is  creating  another  wave  of  tech-driven  wealth.  Startups. 
i  June  24)  www.fbrbes.com 

Forbes  Digital  Tool's  Mutual  Fund  Update:  Stay  alert  to  the  fast- 
paced  world  of  mutual  funds  with  our  Fund  Update  every  Monday, 
Wednesday  and  Friday,  providing  in-depth  analysis  of  noteworthy 
funds,  www.forbes.com 


Forbes  ■  July  6,  1998 


DO  YOUR  TEETH  MAKE 

YOU  LOOK 
10  YEARS  OLDER? 


LOOKING  OLDER 


LOOKING  YOUNGER 


As  you  grow  older,  teeth  darken,  gums  recede, 
bad  breath  becomes  more  apparent,  and  periodontal  disease 

becomes  a  very  real  possibility. 

Rembrandt  introduces  two  revolutionary  anti-aging  products 

that  help  restore  teeth  and  gums  to  a  healthier,  whiter  and  younger  look. 

And  can  even  strengthen  and  protect  teeth  by  remineralization. 


REMBRANDT 

AGE  DEFYING  ADULT 

FORMULA  TOOTHPASTE 

•Helps  prevent  cavities/ 
remineralizes  teeth 

•Helps  prevent  gumline 
erosion 

•Dramatically  whitens  teeth 
by  several  shades" 

•Helps  maintain 
healthy  gums 


Call  1-800-548-3663 
to  receive  Dr.  XinYi  Yu's 
brochure  on  aging  teeth. 


This  is  a  simulation  of  the  difference 
Age  Defying  can  make  in  the  look 
and  health  of  your  teeth. 

Clinically  proven  using  the  Vita 
Shade  Guide. 


Defying 


»*i(l  formula  Mouthivasrr 


REMBRANDT 

AGE  DEFYING  ADULT 

FORMULA  MOUTHWASH 

•Retards  tooth  decay 

•Cleanses  and  sanitizes 
oral  tissue 

•Contains  hydrogen  peroxide 
and  sodium  fluoride  to  help 
prevent  cavity  formations 
and  gum  recession 

•Fights  harmful  organisms 
and  bacteria  that  cause 
bad  breath 

•Alcohol-free 


REMBRANDT 


! 


□ 


>  |  ill  us  at  1-800-548-3663  for  a  retail  outlet  nearest  you  or  visit  us  at  vvTvw.rembrandt.com  available  AT:  ARBOR  DRUG  •  BROOKS  DRUG  •  CVS  •  DISCOUNT  drug  mart  •  DRUG  EMPORIUM 
DUANE  READE  •  ECKERD  •  GENOVESE  •  HARMON  •  HILL'S  •  MEIJER  •  SAVON/OSCO  DRUG  •  PHARMHOUSE/RX  PLACE  •  SCHNUCKS  •  SHAW'S  •  SHOP  'N  SAVE  •  SNYDER  •  STOP  &  SHOP  •  ULTA  3  •  WALGREENS 
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Business  solutions 
for  the  fortune  500 


^lour  company  isn  t  gigantic  but  it  isn  t  small  either.  Being  in  the 


middle  can  be  quite  a  challenge.  That  s  why  we  created  PeopleSoft 


Select.  Designed  tor  companies  like  yours  its  a  business  solution 


including  software    hardware    and  services.  It  comes  with  the 


Financials    HR   and  Distribution  applications  you  need  to  run 


vour  business  more  effectively    and  the  assurance  of  workins 


with  industry  leaders.  It  can  change  and  grow  with  vou.  And  its 


directly  supported  by  us.  To  find  out  what  we  can  do  for  you, 


call  1 -888-797-5757  or 


peoplesoft.com  '50 Ok. 


Microsoft      i  n  tgl       E3 
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The  billionaire  hunters. 


President,  maybe.  Billionaire,  no. 

Despite  the  wealth- 
deflating  crisis  in  Asia, 
Kerry  Dolan  and  her 
indomitable  band  of 
billionaire-hunters 
rounded  up  an  impres- 
sive number  of  suspects 
for  this,  our  12th 
annual  report  on  the 
world's  richest  people. 
One  who  didn't  quite 
make  the  list  was 
Ecuadorean  banana 
magnate-politician 
Alvaro  Noboa. 

Noboa's    lawyer  told 
reporter  Jay  Akasie  he 
hoped      we       would 
include      his      client 
because  being  known 
as  a  billionaire  would  enhance  Noboa's  current  bid  for  the  presi- 
dency of  his  country.  Sorry.  After  adding  the  numbers,  Dolan  decid- 
ed Noboa  carried  too  much  debt  in  relation  to  his  holdings.  He's  i 
listed  as  a  heavy  hitter,  but  not  as  one  of  the  world's  200  most: 
prominent  working  rich.  The  report  starts  on  page  190. 

A  powerful  thinker 

In  his  latest  interview  with  Thomas  Sowell 

("Human  capital,"  p.  52),  Peter  Brimelow 

refers  to  Sowell  as  "a  world-class  grouch." 

Tom  Sowell's  friends  will  have  trouble  with 

that,  for  they  know  him  as  a  witty,  very 

human  guy.  Still,  Sowell  has  been  known 

to  stalk  off  TV  shows  when  confronted 

with  stupid  questions.  Grouchy  or  not,  our 

contributing  columnist  is  a  world-class 

scholar  who  has  written  a  stunning  trilogy 

on  one  of  the  most  vexing  questions:  Why 

do  some  ethnic  and  cultural  groups  tend      Thomas  Sowell 

consistently  to  achieve  greater  worldly  sue-     i^^Hi 

cess  than  others?  Sowell  probes  history, 

geography  and  economics  for  clues,  and  his  conclusions  about  the 

interaction  of  culture  and  economics  will  help  guide  us  after  today's 

slogans  about  race  and  ethnicity  are  forgotten. 

A  throwback 

For  his  cover  story  on  Rupert  Murdoch,  Robert  La  Franco  trav- 
eled much  of  the  world  on  the  trail  of  Rupert  Murdoch.  Rob  tells 
of  a  driven  man,  a  throwback  to  the  old-time  media  moguls — who 
has  succeeded  precisely  because  of  that.  Starts  on  page  182. 


C/      Frlirnr 
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Motorola  Chief  Executive  Christopher  Galvin 
Still  waiting  for  a  turnaround. 

Biting  the  bullet 

Two  issues  AGO  we  opined  Motorola's 
worst  days  were  behind  it  {June  1). 
Boy,  were  we  ever  premature!  Three 
days  later  Chief  Executive  Christopher 
Galvin  delivered  a  shocker:  layoffs  for 
10%  of  the  company's  150,000  work 
force,  and  a  $1.56  billion  charge  in  the 
second  quarter  to  cover  plant  closings. 

We're  sorry  we  jumped  the  gun,  but 
we  remain  firm  in  our  long-term  confi- 
dence in  this  company.  Motorola  has  hit 
the  wall  before,  laying  off  thousands  in 
the  chip  recessions  of  1985  and  1975. 
The  company  always  bounced  back 
stronger  by  finding  new  ways  to  grow. 
We  believe  the  vitality  is  still  there. 

Chief  Executive  Galvin  has  shifted 
hundreds  of  engineers  from  other 
projects  to  concentrate  on  digital  cell 
phones.  For  the  first  time,  the  compa- 
ny will  use  chips  from  archrival  Qual- 
comm  in  some  of  its  new  digital 
phones — a  healthy  move  away  from 
the  not-invented-here  syndrome. 
Eighteen  months  into  the  top  job, 
Galvin  is  finally  breaking  some  rules 
and  making  his  own.  This  company  is 
no  has-been.  -Bruce  Upbin 

Back  to  business 

Car-alarm  magnate  Darrell  Issa 
(June  1)  told  us  he'd  go  back  to  run- 
ning his  Directed  Electronics,  Inc.  if 
he  failed  in  a  bid  for  the  U.S.  Senate 
from  California.  He  failed  and  he's 
back.  Issa  was  counting  on  the  elec- 
torate's distaste  for  career  politicians 
to  bolster  his  first-time  bid  for  office. 
It  didn't  work.  California  Treasurer 
Matt  Fong  defeated  Issa,  45%  to  40% 


80  years  ago  in  Forbes 

June  29,  1918 
J.  P.  Morgan,  [and]  other  financiers  have 
formed  a  $2,000,000  company  to  conduct 
large-scale  farming  in  the  state  of  Montana. 
It  is  the  first  notable  step  taken  by  "Wall 
Street"  to  tackle  one  of  the  most  vital 
problems  confronting  this  country,  not  to 
say  mankind.  We  have  been  told  and 
retold  how  the  rural  population  is  decreas- 
ing and  the  urban  population  increasing, 
how  there  are  now  fewer  producers  of  food- 
stuffs notwithstanding  that  there  are 
more  mouths  to  feed.  We  all  realize  this 
dangerous  trend,  but  nothing  concrete  has 
been  done  by  powerful  leaders  to  remedy 
the  situation.  My  own  conviction  is  that  one 
remedy  lies  in  forming  just 
such  companies  as  Mr.  Morgan's 
[group  is  organizing]. 

June  29,  1918 

To  make  yourself  interesting  to  other  people 
you  must  be  interested  in  other  people  and 
what  they  are  doing.  The  bore  is  the  self- 
centered,  self-opinionated  person  who 
expects  and  demands  that  you  be  interest- 
ed in  him  and  his  activities.  One  simple 
method  of  making  yourself  interesting 
is  to  be  an  interested  listener. 
Someone  once  said  that  the  way  to  be 
popular  is  to  make  everyone  you  meet 
fall  in  love  with  himself. 


20  years  ago  in  Forbes 

June  26,  1978 

Buy  us  out  or  we'll  take  you  over:  "Even  if 

it's  unintentional,  it  becomes  like  corporate 

kidnap  and  ransom,"  says  Bruce 

Wasserstein,  a  lawyer  and  merger  specialist 

at  First  Boston  Corp.  "Someone  kidnaps 

20%  of  your  stock  and  holds  it  for 

ransom.  Corporate  America  could 

become  like  Italy." 


10  years  ago  in  Forbes 

June  27,  1988 

We're  not  going  to  freeze  in  the  dark: 

opec — an  organization  that  has  struck  terror 

into  the  heart  of  the  industrial  world — is 

today  a  toothless  tiger.  Even  its  roar  is  a 

mere  squeak.  What  does  [opec's]  failure  to 

reestablish  the  cartel  mean  for  the  future  of 

oil  prices,  for  oil  investments,  for  energy 

costs?  It  means  that  for  the  first  time  since 

1935  there  is  a  free  market  in  oil.  There  is 

a  message  in  all  this  that  transcends  the  oil 

business.  Experience  has  made  a  joke  of 

the  once  fashionable  Club  of  Rome  notion 

that  the  world  is  running  out  of  practically 

everything.  It's  certainly  not 

running  out  of  oil. 

-Edited  by  Dolores  Lataniotis 
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Documents  are  digital.  Documents  are  paper. 


Can't  get  your  digital  and 
paper  networks  together? 

Don't  get  mad,  get  a 
Document  Centre. 


x 


Need  hard  copies  of  digital  files?  Want  to 
scan  paper  documents  into  your  network?  A 
Xerox  Document  Centre  lets  you  print,  fax, 
copy,  staple,  even  collate  from  your  desktop. 
Its  powerful  CentreWare  software  gives 
you  an  intuitive  interface  that  eliminates 
steps  and  saves  time.  Even  lets  you  scan  at 


incredible  speed.  And  since  the  Document 
Centre  is  modular,  you  configure  it  the  way 
you  want,  and  only  pay  for  what  you  need. 

To  learn  how  your  digital  and  paper  net- 
works can  work  better  together,  go  to 
www.documentcentre.com.  Or,  if  you  prefer, 
call  1-800-ASK-XEROX,  ext.  317. 


THE  DOCUMENT  COMPANY 
XEROX 


for  the  Largest 
Selection  of  Mutual  Funds 


Jack  White  &  Company    , ,, 


Charles  Schwab 


800  + 

No 

Transaction 

Fee 

Funds 


Comparisons  as  of  8/12/97 


I  believe  investors  should 
have  access  to  any  investment 
they  choose.  That's  why  we've 
created  the  ultimate  selection 
of  mutual  funds. " 

Jack  White,  President 


Please  call  for  information  about  our  Mutual  Fund  Network  and  NoFee 
Network  as  well  as  our  comprehensive  scope  of  investor-oriented  services. 

JackYI hite  &  Company 

www.jackwhiteco.com 

1  •  800  •  431  •  3500 


Recognized  as  the  #1  Discount  Broker  In  The  Nation  for  three 
consecutive  years  (1994,1995, 1996)  by  SmartMoney. 
The  Wall  Street  Journal  Magazine  ol  Personal  Business 

9191  Towne  Centre  Drive,  Second  Floor  •  San    ego,  California  92122 


SIPC 


One  of  the  Nations  First  Discount  Brokers  With 
Continuous  Management  Since  1 973 


Ex-pol  Darrell  Issa 
Back  to  work. 


for  the  chance  to  oppose  incumbent 
Barbara  Boxer  in  the  fall. 

It  didn't  help  Issa  that  a  week  before 
the  vote  newspapers  began  exploring 
the  candidate's  hurly-burly  past. 
Reports  included  a  claim  that  Issa  had 
brandished  a  gun  while  dismissing  an 
employee,  and  that  his  company's  early 
plant  burned  down  in  suspicious  cir- 
cumstances. Issa  denied  wrongdoing, 
but  the  episodes  are  unlikely  to 
encourage  other  businesspeople  who 
want  to  take  on  career  pols.  Losing 
"hurt  more  than  I  expected,"  says  the; 
44-year-old,  who  says  he  might  run  for 
office  yet  again.     -Tim  W.  Ferguson 


Heavy  metal 

On  May  18  palladium  was  briefly 
the  most  expensive  precious  metal, 
reportedly  changing  hands  at  $420,  a 
stunning  $120  above  gold.  Last  year 
(June  2, 1997)  Forbes  warned  about 
palladium's  vulnerability  to  Russian 
supply  whims.  This  year  panic  raged 
among  consumers  as  they  were 
exposed  to  the  unpredictability  of  the 
Russian  supply.  New  York's  Mercan- 
tile Exchange,  seriously  worried 
about  default  in  the  June  palladium 
contract,  unprecedentedly  raised 
margin  requirements  far  above  the 
contract's  peak  value. 

Subsequendy,  surreptitious  Russian 
selling  appeared,  and  prices  tumbled. 
But    the    trade's   attention    is    now  i 
focused  on  the  surging  demand  for  the  I 
metal  for  automobile  catalysts,  which  | 
looks  likely  to  dominate  all  other  uses. 
This  powerful  trend  has  enabled  the 
Russians  to  adopt  a  price-maximizing 
strategy  of  withholding,  then  eking 
out  supply.  Look  for  palladium  to 
recover  lost  ground  and  move  on  to  a 
new  high.  -John  Brimelow  H 
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Like   most  big  corporate   divestitures, 
our   spin-off  from  Alleghany  had   its   share 

of  controversy. 


Somebody   left  with   the  wrong  umbrella 
and  one   of  our   pens   is   missing. 


Okay,  so  some  controversies  are  more 
controversial  than  others.  Truth  is,  since  1985 
when  Chicago  Title  and  Alleghany  came  together, 
the  relationship  has  always  been  a  positive  force. 
,And  now  that  we've  become  an  independent, 
publicly  traded  company,  we  thank  them  for  all 
their  support.  Because  while  we've  always  operated 
with  an  enormous  degree  of  autonomy,  Alleghany 
has  helped  us  grow,  invest  in  new  systems  and 


products,  and  build  the  strongest  balance  sheet 
in  the  title  insurance  business. 

So  with  superior  financial  strength, 
proven  national  capabilities  and  none  of  the  typical 
spin-off  distractions,  Chicago  Title  will  continue 
to  lead  and  innovate  the  industry.  The  dedication 
of  employees  who  now  also  happen  to  be  owners 
will  see  to  that.  (Providing  our  pen  turns  up 
sometime  soon.) 


(fi)  Chicago  Title  Corporation 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Executive 
moms 

By  Colleen  Mastony 

Kids  and  career— how  do  successful  women  balance 
them?  FORBES  talked  with  ten  executives. 


<fEasy  as  pie, 
this  mother 
thing,  as 
long  as  the 
husband 
went  away." 

Betsey  Johnson, 
president  and 
designer, 
The  Betsey 
Johnson  Co. 


Marsha  Serlin 

President  and  Chief  Executive  Officer 
United  Scrap  Metal 

I  was  a  single  mom,  and  my  children  were  the 
reason  I  went  to  work.  We  lived  in  this  very 
nice  suburban  house.  My  commitment  to  my 
children  was  that  we  would  not  have  to  leave 
this  house  with  their  nice  little  friends  if  they 
allowed  me  to  do  what  I  had  to — make 
money.  The  requirement  on  their  part  was 
that  they  had  to  provide  me  with  grades  that 
were  outstanding. 

One  weekend  I  went  with  them  to  public 
housing  in  Chicago  to  make  the  point  of  what 
would  happen  if  we  didn't  have  my  income.  It 
worked.  Being  tough  is  what  I  had  to  be.  I 
really  regret  not  being  around.  I  have  a  lot  of 
internal  stuff  about  that.  Given  the  choice  I 
would  rather  have  been  raising  the  family. 

Muriel  Siebert 

Founder,  Chairman  and 
Chief  Executive  Officer 
Muriel  Siebert  &  Co. 

I  come  from  the  school  that  says  if  you  have 
children  you  should  have  a  very  happy  mar- 
riage to  have  them  in.  I  have  some  single 
friends  who  had  children  on  their  own,  and  I 
think  they  were  stupid. 

But  it  takes  a  very  secure  man  to  deal  with  a 
woman  who  is  marching  ahead.  I  just  found 
that  I  was  passing  by  the  men  I  was  seeing. 
Today  it's  different:  Men  and  women  share 
house  obligations.  You  see  men  walking  down 
Fifth  Avenue  with  one  kid  strapped  to  the  back 
and  one  kid  strapped  on  the  front.  You  didn't 
see  that  20  years  ago,  when  I  was  looking. 

So  I  have  no  regrets  [about  not  having  a 
family].  My  life  would  have  been  drastically 
different.  I  would  not  have  run  for  office  if  I 
had  children.  I  changed  my  life  totally  when  I 
accepted  Superintendent  of  Sanks  [for  the 
State  of  New  York].  If  I  had  children  I  would 
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have  had  to  sit  down  and  think:  "Is  this  fair  to 
them?  How  much  time  are  you  going  to  be 
taking  from  them?" 

Betsey  Johnson 

President  and  Designer 
The  Betsey  Johnson  Co. 

Easy  as  pie,  this  mother  thing — as  long  as  the 
husband  went  away,  which  he  did,  thank  God. 
[My  daughter]  Lulu  was  my  best  support 
system,  the  best  thing  in  my  life. 

For  the  first  two  years  with  Lulu  I  was  free- 
lancing for  about  ten  companies,  and  I  took 
her  everywhere  with  me.  She  was  in  traffic, 
she  was  at  business  meetings,  she  was  going  to 
sleep  on  the  cutting  table.  I  never  shopped  for 
food  or  cooked.  It  was  fun  to  take  her  out  to 
restaurants.  So  no  father,  no  dinner  and  lots 
of  babysitting  help. 

When  Lulu  hit  13,  she  couldn't  stand  the 
clothes  I  made  and  cried  when  I  dyed  my  hair 
pink.  She  wanted  her  gray  sweatshirt  and 
baggy  jeans.  But  then  there  she  was  in  black 
fishnets  and  a  tiny  black  miniskirt.  She  all  of  a 
sudden  flipped  to  be  my  total  customer. 

She  is  23  now,  and  she  is  my  assistant  at 
work.  She  is  just  phenomenal  with  me  in  busi- 
ness, and  we  are  also  the  best  girlfriends. 

Lynda  Resnick 
Co-owner  and  Vice  Chairman 
Roll  International  Corp. 

I've  worked  all  my  life.  I  had  my  own  business 
since  I  was  19.1  believed  what  they  were 
saying  in  the  early  1970s,  that  we  could  have 
it  all.  Betty  Friedan  and  all  those  people  said 
you  can  have  a  career,  you  can  have  the  great- 
est marriage,  you  can  have  the  most  wonder- 
ful, healthy,  well-adjusted  children. 

It's  a  lie.  You  can't  have  it  all.  Something 
has  to  give.  And  my  heart  goes  out  to  those 
people  who  are  trying  to  build  a  career  and 
have  a  wonderful,  dynamic  marriage  and  have 
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IT  HAS  ONE  OF  THE 

MOST ADVANCED 

AUTOMATIC  4WD  SYSTEMS 

IN  THE  WORLD. 

WE  SHOULD  KNOW.  WE'VE  DRIVEN  MOST  OF  IT. 


No  matter  where  on  this  harsh  planet  our 
engineers  take  the  Infiniti'  QX4',  it  has 
to  be  more  than  up  to  the  challenge.  The 
is  its  automatic  All-Mode  4WD"  system,  which 
is  unlike  anything  in  any  other  sport  utility  vehi- 
cle, instantaneously  varying  the  power  between 
the  front  and  rear  wheels  to  maximize  traction 
on  changing  surfaces.  In  other  words,  you  won't 
have  to  I  ift  a  f  i  nger  to  operate  the  system  .Which 
allows  you  to  focus  on  other  things,  like  the 
QX4's  custom-designed  Bose'  audio  system  with 
CD  and  numerous  other  luxury  amenities. 

To  better  acquaint  you  with  the  QX4,  we 
invite  you  to  visit  your  Infiniti  Retailer.  Considering 
its  reasonable  price  of  $36,800,*  you  could  soon 
be  taking  it  on  an  adventure  of  your  very  own. 

INFINITI, 

OWN  ONE  AND  YOU'LL  UNDERSTAND. 

www.infiniti-usa.corn  /  800-499-5900 


'Nissan  Motor  Corporation  U.S.A.  Buso  is  a  registered  trademarks!  the  BoseCorrwration.Testingconditions.!'  aduSe,A!v»3 
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my  mind 


"I  used 
to  believe 
that  we  could 
have  it  all. 
If  s  a  lie." 


Lynda  Resnick, 
co-owner  and 
vice  chairman, 
Roll  International 
Corp. 


healthy,  well-adjusted  children. 

I'll  tell  you  this — my  daughter-in-law  is 
home  with  my  grandchildren,  and  it 
makes  me  very  happy. 

Mary  Berner 

Vice  President  and  Publisher 
Glamour  magazine 

I  have  a  7-year-old,  a  4-year-old  and  a  1 -year- 
old.  I  am  an  extremely  organized  person.  My 
husband  and  I  call  the  school  ahead  of  time  to 
get  information  about  the  kids'  plays  and 
recitals.  We  live  in  the  city,  so  I  don't  waste 
time  commuting.  I  jog  home  every  night 
from  my  office.  I  messenger  my  briefcase 
home.  That  way  I'm  at  home  for  the  kids  as 
opposed  to  having  to  go  out  and  run. 

I  don't  want  any  special  treatment.  Compa- 
nies should  not  accommodate  working  moth- 
ers. Companies  should  accommodate  people 
who  are  really  talented  and  good  at  what  they 
do,  but  it  goes  too  far  when  it  becomes  a 
matter  of  policy:  That's  discriminatory  toward 
people  who  don't  have  children.  We  are  run- 
ning a  business  first  and  foremost. 

Beth  Ravit 

President  and  Chief  Executive  Officer 
Next  U.S.A. 

I  was  blessed  with  a  very  high  energy  level. 
Once  I  had  a  store  opening  deadline.  I  left  the 
office  in  New  York  City  at  7  p.m.  to  drive  an 
hour  to  New  Jersey  to  go  to  a  parent/teacher 
conference.  I  went  to  the  school  from  8  p.m. 
to  about  9:30  p.m.  and  then  went  back  into 
the  city  and  worked  through  the  night  to 
finish  the  project. 

The  men  I've  worked  with  in  almost  every 
case  had  a  wife  at  home  and  she  would  have 
gone  to  the  school  meeting.  But  I  don't  look 
to  the  company  to  cut  me  slack.  I  am  50  years 
old,  and  for  the  last  30  years  people  my  age 
battled — with  not  a  lot  of  slack  cut — for  work- 
ing mothers.  Today  some  people  believe  that 
companies  have  an  obligation  toward  working 
parents.  I'm  not  sure  I  really  feel  that  way. 
Whatever  you  do  in  life,  you  make  choices. 
You  reap  the  benefits  of  those  choices,  and 
you  also  pay  the  price  for  those  choices. 

Denise  Ilitch 
Vice  Chairwoman 
Little  Caesar  Enterprises 

I  have  a  13-year-old  girl  and  an  8-year-old 
boy,  and  I  know  that  as  a  parent  you  are 
pretty  much  always  worried  about  your  kids. 
So  I  started  on-site  child  care  here.  One  of  the 


things  I  learned  was  how  important  on-site 
day  care  is  to  working  dads.  It's  fabulous  to 
see  how  many  dads  go  down  to  our  center, 
drop  their  kids  off  or  pick  their  kids  up. 

I  think  that  employees  are  much  more  pro- 
ductive now  and  it's  a  fabulous  recruiting  tool. 

Shelly  Lazarus 

Chairman  and  Chief  Executive  Officer 
Ogilvy  &  Mather  Worldwide 
When  people  ask  me  why  I  stayed  at  Ogilvy  for 
27  years,  I  tell  them  this  story:  When  I  was 
pregnant  with  my  first  child — he's  now  24 — I 
had  trouble  with  my  pregnancy  and  was  sent 
home  for  bed  rest.  After  two  weeks  I  couldn't 
take  it  anymore  and  went  back  to  work.  The 
president  of  the  agency  called  me  and  said  "I 
am  not  going  to  allow  you  to  go  back  and  forth 
on  the  subway."  He  just  sent  his  car  in  the 
morning  and  took  me  home  at  night.  At  that 
time  I  became  a  lifetime  employee  of  Ogilvy. 

Ellen  M.  Knapp 

Vice  Chairman  and  Chief  Knowledge  Officer 
Coopers  &  Lybrand 

I  have  been  a  single  mother  since  my  kids 
were  4  and  6 — they  are  now  in  their  late  20s. 
I  did  very  well,  but  I  had  to  make  choices.  For 
example,  I  couldn't  work  for  a  startup  com- 
pany into  which  I  would  have  [had]  to  devote 
every  waking  moment  of  my  life,  and  that 
might  not  be  there  the  next  day. 

As  a  technology  person,  my  skills  were  in 
high  demand  even  then,  and  I  could  choose 
projects  that  didn't  demand  a  lot  of  travel. 
And  of  course,  I  used  a  laptop,  which  helped  a 
lot,  too.  When  my  son  had  an  emergency 
appendectomy  at  age  15,1  lived  in  his  hospital 
room  for  a  week,  and  set  up  my  laptop  there. 

Carol  Bartz 

Chairman  and  Chief  Executive  Officer 

Autodesk 

I  have  a  9-year-old  daughter.  I  had  her  when  I 

was  40,  so  I  built  my  career  before,  and  I'm 

still  building  it.  She  is  part  of  the  process.  She 

doesn't  know  a  different  kind  of  mom,  so  it's 

not  like  she  lost  anything. 

I  think  far  too  many  people  try  for  balance, 
and  balance  in  itself  is  perfection.  None  of  us 
are  perfect.  For  instance,  my  nanny  often 
years  just  left.  So  while  I  am  dealing  with  the 
crisis  at  home,  I  have  to  leave  work  earlier. 
That's  why  I  hate  the  balance  concept, 
because  that  means  that  every  day  I'm  going 
to  be  a  perfect  mom  and  a  perfect  chief  execu- 
tive. Impossible.  Simply  impossible.  H 


What's  on  your  mind5  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  http:,    www.t'orbes.com/mind,  or  E-mail  us  at  mind@forbes.com. 
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We  make  the  steel  for  your 
most  critical  replacement  parts. 


Timken  makes  steel  for  hips  and  hearts,  for  airplanes  and 
automobiles.  Wherever  the  application  is  critical,  individuals 
and  companies  around  the  world  rely  on  Timken  bearings 
and  steel  to  meet  the  most  demanding  standards. 


TO  LEARN  MORE  ABOUT  THE  TIMKEN  COMPANY.  CALL  330-471-3820  OR  VISIT  WWW.TIMKEN.COM 
TIMKEN  IS  THE  REGISTERED  TRADEMARK  OF  THE  TIMKEN  COMPANY  (NYSE.  TKR). 


say 

readers@forbes .  com 

Geritol  capitalists 

Sir:  Re  "Go  ahead:  Buy 
the  dream"  (June  15,  p. 
146).  Your  story  was 
inspiring  but  a  little  too 
insistent  that  young  people 
should  start  businesses.  I 
hate  to  think  that  someone 
pondering  such  a  move 


HON.PHINEAS  T  BARNUM 

HEAD  OF  THE  GREATEST  SHOW  ON  EAP  TH 


Phineas  T.  Barnum 
Chasing  a  dream,  at  61. 


might  read  your  article  and 
think,  "Well,  I'm  too  old 
to  start  afresh."  After  all, 
Ray  Kroc  was  52  when  he 
stepped  into  that  Glendale 
McDonald's.  P.T.  Barnum 
was  61  when  he  started  in 
the  circus  business. 
-Craig  Furnas 
Corona  del  Mar,  Calif. 

Markets  don't  lie 

SlR:  Re  "Cheap  oil:  enjoy 
it  while  it  lasts"  (June  15, 
p.  84).  While  those  of  us  in 
oil  exploration  like  higher 
oil  prices,  the  futures 
market  says  prices  will 
trend  lower  over  the  next 
50  years.  Does  eni  have  its 
money  in  futures  where  its 
mouth  is  on  rising  prices? 
-Bob  Hughes 
Houston,  Tex. 

Why  cash  stinks 

Sir:  Re  "The  risks  in  cash" 
(June  15,  p.  138).  David 
Dreman  has  it  correct, 
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except  in  stating  that 
"Cash  has  a  zero  beta." 
Glance  at  currency  fluctua- 
tions against  each  other 
and  against  gold.  Some 
[currencies]  are  more 
volatile  than  stocks.  It's  a 
hard  lesson  of  history  that 
even  indirect  ownership  of 
something — land,  equities, 
commodities — is  safer  than 
owning  a  political  promise 
(cash). 

-Bruce  D.  Woods 
Brentwood,  N.H. 

What  would 
the  Medicis  say? 

Sir:  Re  "The  oldest  (art) 
profession"  (May  18,  p. 
336).  Times  have  changed 
since  the  Rockefeller 
Center  tragedy  to  which 
you  allude.  In  1933 
Nelson  Rockefeller,  in  an 
example  of  his  now  famil- 
iar poor  taste,  requested  a 
mural  on  "the  new  rela- 
tionship of  man  with  man" 
and  then  felt  tricked  by 
the  inclusion  of  Lenin's 
likeness  by  artist  Diego 
Rivera.  But  having  the 
walls  "whitewashed,"  as 
you  state,  was  inadequate 
to  suppress  a  force  such  as 
Rivera.  Hammers,  presum- 
ably without  sickles,  were 
required  to  destroy  his  art. 
Today  such  a  loss  could 
not  happen.  A  1990  feder- 
al law  insures  that  artists' 
work  cannot  be  distorted, 
mutilated  or  destroyed.  As 
surprising  as  it  seems, 
there  are  things  money 
can't  buy.  Integrity  of  art 
is  one  of  them. 
-David  Ferguson 
San  Francisco,  Calif. 

In  Heinz-sight 

Sir:  Re  "Only  in  America," 
(June  15,  p.  20).  I  was 
reading  about  immigrants 
who  came  to  this  country 
with  nothing  and  made 
fortunes,  when  I  came  to 


Eat  your  words,  Forbes 

Sir:  Re  "Stock  options  are  not  a  free  lunch"  (May  18,  p. 
212).  Flashback:  it's  1994  and  the  Financial  Accounting 
Standards  Board  is  fighting  an  onslaught  of  criticism  from 
high-tech  America  and  Congress  over  a  proposal  to  force 
companies  to  charge  earnings  for  the  expense  of  stock 
options.  Forbes  tagged  it  "one  of  our  most  asinine,  destruc- 
tive proposals  ever"  (Fact  &  Comment,  "FASB's  folly,"  Jan. 
31, 1994,  p.  26).  We  backed  off.  Now  we  read  that  since 
options  are  not  charged  to  earnings,  the  result  is  an  "over- 
statement of  net  profits."  How  things  have  changed. 
-Edmund  L.  Jenkins 
Chairman 

Financial  Accounting  Standards  Board 
Norwalk,  Conn. 


the  heartening  story  of 
Anthony  J.  O'Reilly,  who 
arrived  on  these  shores 
without  a  single  Heinz 
share.  I  choked  with 
laughter.  Surely  this  wasn't 
the  O'Reilly  who  played 
rugby  for  Ireland,  the 
golden  boy  of  business  in 
Ireland  and  England? 

He  was  a  great  player, 
one  of  the  best  wingers  I 
ever  saw,  a  beautiful  swerv- 
ing broken  field  runner. 
The  lad  certainly  has  done 
well,  but  he  wasn't  exactly 
wondering  where  his  next 
crust  was  coming  from 
when  he  came  here. 
-JOEIN  DULLIGEIAN 
Newtown,  Pa. 

How  O.J.  did  it 

Sir:  Re  "Your  trust  has  a 
hole"  (June  15,  p.  240). 
Offshore  trusts  are  unnec- 
essary in  states  like  Califor- 
nia, where  pensions  are 
immune  from  judgments. 
O.J.  Simpson  is  drawing 
his  nfl  pension,  even 
though  he  has  a  $30  mil- 
lion judgment  against  him. 

-A.  KlMBROUGH  SlEWERS 

Santa  Cruz,  Calif. 

Seligman  the  Scrooge 

Sir:  Re  "Is  philanthropy 
irrational?"  (June  1,  p.  94). 
Dan  Seligman  wonders  if 
it's  really  "clear  that  con- 
tributing to  charities  does 


more  for  human  well- 
being  than  a  $10,000 
investment  in  the  profit- 
seeking  sector?"  An  invest- 
ment in  IBM  doesn't  do 
much  for  flood  victims, 
abused  children  or  people 
searching  for  a  belief 
system  that  only  religion 
can  provide.  He  also  asks 
why  he  should  donate  to 
the  poor  when  he  donates 
via  taxes  to  the  govern- 
ment's antipoverty  efforts. 
It's  obvious  the  govern- 


ment's war  on  poverty  has 
made  the  problem  worse. 
You  didn't  pay  him  for 
this  article,  did  you? 
-RJ.  Snooks 
Gulf  Breeze,  Fla. 

Sir:  Why  do  we  need 
transfer  programs  like 
Social  Security?  Too  many 
people  think  like  Seligman. 
-Robert  W.  Hughes 
Baltimore,  Md.  ■ 


Letters  should  include  the  author's 
address  and  phone  number. 
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LOOKING   FOR   SOMETHING?  we  have  powerful  ways  to  find  new  ideas 


GTE'S 
5UPERPAGES8  Internet  Services  is  one  of  them.  It  lists  more  than  11  million  businesses.  In  fact,  more  than  5  million  shoppers 
visit  http://superpages.GTE.net  every  month  for  everything  from  classified  ads  to  product  ratings.  We  also 
provide  directory  services  in  more"  than  17 countries.  We're  GTE.  And  we're  more  than  simply  a  telephone      people 

r  MOVING 

company.  We  make  ideas  accessible  to  many  people  in  many  ways.  Is  there  something  we  can  help  you  find?      ideas" 
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For  nearly  1 50  years,  The  Equitable  has  meant 
outstanding  service,  innovation  and  integrity  —  a 
strong,  reliable  partner  in  an  ever  changing  world. 

Building  futures 

Our  Alliance  Capital  Management  and  Donaldson. 
Lufkin  &  Jenrette  companies  are  world-class  leaders 
in  asset  management  and  investment  banking.  While 
none  of  this  is  changing,  we  now  have  a  new,  excit- 
ing and  powerful  dimension.  As  a  member  of  the 
Global  AXA  Group,  The  Equitable  is  changing  the 
way  the  world  does  business.  AXA  is  one  of  the 
worlds  largest,  most  innovative  and  fastest  growing 
financial  services  companies  —  with  over  S500  bil- 
lion* in  assets  under  management  and  a  strong  pres- 
ence in  50  countries.  Add  this  global  reach  to  The 
Equitable's  premier  U.S.  capabilities  and  you  have  a 
combination  that's  hard  to  beat.  To  leam  more,  call 
.-800-590-5995  or  visit  us  at  www.equifable.com. 
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The  Equitable  Life  Assurance  Society  of  the  U.S.  NY,  NY  10104  is  a  maior  component  of  the  AXA  Group.The  Equitable  is  solely  responsible  for  its  own  obligations.        *As  of  6/30/ 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


WE  WILL  FEEL  THEIR  PAIN 


The  Clinton/Gore  Administration's  wrongful  han- 
dling of  the  growing  global  economic  crisis  will  have  pal- 
pably painful  consequences  for  the  U.S. 

Japan  is  now  officially  in  recession  for  the  first  time  in 
nearly  25  years;  its  economy  hasn't  performed  so  poorly 
since  World  War  II.  Hong  Kong  and  China  are  shaky. 
Indonesia  continues  to  implode  economically  and 
explode  politically.  South  Korea  is  sinking  again.  Latin 
American  currencies  are  under  assault.  Russia  is  floun- 
dering. Western  Europe's  recovery  remains  anemic. 

Treasury  chief  Robert  Rubin  and  his  know-it-all  lieu- 
tenant, Larry  Summers,  are  still  using  the  International 
Monetary  Fund  to  inflict  bone-crushing  austerity  in  Asia, 
via  devaluation  and  tax  increases.  They  are  still  dispensing 
boneheaded  advice  to  Japan  to  "stimulate  demand"  by 
having  Tokyo  spend  yet  more  money  on  uneconomic 
infrastructure  projects  and  one-shot  tax  cuts.  They  and 


the  IMF  are  still  telling  Russia  to  "improve"  its  tax  col- 
lections. "Efficient  enforcement"  would  bring  in  revenues 
exceeding  the  country's  economy — so  how  can  such  a 
convoluted,  anti-incentive,  byzantine  and  contradictory 
tax  code  be  enforced? 

And  here  at  home,  the  Federal  Reserve  continues  to 
tighten  at  a  time  when  the  increasingly  parched  world 
economy  is  screaming  for  fresh  liquidity.  That's  why  the 
dollar  gold  price  has  fallen,  and  most  commodity  indexes 
are  undergoing  downward  pressure.  Our  central  bank  still 
hasn't  grasped  that  the  greenback  is  the  unofficial  trans- 
action currency  of  numerous  nations. 

The  Fed's  inadvertent  deflation  is  letting  the  air  out  of 
economies  around  the  world. 

No  wonder  stocks  are  wobbly.  Most  equities  are  down 
over  the  last  year — even  without  taking  into  account  the 
recent  market  turbulence. 


ALAN  TO  THE  RESCUE? 


In  the  face  of  a  hopeless  Administration,  Federal  Re- 
serve chairman  Alan  Greenspan  must  take  the  initiative. 
The  Fed  must  ease  until  the  price  of  gold,  the  best  real- 
time indicator  of  monetary  temperatures,  reaches  at  least 
$325.  This  would  not  be  inflationary;  rather,  it  would 
avoid  deflation. 


Greenspan  should  tell  the  IMF,  Rubin  and  Summers 
to  cease  plying  their  poisonous  prescriptions.  And  he 
should  urge  Japan  to  take  a  leaf  from  Ronald  Reagan's 
book.  Reagan's  program  of  growth-oriented  tax  cuts, 
deregulation  and  (usually)  stable  monetary  policies  made 
the  U.S.  economy  the  envy  of  the  world. 


WHY  ARE  WE  STILL  DEFENSELESS? 


India's  decision  to  "test"  its  nuclear  bombs  and  Paki- 
stan's retaliatory  tests  are  explosive  reasons  for  swiftly 
developing  an  effective  missile  defense  system.  Other 
nations  will  eventually  follow  India  and  Pakistan.  North 
Korea  has  already  developed  a  bomb  or  two,  and  Iran  is 
working  hard  on  one,  as  are  Iraq  and  Libya.  Rocket  tech- 
nology is  also  advancing.  It  is  estimated  Iran  will  be  able 

ONE-TIME  SHOCK, 

The  vast  majority  of  electric  utilities  are  fighting  a 
ferocious  rearguard  action  against  true  deregulation. 
The  established  utilities  fear  that  competitors  will  have  a 
price  advantage  because  they  won't  be  burdened  by  hav- 
ing to  recover  multibillion-dollar  investments  in  cost- 
inefficient  nuclear  power  plants.  In  these  cases,  the  utili- 
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to  send  missiles  to  Central  Europe  within  three  years. 

By  upgrading  the  Navy's  existing  Aegis  missile  tech- 
nology, we  could  have  a  floating  missile  defense  system 
within  five  years,  at  a  cost  of  less  than  $5  billion.  This 
should  hold  us  over  until  we  develop  a  thorough,  sophis- 
ticated land-based  antiballistic  missile  system. 

What  in  God's  name  is  this  White  House  waiting  for? 

THEN  PROSPERITY 

ty  book  value  of  nuclear  or  technologically  obsolete 
plants  and  equipment  exceeds  market  value. 

In  California,  the  formal  launch  of  utilities  deregula- 
tion was  met  with  a  resounding  yawn  because  the  exist- 
ing utilities  will  be  protected  for  years  from  real  price 
competition;  at  which  point  they  will  have  recovered  the 
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bulk  of  their  so-called  stranded  costs. 

What  to  do?  It's  silly  and  harmful  to  overcharge  com- 
mercial and  residential  customers  because  of  bad  decisions 
made  decades  ago.  Companies  should  largely 
write  off  these  investments  as  unrecoverable 
sunk  costs.  Will  their  stocks  take  a  hit?  Quite  the 
contrary.  In  Pennsylvania  the  courageous  utility 
commission  chairman,  John  Quain,  rendered  a 
decision  that  forced  PECO  Energy  Co.  to  write 
off  more  than  a  third — $3  billion — of  the  com- 
pany's $7.5  billion  in  stranded  costs.  PECO  and 
other  utilities  howled  in  righteous  indignation. 
PECO  slashed  its  quarterly  dividend  45%.  But     John  Quain: 
what  happened  to  its  stock?  It's  gone  up  from     Commissioner 
$22.50  to  a  recent  $30.  (To  help  income-depen-      courageous. 


dent  shareholders,  utilities  could  pay  dividends  in  share 
and  offer  to  sell  them  on  the  market  for  little  or  no  com 
mission.  This  would  save  the  company  cash.) 

Congress  should  come  to  grips  with  this  issu 
and  eliminate  by  a  date  certain  the  monopol; 
status  that  utilities  have  within  states.  Then 
would  be  no  more  exclusive  franchises  for  tta 
generation,  transmission  and  distribution  o 
electricity  within  fixed  territories.  Regulator 
then  would  not  have  to  do  what  Pennsylvani; 
did.  They  could  let  the  markets  force  companiei 
to  adjust  their  prices  and  their  stranded-cost 
policies.  Competition  would  then  do  what  it  ha 
done  elsewhere:  generate  productivity,  innova 
tion  and  better  prices. 


OTHERS  HAVE  WRITTEN 


of  Barry  Goldwater's  pioneering  role  in  the  creation  and 
growth  of  modern  American  conservatism.  But  two 
other  aspects  of  the  man  have  been  overlooked. 

Goldwater  saw  the  need  for  a  major  military  reform. 
The  1986  Goldwater-Nichols  Reor- 
ganization Act  shifted  power  from 
individual  military  services  to  officials 
responsible  for  coordinating  them. 
Before  the  Goldwater-Nichols  re- 
form, each  branch  of  the  military  too 
often  carried  out  its  operations  with 
little  heed  to  what  its  counterparts 
were  doing,  a  situation  that  seriously 
hampered  effective  prosecution  of  the 
Vietnam  War. 

The  Reorganization  Act  gave  the 
Chairman  of  the  Joint  Chiefs  of  8taff 
real  power  over  the  services  so  that  his 
advice  to  the  President  would  not  be  a  watered-down  com- 
promise. Previously  there  had  been  no  truly  objective 
overview.  In  addition,  local  commanders  were  given  the 


Senator  Barry  Goldwater:  Multifaceted — 
and  now  fully  appreciated— conservative. 


power  to  coordinate  the  services  stationed  in  their  areas 
The  Act  was  a  critical  reason  that  the  1991  Persian  Gulf  wa 
was  so  different  from  the  Vietnam  conflict. 

The  second  aspect:  Goldwater,  unlike  so  many  in  publii 

life,  understood  the  necessity  of  mar 

5  keting,  of  what  used  to  be  callec 

§  "salesmanship"  in  the  private  sector 

g  Not  a  surprise,  considering  that  hf 

3  had  run  his  family's  department  storr 

|  before  going  into  the  U.S.  Senate 

Here's  what  he  said  in  a  letter  3' 

years  ago,  when  a  dollar  was  still 

dollar.    "I  walk  into   a  store   anc 

approach  a  department,  say  the  cos 

metic  department,  and  ask  for  a  pack 

age  of  razor  blades.  I  lay  out  a  $5  bil 

and  I  will  buy  anything  up  to  tha 

amount  that  the  salesperson  suggests 

Believe  it  or  not,  in  trying  this  over  ten  years,  I  have  hac 

only  two  salespeople  get  the  entire  $5.  American  busines; 

has  just  forgotten  the  importance  of  selling." 


WELL  SPOKEN 


Simply  Speaking — by  Peggy  Noonan  (ReganBooks, 
$23).  Packs  a  wallop  of  practical  wisdom  and  insightful 
tips  for  rookie  and  veteran  speechmakers  alike — from 
keeping  a  speech  to  20  minutes,  to  making  a  handful  of 
points  clearly  and  consistently,  to  correctly  fash- 
ioning remarks  to  fit  each  audience,  to  under- 
standing that  sticking  to  substance  and  avoiding 
conventional  notions  of  emotional  or  high- 
blown rhetoric  make  the  most  impact,  to  realiz- 
ing that  great  speeches  are  born  from  great 
events  or  issues,  to  employing  appropriate 
humor.  This  wee  volume,  written  by  one  of  this 
century's  premier  presidential  speechwriters,  will 
guide  you  correctly. 

Noonan  uses  real-life  examples  to  make  her 
points.  Among  them:  Mother  Teresa's  extraordinarily 
powerful,  utterly  un-p.c.  speech  in  1994  to  the  National 
Prayer  Breakfast  in  Washington,  D.C.;  Earl  Spencer's 
eulogy  for  his  sister  Diana,  Princess  of  Wales;  and  Pete 
Peterson's  toast  to  society  columnist  Liz  Smith. 
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Finally,  the  irrepressible  Peggy  is  consoling:  If  your  speed 
flops — which  happens  to  everyone  at  some  point — the  work 
(apologies  to  Abe  Lincoln)  will  little  note  nor  long  remem 
ber.  Or  as  she  puts  it,  "Life  continues." 

Excerpt:  Oddly  enough,  the  more  tired  you  get  a 
you  write  and  rewrite,  the  more  likely  you  are  tt 
abandon  any  self-conscious  semi -stentorian  writ 
ing  and  write  more  like  yourself.  Fatigue  lets  yov, 
emerge.  This  is  good. 

Excerpt:  A  lot  of  words  sound  alike.  For  instance 
saver,  savor,  saber  and  savior  might  all  sound  pret 
ty  much  alike  when  spoken  from  a  podium  twent 
yards  away. 

Excerpt:  Reagan  was  the  Great  Communicator 
But  it  wasn't  because  of  how  he  said  things.  It  wa 
because  of  what  he  said. 

Excerpt:  Political  figures  are  often  the  first  to  forget  tha, 
a  great  speech  must  say  great  things,  that  it  must  contait 
serious  policy.  They  often  think  style  can  take  the  place  oj 
substance.  Tliey  are  wrong.  ■ 
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Katrina  Garnett 

Founder,  President  and  CEO 
CrossWorlds  Software 


Age 

Younger  than  Bill  Gates, 
older  than  Michael  Dell. 

Birthplace 

Australia's  Gold  Coast. 

Background 

10  years  on  the  firing  line 
at  Oracle  and  Sybase. 

Recent  Thrill 

Flying  360-degree 

inverted  loops 

in  a  SF260  Marchetti. 

Favorite  Charity 

Started  Garnett  Foundation 

to  encourage  girls  to 

pursue  technical  careers. 

Mission 

Build  software  applications 

that  unite  the  operations 

of  global  enterprises. 

Product 

CrossWorlds  United 

Application  Architecture 

(UAA) 

CrossWorlds' 
Patents  Pending 

5  (so  far) 

Key  Customers 

Siemens,  US  West, 

Primestar,  Farmland, 

Bay  Networks 

Corporate  Investors 

Raised  $45M  from 

Intel,  Compaq, 

SAP,  Manugistics, 

JD  Edwards, 

Ernst  ft  Young 

Bigtime  Backers 

Dave  Duffield, 
Michael  Dell, 
Andy  Ludwick 

Next  Target 

Enterprise  software 
connecting  global 
corporations 
with  their  suppliers, 
customers, 
and  partners. 

Professional  Credo 

Aim  high  -  then  deliver. 


Photograph  by  Richard  Avedon 
www.crossworlds.com 


a  clean  sheet  of  aluminum. 
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It  all  started  with  an  unswerving  belief  in  the  future:  What  if  we  took  the  most  common  metal  on  e  j 


the  1998  Audi     \  •    j  .  A  visionary  leap  from  Audi  and  Alcoa,  the  unique  Audi  Space  Frame  of  the  A8  tal , 


from  its  V8,  forexample.With  a  versatile  new  five-speed  Tiptronic"  ^flt^  transmission  that  allov 


drive  or  our  legendary  quattro"  all-wheel  drive  sets  it  apart  from  all  else.  The  Audi  A8.  When  we  imagined 


1-800- FOR -AUDI  for  more  about  the  Audi  A8  and  a  dealer  near  you  or  visit  us  at;  www.audiusa.com.  "AudT;  "quattro"  and  the  four  rings  em  I 


/.  -< 


;  linum-and  fashioned  the  most  uncommon  luxury  car  the  world  has  ever  seen?  Nothing  less  than 


J  try  car  to  a  place  where  lighter  is  stronger  and  safer.  Where  less  allows  room  for  more.  More  performance 


*  ruise  in  automatic  or  shift  away  for  gutsier  performance.  Even  its  choice  of  FrontTrak  front- wheel 


you  in  mind.  See  your  nearest  Audi  A8  dealer.  The  future  of  the  luxury  car  has  arrived. 


Audi 


ered  trademark*  "A8"and  "FrnntTrak"arP  TradPmark.  nf  Al  mi  Aft  "Tintrnnir"  k  a  rpnktPrPd  tradpmark  nf  Dr  Inn  h  r  FPnrcrhp  AP,  ffilQQa  A,,Hi  nf  Am0ri.a  Inr 


Other  Comments 


Barry  Goldwater,  RIP 

He  was  the  national  figure,  Mr. 
Conservative;  but  his  private  renown 
derived  from  his  character,  which 
even  strangers  coming  to  his  door 
with  a  camera  could  instandy  experi- 
ence. He  never  changed,  friendly  but 
firm,  a  very  grown-up  man  with  a 
boyish  streak.  The  guest  who  asked  a 
provocative  question  could  expect  a 
very  direct  response,  very  different 
from  weaving  about  in  the  air  to 
postpone  touching  down. 
-William  F.  Buckley  Jr., 
National  Review 

Big  Trouble  Ahead 

Pakistan's  nuclear  tests  have  put  it  on 
par  with  India  and  will  increase  pressure 
on  both  neighbors  to  agree  to  arms 
control  agreements  and  to  reduce  ten- 
sions in  [what]  promises  to  become  one 
of  the  world's  most  volatile  flashpoints. 

Pakistan's  nuclear  test  will  also  call 
China's  assistance  into  question.  In 
1985  Pakistan  'cold  tested'  a  nuclear 
device  at  China's  desert  range  at  Lop 
Nor.  Pakistan  acknowledged  it  only 
four  years  later,  once  its  junta  had 
admitted  to  possessing  nuclear  capabil- 
ity to  counter  India's.  Analysts  say  that 
once  the  dust  settles  over  the  next 
weeks  the  two  sides  will  be  forced  to 
assess  the  prospect  of  mutually  assured 
destruction,  given  the  regional  rules  of 
engagement  have  now  totally  changed. 

"This  in  the  long  term  might  even- 
tually lead  to  a  balance  of  terror,"  said 
a  military  officer.  But  the  costs  to  both 


countries,  where  almost  half  their  pop- 
ulations live  under  the  poverty  line, 
would  be  temendous,  he  added. 
-Rahul  Bedi,  Jane's  Defence  Weekly  ' 


As  a  columnist,  I've  found  that 
giving  people  information  may 
not  work  when  they  want  emo- 
tional vindication.  As  the  grow- 
ing emphasis  on  feelings  crowds 
out  reason,  facts  will  play  a  small- 
er role  in  public  discourse. 
-Paul  Craig  Roberts,  Business  Week 

Weird  Science 

Contemplating  a  society  in  which 
artificially  aroused  men  pursue  artifi- 
cially enhanced  women,  I  wonder  if 
we  haven't  unnecessarily  complicat- 
ed the  whole  business. 
-Mark  Steyn,  commenting  on 
Viagra,  Wall  Street  Journal 

Out  of  Order 

The  International  Monetary  Fund 
refuses  to  release  the  vast  majority  of 
its  information  on  economic  policies, 
past  performance  and  internal  meet- 
ings to  the  press  or  the  interested  pub- 
lic. Anyone  not  employed  by  the  IMF 
must  apply  for  an  appointment  to  gain 
access  to  its  library — and  approval  is 
by  no  means  certain.  Students  are  not 
allowed  in  the  library  at  all. 

The  Fund's  refusal  to  grant  congres- 
sional offices  free  access  to  its  records 
is  totally  unacceptable.  Representative 


,. 


"Jitters  on  Wall  Street  today  over  rumors  that  Alan  Greenspan  said,  'A  rich 
man  can  as  soon  enter  Heaven  as  a  camel  fit  through  the  eye  of  a  needle.'  " 


Jim  Saxton  (R-N.J.),  Chairman  of  the 
Joint  Economic  Committee,  [says]  the 
IMF  will  withhold  any  information  it 
wishes  from  its  member  govern- 
ments— while  simultaneously  de-  J 
manding  that  those  governments  con- 
tribute billions  of  dollars  to  its  coffers. 
-Edwin  J.  Feulner  Jr.,  Ph.D., 
president,  Heritage  Foundation 
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Tribal  Tongues 

The  thing  that  has  replaced  accents 
in  America  is  professional  jargon,  the 
shorthand  language  of  shared  knowl-  j 
edge.  If  you've  ever  seen  the  televi 
sion  program  ER,  you've  seen  a  good  * 
example  of  pure  dialect.  We  increas- 
ingly speak  in  the  dialect  not  of  our 
tribe  but  of  our  profession.  Because, 
our  profession  now  w  our  tribe. 
-Peggy  Noonan,  Simply  Speaking 

Too  Late 

Treasury  Secretary  Robert  Rubin, 
one  of  the  architects  of  the  Mexican 
[financial]  bailout,  apparently  has  had 
second  thoughts  about  bailouts.  He. 
was  reported  as  saying  last  September 
that  the  people  in  countries  that  pursue 
unsound  economic  policies  pay  a  heavy 
cost  for  those  mistakes — slower  growth, 
government  austerity  and  unemploy 
ment.  But  U.S. -backed  bailouts  protect 
investors  who  lent  money  to  govern- 
ments or  private-sector  institutions,  not 
the  people  who  suffer  the  consequences 
of  unsound  policies.  Now  Rubin  advo- 
cates exposing  investors  to  greater  risk 
of  losing  money  because  that  would 
induce  them  to  cut  back  on  bad  invest- 
ments. This  is  like  Robert  McNamara. 
long  after  the  fact,  regretting  his  sup- 
port of  the  Vietnam  War. 
-Anna  J.  Schwartz,  Cato  Journal 

Gruel  and  Unusual 

Before  it  was  purchased  by  Time 
Warner,  Paragon  Cable  of  New  York 
City  reported  that  collection  of  over 
due  bills  improved  dramatically  wher 
the  company  stopped  punishing  cus 
tomers  who  owed  money  by  cutting  of 
service.  Instead,  deadbeat  subscriber 
had  dieir  signals  locked  on  C-SPAN. 
-P.J.  O'Rourke  ■ 
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The  turning  point  in  time. 
Reverso. 


Reverso.  Avant- 
garde  since  1931. 

When  what  you're 
doinc  is  more 
important  than  how 
long  it  takes.  the 
Reverso  is  the  only 
watch  that  lets  you 
DISMISS  time,  a  nudge. 
THE  CASE  TURNS.  AND 
TIME  MAKES  AN 
ELEGANT  EXIT.  IN  ITS 
PLACE.  YOUR  OWN 
MONO- 
gram, encraved  on 
polished  gold  or 
steel.  High  art.  in  the 
continuous 
refinement  of  an 
original  art  deco 
style.  gen-erously 
displayed  in 
a  grande  taille  size. 
High  craftsmanship, 
in  the  dependable 
beat  of  the  mechani- 
cal movement  and 
the  smooth  action  of 
the  swivel  case. 
Crafted  with 
dedication  by  the 

MASTER 

WATCHMAKERS  OF 
JAEGER-LECOULTRE 
FOR  THOSE  WHO  DON'T 
NEED  THE  TIME.  ALL 
THE  TIME. 


THE  PATENT  FOR  THE 
REVERSO  CASE  WAS  REGIS- 
TERED in  Switzerland 
on  February  16, 1932. 
Only  Jaeger-leCoultre 
can  master  the 
complex  mechanism. 


*Jaeger-leCoultrp» 


For  your  free  copy  of  the  manufacture's  Book  of  Timepieces  contact 
Jaeger-leCoultre.  P.O.  Box  1608.  Winchester.  VA  22604,  tel.  (800)  JLC-Time.  www.mjlc.com. 
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JlUW'tlUW  What's  it  going  to  take  to  get  the  bandwidth  you  need  (where  &  when 

as  fast  as  you  need  it)?  To  handle  wireless  communications  as  easily  as  wired?  To 
|et  data  as  reliable  as  voice?  (?????)  It's  going  to  take  people.  Technology.  Experience. 

d  the  ability  to  deliver.  We've  built,  and  continue  to  build,  the  most  powerful  networks 
earth.  We've   got   the   largest   service  force   in 

?  industry  (already  we  service  more  networks 

an    anyone    on    the    planet).   And    we've    got    the 

ains  of  Bell  Labs  behind  us.  This  is  the  kind  of 
ombined  arsenal  it's  going  to  take  to  make  sure 
le  network  you  start  building  now  is  strong 
nough    to     be    your    network    down    the    road. 

le  make  the  things  that  make  communications  work: 


Lucent  Technologies 

Be"  Labs  Innovations 


600  Mountain  Avenue 

Murray  Hill,  NJ  07974-0636 

h»p.7/www.lucent.com 

1-888-4-Lucent 


♦96  Lucent  Technology 


COMMAND 

and  Control 

Prudential  Securities'  COMMAND™  Account- 
Itimate  Way  to  Manage  Your  Assets 

If  there's  a  downside  to  being  a  successful  investor;  it's  this:  The  more  money  you  make, 
the  more  difficult  it  is  to  manage.  Which  is  precisely  why  you  should  become  a  Prudential 
Securities  client.  Only  Prudential  Securities  offers  sound  advice,  high  quality  products, 
plus  the  COMMANDSM  Account — one  of  today's  most  powerful  asset  management  tools. 


As  a  client  of 

Prudential 

Securities, 

benefit  from  a 

one-to-one 

relationship  with 

a  knowledgeable 

Financial  Advisor 

who  can  offer 

objective 

investment  ideas, 

timely  research 

and  analysis,  and 

long-term 

planning. 


Get  to  know  the  benefits  of  investing 
the  Prudential  Securities  way. 

Make  your  money  work  harder. 

With  automatic  daily  investment  sweeps, 
you'll  never  have  idle  cash.  Interest, 
dividends,  and  other  cash  credits  are 
swept  automatically  into  a  fund  of 
your  choice. 

Access  your  account  where  and 
when  you  want.  You  can  find  it  all 
right  on  your  computer  with  our  free 
Prudential  Online®  service.  Or,  call  our 
world-class  customer  service  desk- 
24  hours  a  day,  7  days  a  week. 

Enjoy  free  ATM  withdrawals 
and  more.  A  complimentary  Visa*  Gold 
Debit  Card,  unlimited  check  writing-plus 
no-fee  ATM  withdrawals -give  you  total 
control  over  your  cash.  You  can  also  pay 
bills  and  transfer  money 
between  accounts 
automatically. 


COMMAND  clients  benefit  from  free 
ATM  access  and  other  privileges. 


Track  your  assets  on  state-of-the- 
art  statements.  Finally,  a  statement 
you  can  read  and  understand  with  ease. 
Handy  pie  charts  and  tables  show  you 
your  asset  composition,  realized  and 
unrealized  gains  and  losses,  and  expense 
summaries,  at  a  glance. 

Expand  your  borrowing  power. 

COMMAND  Margin  gives  you  easy, 
low-interest  access  to  your  equity. 
There  are  no  complicated  applications 
or  waiting  periods.  Just  write  a  check 
or  use  your  Visa  Gold  debit  card. 

Simplify  your  tax  preparation. 

Customized  expense  codes  make  it  easy 
to  categorize  your  expenses.  And,  your 
year-end  "Instant  Replay"  statement 
provides  a  neat  summary  of  your 
earnings,  dividends  and  spending. 
Just  give  it  to  your  tax  professional. 

Take  COMMAND  of  your  money. 
Call  today. 

1-800-THE-ROCK 

ext.  2242 
www.prudential.com 


Xii  Prudential 

Securities 


: 


For  more  complete  information  on  COMMAND  Money  Market  Funds  including  charges  and  expenses,  obtain  a  prospectu 
by  calling  the  number  above.  Please  read  it  carefully  before  you  invest.  Keep  in  mind  that  the  use  of  margin  entail 
additional  risk.  An  investment  in  the  money  market  fund  s  neither  insured  nor  guaranteed  by  the  U.S.  government,  and  there  is  n> 
assurance  that  the  fund  will  be  able  to  maintain  a  stable  net  asset  value  of  one  dollar.  Prudential  Securities,  1 99  Water  Street,  NY,  NY  1 0292 
www.prusec.com.  Member  SIPC. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


THE  NUCLEAR  PROLIFERATION 

First  India,  and  then  Pakistan.  The  Pakistanis  tested 
their  nuclear  weapons  even  as  frantic  and  well-publicized 
meetings  were  being  held  in  Washington  to  find  ways  to 
persuade  them  not  to.  There  is  a  pattern  here  of  lost 
influence,  of  the  U.S.'  inability  to  persuade  other  coun- 
tries that  its  policies  and  wishes  should  be  followed  on 
issues  as  important  as  nuclear  proliferation. 

Why  have  we  tailed  to  convince  other  countries — some 
friendly,  such  as  France  and  Pakistan;  others  nominally 
neutral,  such  as  China  and  Russia;  and  some  hostile,  such 
as  Iran  and  Iraq — not  to  follow  paths  we  believe  are  dan- 
gerous? The  answer  is  simple.  Other  countries  feel  the 
U.S.  no  longer  has  the  capability  or  the  will  to  carry  out 
a  firm  and  unambiguous  foreign  policy,  supported  by  a 
strong  and  highly  effective  military.  It  is  the  Carter  era  all 
over  again,  when  no  country  was  afraid  to  defy  our  wish- 
es and  few  believed  we  were,  or  could  be,  a  reliable  ally. 

Turning  a  Blind  Eye 

India's  nuclear  detonations  took  us  completely  by  sur- 
prise. Among  other  failings,  we  had  paid  no  attention  to  the 
Bharatiya  Janata  Party's  campaign  pledges  to  pursue  the 
nuclear  path.  Perhaps  the  Clinton  Administration  could  not 
believe  any  partv  would  carry  out  its  pledges.  But  why  did 
India  feel  compelled  to  test  its  bombs  now?  India  is  worried 
by  our  increasing  closeness  to  China,  its  traditional  enemy. 
Then  there  are  the  revelations  about  the  sources  of  some  of 
Mr.  Clinton's  biggest  campaign  contributions.  India  had  no 
trouble  seeing  an  association  between  Chinese  and  Amer- 
ican campaign  contributions  and  Mr.  Clinton's  decision — 
over  the  protests  of  his  State,  Justice  and  Defense  depart- 
ments— to  allow  the  transfer  of  key  guidance  technology  to 
China.  His  approval  made  satellite  builder  Loral  Space  & 
Communications  Ltd.,  as  well  as  its  chairman  and  chief 
executive,  Bernard  Schwartz  (a  very  generous  contributor 
to  the  Democratic  National  Committee),  very  happy. 

This  was  only  the  latest  example  of  our  giving  China 
something  and  getting  nothing  in  return — no  reforms, 
only  the  occasional  delayed  release  of  a  dissident  or  two. 
Mr.  Clinton  openly  refers  to  China  as  our  "partner,"  and 
he  is  firm  (as  of  this  writing)  in  his  decision  to  celebrate 
that  closeness  in  Tiananmen  Square,  the-  scene  of  some 
of  China's  most  atrocious  human  rights  violations.  Is  it 
any  wonder  India  felt  it  necessary  to  send  an  unmistak- 
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GENIE  IS  OUT  OF  THE  BOTTLE 

able  signal  that  it  not  be  lightly  disregarded,  even  by  a 
China  with  a  U.S.  "partner"?  And,  if  India  could  test  its 
nuclear  weapons  with  little  cost  to  it  beyond  a  delayed 
World  Bank  loan  and  U.S. -imposed  sanctions  (which 
many  other  nations  won't  support),  it  stands  to  reason 
that  Pakistan  would  follow  suit  with  little  regard  for  our 
sanctions,  however  disagreeable  they  might  prove  to  be. 

Do  We  Have  Ourselves  To  Blame? 

Consider  the  following: 

■  We  have  repeatedly  refused  to  build  or  deploy  any 
effective  defense  against  the  very  missiles  that  are  now  so 
dangerously  proliferating.  Mr.  Clinton  even  threatened 
to  veto  a  military  authorization  bill  that  contained  an 
increase  in  benefits  for  troops  if  Republicans  did  not  take 
out  a  declaration  calling  for  a  missile  defense  system  as 
soon  as  possible.  More  recently,  Democrats  have  blocked 
consideration  of  a  bill  stating  the  same  worthy  objective. 

■  We  have  let  our  military  capabilities  decline  by  more 
than  40%  since  the  Gulf  war. 

■  We  greatly  weakened  NATO  when,  to  appease  Russia, 
we  gave  it  what  is  essentially  a  veto  over  NATO  deci- 
sions. In  return,  Russia  has  continued  to  growl  about 
NATO  enlargement. 

■  We  tried  to  appease  North  Korea  by  accepting  its  third 
promise  to  abandon  its  nuclear  weapons  program.  We 
then  arranged  for  North  Korea  to  get  two  huge  nuclear 
reactors — ostensibly  for  more  power,  although  the  reac- 
tors are  fully  capable  of  producing  plutonium,  the  very 
stuff  of  which  nuclear  weapons  are  made. 

■  We  huffed  and  puffed  over  Saddam  Hussein's  repeat- 
edly reneging  on  his  promise  to  permit  inspections  of  his 
nuclear,  biological  and  chemical  weapons  sites.  Then  we 
allowed  the  U.N.  to  blow  our  house  down  by  giving 
Saddam  what  he  demanded:  a  new  inspection  regime, 
including  nonexpert  "diplomatic  escorts." 

■  We  engineered  the  Dayton  accord,  which  resulted  in 
Serbia's  getting  what  it  wanted — a  partitioned  Bosnia. 

The  list  could  go  on,  but  the  column  cannot.  The 
result  should  be  clear,  even  to  the  Administration.  The 
U.S.  cannot  let  its  military  strength  decline,  refuse  to 
develop  a  defense  against  nuclear  proliferation  and 
demonstrate  weakness  at  every  turn,  and  expect  other 
countries  to  be  persuaded  by  us.  MB 
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Call  1-800-950-2438  or  visit  www.chevrolet.com.  Suburban  is  a  registered  trademark  and  Chevy  is  a  trademark  of  the  CM  Corp.  ©1998  GM  Corp.  Buckle  up.  America! 


The  Zippo  Lighter  Factory, 

Bradford,  Pennsylvania. 

The  Zippo  was  first  made  in  1933 

and  patented  in  1936. 
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The  Cheiry  Suburban. 

First  made  in  1936, 

never  patented. 

(Maybe  we  should  have.) 


CHEVY       SUBURBAN 


LIKE        A       ROCK 


eyeball 

"to  see  a  world  in  a  grain  of  sand... "/Edited  by  Joshua  Levine 

One  spare  tire  too  many 
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Three  out 
of  every 
four  big-rig 
haulers 
are  wide 
loads 
themselves. 


The  life  of  a  long-haul  trucker  is  the  stuff  of 
country  music  songs — endless  hours  on  the 
road,  greasy-spoon  diners,  coffee,  cigarettes. 
Hey,  anyone  got  a  rhyme  for  Stairmaster? 

If  you  had  any  doubt  about  America's  nutty 
obsession  with  physical  fitness,  we  cite  entre- 
preneur Jeff  Abrams  as  Exhibit  A.  Abrams  is 
the  man  behind  Rolling  Strong  Trucker 
Gyms.  So  far,  Abrams  has  built  three  gyms  in 
truck  stops  along  Interstate  40  in  Tennessee, 
Arkansas  and  Oklahoma.  A  fourth  is  sched- 
uled to  open  this  summer  on  the  New  Jersey 
Turnpike. 

Nn  question,  truckers  could  use  the  work- 
out. Three  out  of  every  four  big-rig  haulers 
are  wide  loads  themselves.  Rampant  obesity 
makes  truckers  prime  targets  for  high  blood 
pressure  and  heart  disease. 

But  just  because  you  build  it,  it  doesn't 
mean  they  will  tread.  Since  December,  Abrams 
has  sold  only  1,300  individual  memberships, 
which  range  from  $7  a  day  to  $395  per  year. 
"You  cannot  force  someone  to  exercise,  you 
can  merely  provide  access,"  notes  David 
Barnes,  vice  president  of  public  affairs  at  the 
American  Trucking  Association. 

Abrams  hopes  that  trucking  companies 
interested  in  preventing  driver  fatigue, 
decreasing  workers'  compensation  claims  and 
lowering  accident  rates  will  buy  corporate 
memberships  and  eventually  account  for  the 


Mensa's  big  test 


BY  CHRISTOPHER  PALMERI 


"By  definition 
we  have  no 
purpose. 
We're  almost 
a  support 
group 
for  nerds." 


EVEN  the  best  and  the  brightest  face  tests  that 
stump  them.  Mensa  is  the  society  for  people 
who  scored  in  the  top  2%  of  a  standardized 
intelligence  test,  but  those  folks  have 
yet  to  figure  out  how  to  market  their 
organization.  American  Mensa,  the 
largest  of  two  dozen  worldwide 
affiliates,  is  down  to  44,000  mem- 
bers, 21%  below  its  1989  peak, 
and  membership  is  still  falling. 

It    now   falls    to    nerd-in-chief 
Dave    Remine    to    reverse    the 
decline.    Remine,    a    54-year- 
old    electrical    construction 
inspector     from      New 
Jersey,  is  the  organiza- 
tion's  member-elect- 
ed chairman.  Mensa 
dues    are    $45    a 
year,  but  that's  not 
much    to    run    a 
business     on.     So 
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majority  of  Rolling  Strong's  client  base. 

Or  maybe  people  would  rather  talk  about 
being  overweight  than  do  anything  about  it. 
Commenting  on  Abrams'  investment,  John 
McCarthy,  executive  director  of  the  Interna- 
tional Health,  Racquet  &  Sportsclub  Associa- 
tion, says:  "If  it  hasn't  been  done  before,  maybe 
it  hasn't  been  done  for  a  good  reason." 


Mensa  recently  signed  a  deal  with  Sterling 
Publishing  to  produce  a  line  of  puzzle  books 
bearing  the  Mensa  name. 

The  society  is  also  seeking  to  make 
its   membership   more   attractive   by 
creating  more  perks  for  its  mem- 
bers— like    a    recently    negotiated 
group  discount  at  a  contact  lens 
vendor. 
The  real  problem  may  be  that 
smart    people     no     longer    need 
Mensa.  "By  definition,  we  have  no 
purpose,"  says  longtime  Mensa  mem- 
ber  Gregory   Crawford,  whose 
job  is  delivering  uniforms  in 
Indianapolis.  "We're  almost  a 
support     group     for 
nerds."    With    the 
nerdy   Bill    Gates 
as         America's 
poster    boy,    who 
needs  the  support?    M 
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Entrepreneurial  envy 

By  Scott  McCormack 

Four  million  people  start  their  own  businesses  each 
year.  Forbes  on-line  readers  offer  their  take  on  the 
allure — and  drawbacks — of  setting  out  on  their  own: 

Have  you  ever  started 
your  own  company? 

Yes  (64%) j  I  have  my  own  CPA  practice. 
It  gives  me  the  schedule  flexibility  I  need 
with  two  small  children.  This  is  the  most  fun 
've  ever  had — it's  like  watching  a  garden  grow 
and  mature.... 
I've  been  running  a  software  company  for  about  ten 
years.  I  was  able  to  raise  a  happy  child  without  derailing 
my  professional  career.  I  don't  know  why  more  women 
don't  do  this.... 

My  husband  and  I  started  a  company  offering  design 
solutions  for  electronic  equipment  for  the  medical  pro- 
fession. We  employed  20  people  at  the  peak  and  enjoyed 
a  reasonable  living  from  it  for  a  few  years.  Recession 
caused  difficult  times,  and  we  eventually  had  a  customer 
go  into  liquidation  and  a  bank  pulled  in  its  guarantees. 
Our  company  went  into  voluntary  liquidation.  In  hind- 
sight it  would  have  probably  been  best  for  our  financial 
prospects  if  my  husband  had  stayed  in  the  corporate 


No  (36%):  My  wife,  is  a  full- 
time  mom  who  stays  home  with 
the  kids.  Family  has  always  been 
my  first  priority,,  followed  closely 
by  career  success.  We  have  a 
very  good  life,  but  I  do  consid- 
er owning  your  own  business  a 
part  of  the  American  dream. 
The  risks,  since  we  now  have  so 
much  to  lose,  have  always  kept  us  from 
setting  out  on  our  own.... 

I  would  really  like  to  start  a  trout  fishing  guide  ser- 
vice. Fishing  is  all  that  keeps  me  from  going  insane,  anj 
it  has  always  been  more  than  a  passion  or  weekend 
retreat.  My  main  concern  is  not  whether  the  business 
will  do  well,  but  the  initial  lack  of  income. 


What  has  kept  yon  from 
starting  a  business? 


Fear  of 
failure 


Lack  of 
capital 


Steady 
paycheck 


38% 


33% 


s,  -  / 


world.  But  we  are  bigger  as  a  couple  tor  the  experience.                                                                   Lack  of 

Next  on  Pulse  at  www.forbes.com/pulse:  The  billionaire's  dilemma:  What  to  do  with  all  that  money? 

THE  FORBES  INDEX 


EDITED  BY  SHLOMO  2.  REMAN 


"The  U.S.  economy  will  defi- 
nitely start  to  slow  down 
later  this  year,"  asserts 
Wayne  M.  Ayers,  chief  econ- 
omist at  BankBoston.  Ayers 
says  that  the  economic 
malaise  in  the  Pacific  Rim  Is 
beginning  to  affect  Ameri- 
can businesses.  Ayers'  fore- 
cast: the  U.S.  trade  deficit 
(goods)  will  increase  nearly 
16%,  from  $199  billion  last 
year  to  $230  billion  in  1998. 
Real  economic  growth  will 
slow  to  2%  for  the  second 
half  of  this  year  and  1.8% 
for  all  of  next  year. 
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Closeup  on  the  Forbes  Index 


Current    299.9*  Previous  298.8f  Percent  char 


"Preliminary       Revised 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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You're  famous  for  your  grilled  cheese  sandwiches 


Your  secret  is  an  old  cast  iron  pan. 


The  pan  holds  two  sandwiches  at  on 


You  grill  each  side  exactly  one 


Can  you  grill  three  sandwiches  in  three  minutes? 


The  insurance  industry  has  its  puzzles,  and  one  is  how  to  expand  your  business  within 
fixed  guidelines  and  regulatory  limits.  Like  grilling  three  sandwiches  in  space  for  two  and 
a  half,  it's  possible,  but  not  without  thought.  Capital  Re  was  founded  in  1 988  on  the  idea  that  thought 
is  the  ultimate  capital  asset.  And  that  by  exercising  our  brains  in  new  ways  we  could  maximize  growth 
for  our  customers  and  ourselves.  We  now  lead  in  our  original  business  (financial  guaranty  reinsurance) 
and  in  new  areas  (some  of  which  we  invented)  offering  reinsurance  solutions  designed  to  help 
manage  not  just  risk,  but  your  bottom  line.  To  learn  more,  grill  us  at  1-212-974-0100. 


Capital  JK.e 

sponsive 


%     Capital  Re  is  a  specialty  insurance  and  reinsurance  company  providing  innovative  solutions  to  problems  of  risk  and  financial  management. 
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Who  would  you  believe— the  folks  behind  a  high-flying 
stock  with  a  record  of  premature  announcements?  Or 
a  short-seller  who  doesn't  always  tell  the  whole  truth? 

Plague  on  both 
their  houses 


A  short  in  action 


;: 


By  Seth  Lubove 

"YOU    CANNOT    MENTION    THIS    to 

anyone,"  confides  the  analyst  in  a  tape- 
recorded  telephone  conversation.  He 
proceeds  to  recommend  the  short  sale 
of  Big  Board-traded  Biovail  Corp. 
International  of  Toronto,  a  smallish 
pharmaceutical  company  with  a  much- 
touted  drug,  $82  million  in  revenues 
and  a  market  capitalization  of  $800 
million. 

The  short-selling  analyst  goes  on: 
"When  it  [the  drug]  was 
launched  they  immediately 
lowered  the  number, 
because  they  see — they 
were  beginning  to  see — the 
resistance.  Then  some  time 
at  the  beginning  of  March 
the  numbers  were  lowered 
to  $25-$40  million,  and 
right  now  the  number  is 
between  $15-$25  million." 

The  short-seller  is: 
Hemant  Shah,  fortyish,  a 
widely  quoted  pharma- 
ceutical analyst  who  runs 
a  research  boutique  out 
of  his  suburban  New 
Jersey  home.  A  winner  of 
the  Wall  Street  JournaPs 
"All-Star  Analysts"  stock- 
picking  contest  for  two 
years  in  a  row,  Shah's 
opinions  are  widely 
sought  and  followed. 

But  according  to  Bio- 
vail's  pugnacious  Barbados- 
based  chairman,  Eugene 
Melnyk,  Shah  is  a  liar,  a 
mastermind  behind  a  cam- 
paign to  drive  down  the 
price  of  Biovail's  stock. 


Rather  than  Shah's  scaled-down  num- 
bers, the  drug,  Tiazac®,  a  calcium 
channel  blocker,  is  actually  selling 
around  $120  million  (of  which  Biovail 
receives  its  costs  and  an  8%  royalty)  in 
its  third  year,  Melnyk  claims. 

Biovail  has  been  a  heavy  target  of 
short-selling.  As  of  May,  it  showed  a 
short  position  of  nearly  6  million 
shares  against  25.6  million  shares  out- 
standing. So  far  the  shorts  have  been 


Above,  Biovail  plays  eye  spy: 
Hemant  Shah  under  surveillance. 
At  right,  excerpt  of  Biovail  chart 
tying  Shah's  alleged  shorting  and 
rumor-mongering  to  stock  turmoil. 


Biovail's  short-hunting  chairman,  Eugene  Melnyk 
The  accuser — or  the  accused? 


frustrated  because  the  stocl 
(see  chart,  opposite)  has  hov 
ered  at  around  $32,  with  ; 
generous  22  times  trailing 
earnings. 

Meanwhile,  the  compa 
ny's  lawyers  have  amassec 
Shah's  trading  records  o 
short  positions  in  Biovai 
plus  hours  of  secretly  tapec 
phone  calls  that  they  con 
tend  trace  all  the  short  sto 
ries  back  to  Shah.  Biovai 
claims  that  beyond  tradinj 
profits,  Shah  want 
revenge:  A  onetime  consul 
tant  to  the  company,  h< 
turned  on  it,  the  compan; 
says,  after  Biovail  stiffec 
him  out  of  his  fee  for  a  dea 
he  claims  he  arranged. 

Shah  denies  any  inter 
est  in  revenge  and  insist 
that  he  is  simply  advisinj 
sale  of  an  overprice< 
stock.  "I  have  nothing  t( 
hide,"  he  says,  hintinj 
that  he's  contemplatinj 
suing  Biovail  and  Melny 
for  defamation. 
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$30 
$25 
$20 
$15 


HKS  buys  100 

May  25  BVF  (Biovail) 

puts  and  150  July  25 

BVF  puts. 


Shah:  Forest  going  to  lay 

off  20%  of  work  force. 

Soros  not  going  to  buy  BVF. 


Shah:  Biovai 
advisers  left  for 
ethical  reasons." 


Shah  suggests  that 
Tiazac®  might  not  have 
been  approved  in  the  U.K. 


HKS  sells  short 
5,000  BVF. 


Source:  Shereff,  Friedman,  Hoffman  &  Goodman,  LLP. 


Who  is  right? 

Both  sides  have  credibility  problems. 
This  is  yet  one  more  example  of  how 
ordinary  investors  can  get  caught  in 
the  crossfire  between  well -financed 
short-sellers  and  promotional  compa- 
nies as  they  plant  and  spread  rumors 
and  counter-rumors. 

Melnyk,  39,  is  a  smooth,  well-tailored 
entrepreneur  with  only  a  medical  pub- 
lishing background,  who  has  made  a 
number  of  announcements  about  his 
company's  pending  drugs  that  have  yet 
to  prove  true.  Its  calcium  channel  block- 
er, called  Tiazac®,  owes  much  of  its  suc- 
cess to  a  quirky  1995  Federal  Trade 
Commission  ruling  that  forced  the 
merged  Hoechst-Marion  Merrell  Dow 
to  settle  a  patent  infringement  lawsuit 
that  had  been  filed  against  Tiazac®  and 
not  to  seek  further  litigation  against  any 
related  Biovail  products. 

Moreover,  Melnyk  has  a  record  of 
blaming  his  company's  troubles  on 
short- sellers.  In  1996  the  company 
sued  New  York  hedge  fund  manager 
Parker  Quillen  for  defamation,  claim- 
ing damages  of  more  than  $250  mil- 
lion in  lost  business  and  financing 
because  of  Quillen's  "false  and  mis- 


leading statements."  Biovail  charged 
Quillen  planted  a  story  with  CNBC  tele- 
vision's David  Faber  to  the  effect  that 
speculator  George  Soros  had  shorted 
Biovail,  when  in  fact  a  Soros  group  had 
gone  long  on  20%  of  Biovail's  stock. 

In  his  counterclaim  last  summer 
Quillen  blasted  Melnyk  for  over- 
promising  the  delivery  of  drugs, 
including  an  upgrade  of  Procardia  XL, 
Pfizer  Corp.'s  $850  million  hyperten- 
sion remedy.  As  a  result  of  Melynk's 
promise,  Quillen  alleged,  Biovail  stock 
ran  up,  forcing  him  to  cover  his  short 
position  in  Biovail  at  "artificially  inflat- 
ed prices." 

Biovail  ended  up  quietly  settling 
with  Quillen,  investing  $7.5  million 
in  Quillen's  hedge  fund  as  part  of 
the  deal. 

The  resulting  stink  has  driven  some 
big  investors  away  from  the  company 
entirely.  "I  don't  have  a  meaningful 
position  in  Biovail  at  the  current  time, 
and  I  once  had  a  huge  position,"  says 
Oracle  Partners  LP's  Larry  Feinberg, 
who  was  part  of  the  Soros  group  that 
once  owned  5  million  shares.  "There 
seems  to  be  some  great  science  within 
the  company,  but  they  weren't  making 


the  milestones  [they]  were  expecting." 
Melnyk's  current  battle  with  Shah  is 
a  by-product  of  the  Quillen  litigation. 
According  to  trading  records  Biovail 
unearthed  during  the  Quillen  lawsuit, 
Shah's  HKS  &  Co.  ultimately  shorted 
some  41,100  Biovail  shares  between 
January  and  August  1996,  as  well  as  an 
additional  250  puts.  A  onetime  finan- 
cial analyst  for  several  big  Wall  Street 
firms  before  setting  up  as  an  indepen- 
dent in  1989,  Shah  was  deposed  as 
part  of  that  litigation. 

Melnyk  and  his  attorneys  play  for 
Forbes  an  excerpt  of  a  taped  phone 
call  in  which  Shah  brags  that  George 
Soros  is  a  client.  "The  rumor  is  that  he 
has  already  presold  at  least  a  third  of 
his  [Biovail]  position,"  Shah  is  heard 
saying  in  the  tape.  "I  mean,  this  is  a 
typical  George  Soros,  and  that's  why 
he  is  a  billionaire  and  we  are  not.  Ha, 
ha,  ha.  What  a  masterstroke.  What  a 
masterstroke." 

Speaking  with  Forbes,  Shah  says: 
"[George]  Soros  has  been  my  client 
twice."  When  we  asked  for  his  contact, 
he  replied:  "You  can't  use  his  name 
because  money  managers  don't  like  to 
be  involved  in  these  sorts  of  things." 


Forbes  ■  July  6,  1998 


43 


In  the  end  Shah  reluctantly  pro- 
duced the  name  of  a  "Bob  Raiff,''  but 
insisted  we  not  contact  him.  It  turns 
out  Raiff,  who  now  runs  his  own 
investment  partnership  in  New  York, 
hasn't  worked  for  Soros  since  1994 
and  hasn't  spoken  with  Shah  since 
1991  or  1992. 

Biovail  claims  it  got  hold  of  the 
damning  tapes  with  the  references  to 
Soros  from  money  managers  who 
were  upset  that  Shah's  short-selling 
recommendations  were  backfiring. 
Shah,  who  didn't  know  of  the  tapes 
until  contacted  by  Forbes,  traces  most 
of  them  to  conversations  he  had  with 
Associated  Capital  LP.  This  is  an  invest- 
ment vehicle  belonging  to  Jay  and 
Selig  Zises,  New  York  financial  types 
whose  sometimes  dicey  dealings  have 
been  frequently  chronicled  in  Forbes. 

The  Zises,  through  their  attorney, 
maintain  that  they  became  suspicious 
of  Shah's  short-selling  recommenda- 
tion after  he  claimed  having  an  inside 
line  on  a  January  1996  FDA  meeting  in 
which  the  fda  would  restrict  the  use  of 
slow-release  calcium  channel  blockers 
such  as  Biovail's  Tiazac®.  The  Zises  say 
they  sent  their  own  lawyers  to  monitor 
the  meeting,  where  no  such  restric- 
tions were  discussed.  The  Zises  fur- 
ther insist  that  Shah  continued  to  feed 
them  tips  that  directly  contradicted 
what  their  own  lawyers  were  picking 
up.  "It  was  this  and  a  number  of  simi- 
lar incidents  of  his  giving  us  informa- 
tion about  Biovail  that  didn't  check 
out  that  led  us  to  believe  Shah  clearly 
had  some  other  agenda,"  the  Zises' 
lawyer  says. 

Biovail  has  hired  high-paid  Los 
Angeles  flack  Michael  Sitrick  to  spin 
its  story.  If  Melnyk  has  such  a  strong 
case  against  Shah,  why  fight  it  in  the 
media  instead  of  in  the  courts?  Bio- 
vail's attorney,  prominent  New  York 
securities  lawyer  Andrew  Levander, 
claims  that  Shah  isn't  a  deep  enough 
pocket  to  bother  with.  He  says  Bio- 
vail would  gain  more  by  spiking 
Shah's  story  and  blunting  his  assault 
on  the  high-flying  stock. 

At  any  rate,  Shah  is  clearly  sweat- 
ing: "Steve  Forbes  is  my  neighbor," 
he  pleads.  "My  wife  ran  a  store  called 
the  Bedminster  Gift  Shop.  All  the 
Forbeses  were  clients.  You  have  to 
give  me  a  break." 

Who  gives  investors  a  break?      IB 
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Famed  money  manager  Michael  Price  gets  a  black  eye 
with  Al  Dunlap's  ouster  at  Sunbeam.  So  does  Morgan  Stanley. 
Ron  Perelman  could  be  the  winner. 

The  Sunbeam 
soap  opera:  Act  VI 


By  Matthew  Schifrin 

"Chainsaw  Al"  Dunlap's  career  as 
a  turnaround  artist  is  over.  Blame  it 
on  hubris.  He  was  a  tough  executive 
who  thought  he  could  work  miracles 
in  a  lousy  business. 

Dunlap  was  the  fifth  chief  execu- 
tive at  the  Defray  Beach,  Fla. -based 
Sunbeam  in  a  dozen  years.  He  was 
brought  in  by  money  managers 
Michael  Price  and  Michael  Steinhardt 
in  1996  as  an  exit  strategy  for  their 
highly  profitable  flier  in  the  Alleghe- 
ny International  bankruptcy. 

Steinhardt       effectively 
bailed  out  in  late  1996 
after  Sunbeam's  shares 
rose  into  the  mid-20s. 
However,  Mike   Price 
and  shareholders  of  his 
Franklin    Mutual 
funds     tried     to 
wring  more  prof- 
its from  Sunbeam, 
only  to  see  it  jet  to 
$53  before  falling 
all  the  way  back  to 
a  recent  $14. 

He  has  a  mess 
on  his  hands.  Sun- 
beam's banker, 
Morgan  Stanley  Dean 
Witter,     was     in     the 
process  of  syndicating  $1.7 
billion  of  acquisition-related 
loans  when  Dunlap  was  fired. 
Retailers'  shelves  are  already 
stuffed  with  large  inventories 
of  Sunbeam's  grills  and  appli- 
ances, and  they  are  likely  to 
squeeze  the  company  for 
concessions.  Lawsuits  are     M 
flying.  Without  the  gim 
micks       that       Forbks 
recently    uncovered 


(May  4,  1998),  Sunbeam  could  very 
well  be  insolvent. 

Holding  the  bag  is  Price's  Franklin 
Mutual  Series  Fund,  now  part  ol 
Franklin  Resources  and  also  Sun 
beam's  biggest  shareholder,  with 
17.5  million  shares,  17%  of  Sun 
beam's  stock. 

Holding  the  bag,  but  not  calling 
the  tune.  Today  Sunbeam  is  Ron 
Perelman's  show.  In  March,  just 
before  Sunbeam's  stock  collapsed 
Perelman  sold  his  camping  gear  makei 
Coleman  to  Sunbeam  for  the  sweet 
price  of  $2  billion.  Almost  $1  billion 
of  the  price  tag  was  in  Sunbeam! 
stock,  then  at  $45.  That  is  now< 
worth  less  than  $300  million. 

With  14%  of  its  shares. 
Perelman  is  Sunbeam'; 
second-largest     share- 
holder, but  he  ahead) 
has  secured  the  same 
number  of  board  seat; 
as    Price.    Moreover 
Perelman  has  namec 
his    right-hand    mar 
from    Revlon,    Jerrj 
Levin,  as  Sunbeam'; 
new  chief  executive 
officer.  Levin  and  hi; 
management     tearr 
are  currently  analyzing 
Sunbeam's  operations. 

Perelman  plays  hardbal 
and  is  not  happy  at  losing 
over  $600  million. 

This  could  spell  trou 


Sunbeam's  two  biggest 
shareholders:  Price  (bottom 
and  Perelman. 
Size  isn't  everything. 
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ble  both  for  Price  and  Morgan  Stan- 
lev,  a  firm  that  has  closely  advised 
Sunbeam  since  Dunlap  hired  it  to  sell 
the  companv  in  1997.  Were  Morgan 
and  Price  unaware  of  the  accounting 
gimmicks  that  Forbes  discovered 
took  place  under  their  noses?  It 
would  make  an  interesting  law  suit. 
Indeed,  on  Mar.  19,  Morgan  Stan- 


ley and  others  collected  some  $60  mil- 
lion in  fees  for,  among  other  things, 
selling  Sunbeam's  $750  million  worth 
of  zero  coupon  notes  convertible  into 
stock  at  $57  apiece — the  same  day 
Sunbeam  warned  investors  of  poor 
first-quarter  results,  driving  down  the 
stock.  If  the  convertible  note  holders 
sue  for  their  money  back,  the  compa- 


ny could  go  bankrupt. 

Perelman,  on  the  other  hand,  can 
scarcely  lose.  He  presumably  still  has 
the  $200  million-plus  Sunbeam  paid 
him  as  the  cash  portion  of  the  Cole- 
man deal,  and  he  owns  14%  of  a  $2.6 
billion  company  with  strong  brands. 

He  could  well  end  up  owning  the 
whole  company  for  very  little.         BH 


« 


Dim  the  lights  and  pass  the  Pellegrino— art  movies  are  hot. 

Coming  soon: 

an  art  theater  near  you 


With  mainstream 
commercial  films, 
the  distributor's 
cut  typically  starts 
out  at  70%  of  box 
office  receipts  and 
gradually  declines 
to  30%  over  four 
to    seven    weeks, 


Houston's  Angelika; 
a  Landmark  in  San 
Francisco  (right) 
Going  beyond 
Goobers  and 
popcorn. 


for    an    average 


By  Carolyn  T.  Geer 

"Art"  movies,  loosely  defined,  are 
low- budget  films  driven  by  character 
and  plot  rather  than  by  celebrities  and 
special  effects.  They  are  not  the  kind  of 
thing  your  kids  are  pestering  you  to 
take  them  to.  They  get  only  limited 
distribution,  usually  in  small  specialty 
movie  houses.  Inexpensive  to  produce, 
they  can  often  make  money  on  ticket 
sales  that  would  starve  a  big  Holly- 
wood flick. 

Nevertheless,  the  audiences  are 
growing,  swelled  by  the  success  of  such 
art  movies  as  Pulp  Fiction,  Shine  and 
The  English  Patient.  The  number  of 
independent  films  released  in  the  U.S. 
has  nearly  doubled  in  the  last  five  years, 
to  295  in  1997,  from  158  in  1992. 

The  Full  Monty,  a  recent  Academy 
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Award  nominee,  cost  an  estimated 
$3.5  million  to  make,  yet  took  in 
nearly  $46  million  at  the  domestic  box 
office.  In  percentage  return  on  invest- 
ment, A.C.  Nielsen  edi  figures  it  was 
the  most  profitable  film  out  last  year. 

Trend-spotting  businesspeople  and 
investors  have  been  quick  to  cash  in. 
They  have  noticed  that  demographics 
are  working  in  favor  of  art  films. 
Forbes  analyzed  data  from  Mediamark 
Research  and  found  that  the  percent- 
age of  18-to-34-year-old  moviegoers 
has  declined  since  1990.  Taking  up  the 
slack  are  people  35  to  54  years  old. 
These  older,  more  mature  people  tend 
to  make  up  the  market  for  art  films. 

Given  big  enough  audiences,  art 
houses  can  be  immensely  profitable. 


approaching  55%  over  the  entire  run. 
With  terms  like  this,  movie  houses 
count  on  the  popcorn  for  the  bulk  of 
profits. 

Not  so  with  art  films.  Here,  fees 
often  start  at  just  50%  or  60%  of  box 
office  receipts.  Also,  the  films  run 
longer,  into  the  weeks  when  rates 
drop.  This  results  in  average  film  costs 
of  less  than  45%.  For  art  houses,  cap- 
puccino and  pastries  can  be  pure  gravy. 

No  surprise  that  the  big  money  is 
moving  into  what  had  been  mostly  a 
local  or  regional  enterprise.  Landmark 
Theatre  Corp.  is  a  Los  Angeles-based 
chain  of  52  art  cinemas  located  pri- 
marily in  California,  Massachusetts  and 
Washington  state.  In  April,  Silver  Cin- 
emas International,  Inc.,  a  Dallas- 
based  chain  of  primarily  second-run 
discount  theaters,  bought  Landmark 
for  $62  million.  Silver  hopes  to  make 
Landmark  truly  national,  adding  30  to 
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50  screens  per  year,  for  an 
eventual  500. 

Landmark  started  27 
years  ago  showing  classic 
films  in  a  couple  of  single- 
screen  theaters  in  and 
around  Los  Angeles.  As 
videotape  rentals  started  to 
encroach  on  the  classic  film 
business,  Landmark  began 
showing  first-run  art  films. 
As  an  indication  of  how  far 
that  business  has  come, 
Landmark  recently  opened 
a  six-screen  theater  in  St. 
Louis'  swanky  Plaza  Fron- 
tenac  shopping  mall. 

Clearview  Cinema 

Group,  Inc.,  a  $17  million 
(sales),  Chatham,  N.J. -based  exhibitor, 
is  buying  and  building  movie  houses  in 
suburban  New  York  and  New  Jersey. 
Its  theaters  actually  discourage  teens  by 
attracting  their  parents  with  sophisti- 
cated movies  in  a  grown-up  setting. 
Since  Clearview  went  public  ten 
months  ago,  its  stock  has  risen  from  $8 
to  $22.25. 

Manhattan's  six-screen  Angelika 


Art  movies  come  of  age 

Art  film  revenues  are  growing;  so  is 
their  prime  audience — baby  boomers. 


Growth  in  U.S.  box  office  revenues 
Art  films 


18-to-34-year-olds 

3  5-to- 54-year-olds 


Americans  who  reported 
going  to  the  movies  in  the 
past  90  days. 


48% 


42%  42% 


'91     '92     '93     '94     '95     '96 

Sources:  National  Association  of  Theater  Owners: 
Reading  Entertainment. 


Source:  Mediamark  Research,  Inc 


Film  Center  &  Cafe  pioneered  the 
concept  of  cafes  in  art  house  lobbies  in 
the  U.S.  With  revenues  of  $7.5  mil- 
lion, New  York's  Angelika  is  the  coun- 
try's highest- grossing  specialty  cinema. 
Its  owner,  o-t-c-traded  Reading  Enter- 
tainment, has  gone  one  step  further 
and  opened  an  eight-screen  Angelika 
in  downtown  Houston  with  a  full-ser- 
vice restaurant  serving  beer  and  wine. 


Soon  to  enter  the  busi- 
ness is  Sundance  Cinemas, 
a  joint  venture  between 
$447  million  (revenues)'GC 
Cos.,  which  runs  General 
Cinema  Theaters,  and 
celebrity  performer  Robert 
Redford.  Sundance  plans  a 
300-screen  chain,  with  6  to 
10  screens  per  theater. 

Even  the  shrewd  Sumner 
Redstone  is  barging  in.  Last 
December  Redstone's  pri- 
vately held  National 
Amusements  of  Dedham, 
Mass.  made  its  first  foray 
into  art  theaters.  After 
opening  a  new  cinema  in 
Toledo,  Ohio,  Redstone 
turned  his  older  theaters  in  Toledo  and 
Worcester,  Mass.  into  art  houses. 

But  Redstone's  experience  suggests 
that  a  good  concept  alone  won't  work: 
Location  is  key.  In  Worcester,  which 
already  had  an  art  theater,  his  convert- 
ed theater  lost  money  and  the  compa- 
ny closed  it  last  month.  But  in  Toledo, 
which  has  no  other  art  houses,  Nation- 
al's converted  art  house  is  a  hit.      HI 


Bumra 

They  called  him  "the  bear" 
for  daring  to  tackle  corruption 
at  Japan's  mighty  Ministry  of 
Finance.  The  bear  has  been 
put  out  to  pasture. 

Sayonara, 
reformer 

By  Tanya  Clark 

If  you  have  high  hopes  for  Japan's 
reforming  its  creaking  financial  system, 
read  this  and  weep. 

Katsuhiko  Kumazaki,  56,  who  led 
the  corruption  raids  on  Japan's  once- 
sacrosanct  Ministry  of  Finance  in  Jan- 
uary, has  been  "promoted"  to  a  rural 
outpost.  Kumazaki,  nicknamed  "the 
bear,"  is  credited  with  bringing  down 
several  of  Japan's  notorious  power 
brokers  during  his  20-year  career 
investigating  corruption. 


As  the  prosecutor  heading  Tokyo's 
special  investigation  squad,  Kumazaki 
marched  scores  of  team  members 
double  file  along  the  red-carpeted 
entrance  of  the  finance  ministry  in  late 
January.  As  officials  of 
the  ministry  watched  in 
amazement,  the  bear's 
men  hauled  away  hun- 
dreds of  boxes  of  docu- 
ments. Two  bureaucrats 
were  later  arrested  and, 
soon  after,  Finance 
Minister  Hiroshi  Mit- 
suzuka  resigned. 

The  bear  and  his  staff 
were  investigating  col- 
lusion between  finance 
officials  and  the  bank- 
ing and  finance  industry     ^^^B 
they  closely  supervise. 
The  charges  included  bribe-taking  and 
passing  on  advance  notice  of  bank 
infections  or  confidential  information 
on  Colorful  tidbits  about  quiet 

meetii  \t  restaurants  where  the 
waitress  lidn't  wear  panties  grabbed 
headlines 


Japan's  Katsuhiko  Kumazaki 
One  reform  too  many. 
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The  most  shocking  part  of  the 
whole  affair  was  that  it  demonstrated 
that  the  mighty  Ministry  of  Finance 
was  no  longer  above  the  law.  Until 
Kumazaki's  raid,  it  was  believed  to  be 
untouchable. 

Kumazaki  wasn't  fin- 
ished. In  March  he 
raided  Japan's  central 
bank,  arresting  a  senior 
official  on  corruption 
charges.  Further  arrests 
followed,  and  at  least 
five  suicides. 

Apparently  someone 
had  had  enough.  Word 
quietly  slipped  out  that 
in  June  Kumazaki 
would  take  up  new 
duties  in  Toyama  prefec- 
ture, an  area  on  Japan's 
northwest  coast  known  for  fish  and 
rice  but  not  for  high  finance  or  policy- 
making. In  New  York,  the  guy  who 
made  an  effort  to  clean  up  the  financial 
markets  became  mayor.  In  Tokyo,  a 
guy  does  that  and  he  gets  sent  to  the 
boondocks.  Not  a  good  sign.  §■ 
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Desperate  for  capital,  Dennis  Hayes  made 

an  unusual  deal  with  some  hedge  fund  operators. 

;  The  deal  could  sink  him. 

Pact  with  the  devil 


> 


By  Janet  Novack 

Dennis  C.  Hayes  invented  the  mod- 
ern modem  on  his  dining  room  table 
21  years  ago  and  built  Hayes  Micro- 
computer Products  into  the  market 
leader.  Such  is  the  pace  in  technology 
that  the  Norcross,  Ga.  firm  was  in 
bankruptcy  by  1994.  A  proud  man, 
Hayes,  now  48,  rejected  a  deal  that 
would  have  handed  him  $125  million 
in  cash  and  stock  if  he  had  walked 
■way.  He  fought  creditors  and  his  e\ 
wife  to  keep  control.  "This  isn't  just  my 
company,  this  is  my  name,'"  he  told  die 
bankruptcy  judge. 

Hayes  prevailed,  rounding  up 
enough  new  capital  from  Asian 
investors  to  take  the  company  out  of 
bankruptcy  in  1996  and  to  pay  off  all 
the  creditors  with  interest.  But  this 
storv  doesn't  have  a  happy  ending.  The 
company,  now  called  Hayes  Corp.,  is  in 
bad  shape  once  again.  It  lost  S4  million 
on  $44  million  in  sales  in  the  first  quar- 
ter and  it  is  losing  ground  to  3Com's 
x  far  larger  U.S.  Robotics. 

Hayes  went  bust  the  first  time  be- 
cause, scrambling  to  compete  with 
cheaper  brands,  he  ran  out  of  cash.  His 
biggest  problem  now  stems  from  an  ill  - 
conceived  deal  last  fall  to  raise  desper 
ately  needed  working  capital  from  some 
hedge  funds.  The  deal  took  place  as 
part  of  a  transaction  in  which  Hayes 
took  his  company  public  by  merging  it 
into  die  already  public  Access  Beyond, 
a  small  vendor  of  networking  hardware. 

The  1 1  hedge  funds  that  participat- 
ed put  $45  million  into  Haves'  coffers 
in  return  for  a  new  issue  of  6%  con- 
vertible preferred  stock.  It  wasn't  your 
usual  convertible. 

Most  convertible  securities  allow  the 
buyer  to  convert  into  common  stock 
at  a  fixed  conversion  price  set  at  a 
modest  premium  to  wherever  the 
common  is  trading  at  the  time  the 
convertible  security  is  issued.  The 
Hayes  issue  perversely  called  for  con- 
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version  at  a  15%  discount — from  wher- 
ever the  common  was  trading  at  the 
time  of  conversion. 

When  Hayes  Corp.  signed  the  deal, 
its  stock  was  trading  (adjusted  for  a 
reverse  split)  at  $17.  Evidently  Dennis 
Hayes  had  so  much  confidence  in  his 
company  that  he  figured  the  stock 
would  zoom  upwards,  taking  die  con- 
version price  up  with  it.  If  the  stock 
were  trading  at  $27  at  the  time  of  con- 
version, for  example,  the  holders  of  die 
preferred  would  in  effect  be  buying 
common  shares  at  $23.  That  would  be 
better  for  the  company  than  a  fixed 
conversion  price  of,  say,  $19. 

While  Hayes  was  dreaming  about  a 
bull  market,  the  hedge  fund  operators 
were  doing  just  what  they  are  paid  to 
do — hedging  away  their  risk.  Imagine 


Modem  inventor  Dennis  Hayes 
Dreaming  of  a  higher  stock  price. 


you  owned  $45  million  of  preferred  in 
an  iffy  company,  and  had  the  right  to 
convert  it  into  $53  million  worth  of 
common.  What  would  you  do?  Short 
the  stock. 

In  March  short  interest  peaked  at 
800,000  shares— equal  to  13%  of  the 
float.  We  don't  know  who  did  the 
shorting,  but  there  is  circumstantial 
evidence  that  the  hedge  funds  did 
some  and  that  speculators  piled  on, 
figuring  that  one  way  or  another  the 
stock  was  going  to  tank.  Which  it  did, 
collapsing  to  $3.50.  One  thing 
depressing  the  stock:  the  market's 
awareness  that  the  convertible  pre- 
sented a  potential  for  unlimited  dilu- 
tion of  existing  shares. 

Hayes'  38.8%  stake  is  down  to  $27 
million.  Aid  he  isn't  the  only  big  loser. 
New  York  money  manager  James 
Cramer,  who  chronicles  his  investing 
exploits  in  print  and  on  the  Web,  has  seen 
the  value  of  his  5%  stake  in  Hayes' 
common  fall  by  $14  million. 

Hayes  has  stopped  honoring 
demands  for  conversion  of  the  pre- 
ferred and  has  sued  the  hedge  fund 
operators  in  New  York  State  Supreme 
Court.  It  has  reached  a  tentative  truce 
with  seven  hedge  funds  holding  $20 
million  of  the  preferred.  That  pact 
would  boost  the  face  value  of  their 
preferred  to  $25  million  and  set  the 
conversion  price  at  a  fixed  $9  per 
share.  Two  other  hedge  funds  have 
broken  off  settlement  talks  and  coun- 
tersued  Hayes. 

Who's  to  blame  for  this  disastrous 
financing?  Dennis  Hayes  and  Hayes 
Chief  Executive  Ronald  Howard. 
They  insist  they  were  misled  by  the 
preferred  investors.  But  the  contract 
explicitly  allowed  the  investors  to  sell 
Hayes  short.  Alexander  Cappello,  pres- 
ident of  a  Santa  Monica  investment 
banking  firm  that  has  underwritten  41 
of  these  convertible  deals,  says:  "It's 
critical  to  include  a  prohibition  on 
shorting.  Otherwise  it's  like  giving 
somebody  a  loaded  gun  and  saying, 
'Shoot  me.'" 

"Growing  up  in  Spartansburg, 
S.C.,"  Hayes  muses,  "it  was  always  an 
inspiration  to  me  to  see  companies  like 
[textilemaker]  Milliken  that  were  able 
to  be  competitive  and  privately 
owned."  Maybe  he'd  be  richer  today  if 
he  had  grown  up  in  Manhattan, 
watching  Wall  Street  at  work.  m 
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Gen-Xers  prefer  martinis  and  beer  to  chardonnay  and  merlot. 
The  Wine  Brats  are  out  to  change  that. 

Hey  dude,  slam 
that  Beaujolais! 

By  Silvia  Sansoni 
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It's  WlNERAVE  NIGHT  at  Chicago's 
trendy  nightclub  Drink.  Rock  bands 
belt  out  tunes  under  a  heart-shaped 
neon  light.  Wrapped  in  a  cigar-smoke 
haze,  600  trendsetters  guzzle  premi- 
um cabernets  and  chomp  on  high- 
priced  pizza.  A  nonprofit  aids  group 
hands  out  condoms. 

"We're  knocking  wine  off  its 
pedestal,"  says  Jeffrey  Bundschu,  29, 
cofounder  of  Wine  Brats,  the  group 
that  organized  this  unorthodox  tast- 
ing. The  Brats  want  to  persuade  Gen- 
Xers  to  drink  more  wine.  What  better 
way  than  to  associate  it  with  high 
energy  parties  rather  than  with  sedate- 
sipping? 


Wine  Brats  at 
U.S.  wine  con-      hip  Chicago 
sumption        has      WineRave 
slipped      almost     Sniff,  swirl 
10%  since  1982.      and  rock  V  roll. 
People    in    their     ■■■■ 
20s      and      30s 

account  for  only  a  third  of  total  wine 
consumption  in  the  U.S.  and  quaff 
less  than  their  parents  did  at  the  same 
age.  "Fifteen  or  twenty  years  from 
now,  when  our  current  consumer  base 
has  aged,  we  will  be  left  with  a  big 
hole  in  our  demographics"  worries 
Gallo  of  Sonoma  Winery's  marketing 
director,  Patrick  Dodd. 

The  Wine  Brats  are  a  nonprofit 
group,  but  th  y  have  a  heavy  interest 


in  making  wine  hip.  All  come  from 
wine  families:  Bundschu  from  Gund- 
lach-Bundschu  Winery;  Jonathan 
Sebastiani,  27,  from  Viansa  Winery; 
and  Michael  Sangiacomo,  29,  from 
Sangiacomo  Vineyards.  All  are  being 
groomed  to  take  over  their  family- 
owned  California  wine  businesses. 

When  he  and  his  fellow  Brats  were 
in  college,  says  Bundschu,  "Wine 
wasn't  cool;  it  didn't  have  the  pizazz 
of  a  martini  or  a  microbrew."  He 
thinks  this  is  partly  the  industry's 
fault.  Its  advertising  tends  to  feature 
romantic  chateaus  surrounded  by 
rolling  vineyards.  That  doesn't  speak 
to  today's  youngsters.  Wine  Brats' 
stunts  do.  For  example,  they  run 
seminars  on  how  to  pair  wines  with 
Doritos,  popcorn,  chips  and  salsa, 
while  television  sets  play  reruns  of  I 
Love  Lucy  and  Happy  Days. 

More  than  50  wine  producers — 
including  Gallo,  Kendall-Jackson 
Winery,  Wente  Vineyards  and 
Beringer  Vineyards — contribute  to 
the  Brats'  $300,000  annual  budget. 
The  trio  recently  signed  a  book  deal 
with  St.  Martin's  Press  for  a  Wine 
Brats'  guide  to  living  with  wine. 

Inspired  by  Wine  Brats,  Wine  X,  a 
magazine  targeting  twenty-  and  thirty- 
somethings,  hit  the  newsstands  last 
summer.  It  pokes  fun  at  stuffy  wine 
etiquette  and  jargon,  and  runs  stories 
on  toothpaste  tastings  and  hangovers. 
An  excerpt:  "Elizabeth  Vineyards, 
1995  Zinfandel — The  only  way  to 
enjoy  this  wine  to  its  fullest  potential 
is  to  bark  at  the  moon  and  run  naked 
through  an  old  vines  vineyard."  Or: 
"Morgan  1995  Zinfandel — the  Kate 
Moss  of  zins:  lean,  spicy  and  in  des- 
perate need  of  food." 

The  Brats  seem  to  be  having  some 
impact  on  the  way  the  big  guys 
market  wine.  Sebastiani  Vineyards  ran 
a  racy  TV  spot  last  December  in  which 
a  harried  housewife  comes  home  to 
find  her  husband  waiting  for  her  on 
the  staircase  wearing  nothing  but  a 
big  red  bow  over  his  midsection  and 
holding  a  glass  of  wine  on  a  platter. 

Won't  all  this  Gen-X  pandering 
turn  off  the  steady  customers?  The 
wine  industry  is  taking  no  chances.  In 
pitches  to  restaurant  owners  and  con- 
sumers, the  three  Brats  stay  with 
white  tablecloth  tastings  and  play  up 
the  family  heritage.  M 
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IS  THERE  MORE  TO  JAVA  THAN  COFFEE  JOKES? 

Two  years  ago,  the  introduction  of  Java"  software  created  a  whirlwind  of 
excitement  and  an  explosion  of  coffee-oriented  puns.  Was  it  all  hype? 

At  IBM,  we  think  Java  is  worthy  of  the  stir  it  created.  An  idea  that  brings 
two  benefits  to  businesses  wishing  to  become  e-businesses:  one  is  faster  application 
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development,  the  other  is  the  promise  of  standards  and  open  connectivity. 

Perhaps  the  most  profound  change  that  the  Web  has  brought  to  the  IT  world 
is  a  culture  of  standards.  Its  this  capability  that  permits  universal  connectivity  and  has 
allowed  80-million-plus  people  to  access  the  Web.  Java  is  the  first  language  that  allows 
a  single  application  to  run  on  any  platform  (write  once,  run  anywhere"). 

This  can  speed  the  application  development  process  -  since  you  don't  have 
to  create  a  different  version  of  your  software  for  every  client,  every  server  and  every 
browser.  And  since  most  business  environments  contain  a  wide  variety  of  computing 
platforms,  Java  is  just  common  sense.  So  is  the  idea  of  100%  Pure  Java™-  a  Java  that 
is  not  corrupted  by  offshoots  and  OS  dependencies.  (We  support  Sun" on  this  issue.) 

Is  Java  perfect?  No.  Not  yet.  Like  any  new  technology,  it  needs  refinement.  But 
it's  maturing  faster  than  any  other  language  in  history  and  IBM  is  working  to  make  it 
real.  Currently,  we  have  more  people  working  on  Java  than  any  other  company  - 
creating  real-world  applications  in  finance,  manufacturing  and  distribution  (to  name 
a  few).  And  we're  putting  Java  to  work  to  solve  real  business  problems. 

We're  also  creating  award-winning  tools  like  VisualAge®  software  and  Lotus 
Bean  Machine."  These  are  powerful,  flexible  programming  tools  that  make  it  easier 
for  all  kinds  of  companies  to  build  customized  solutions  (everything  from  interactive 
customer  service  Web  sites  to  collaborative  intranets). 

To  learn  more  about  how  IBM  and  Java  can  help  your  business  become  an 
e-business  (and  enjoy  one  or  two  fresh  coffee  puns),  we  invite  you  to  check  out  our 
Web  site  at  www.ibm.com/java  or  call  us  at  1  800  IBM  7080,  ext.  NC39. 


Solutions  for  a  small  planet " 


Why  do  nations  fail— and  succeed? 
Thomas  Sowell  answers 
a  taboo  question. 

Human 
capital 


A  chat  with  Thomas  Sowell 

By  Peter  Brimelow 

Unshrugging  Adas  of  the  American  race  debate, 
longtime  fellow  of  Stanford  University's 
Hoover  Institution,  economist,  Forbes 
columnist,  survivor  of  Harlem  public  schools 
and  the  U.S.  Marine  Corps,  gifted  amateur 
photographer  and  much-feared  world-class 
grouch,  Thomas  Sowell,  68,  has  just  published  his  25th 
book — Conquests  and  Cultures:  An  International  Histo- 
ry (Basic  Books). 

It's  a  stunner.  "We  all  stand  on  his  shoulders,"  says  the 
Manhattan  Institute's  Abigail  Thernstrom,  whose  book 
America  in  Black  and  White:  One  Nation,  Indivisible 
(coauthored  with  husband  Stephan)  caused  a  major  con- 
troversy last  fall. 

Sowell's  newest  work  is  the  last  of  a  trilogy  {Race  and 
Culture,  1994;  Migrations  and  Cultures,  1996)  in  which 
he  gives  his  answer  to  one  of  the  most  troubling,  and 
taboo,  questions  of  modern  times:  why  the  achievements 
of  different  human  groups  vary  so  dramatically. 

Sowell  argues,  bluntly  and  in  great  detail,  that  some 
human  cultures — the  mental  "working  machinery  of 
everyday  life" — are  just  plain  more  effective  than  others. 
Not  "better"  or  "worse";  just  plain 
work  better  in  the  modern  world.  Thomas  Sowell, 

He  argues  that  cultures  are  perva-      economist 
sive,  persistent  and  paradoxical  in     and  world-class 
their  transmission.  (Conquerors  can     grouch,  on  the 
benefit  the  conquered — in  the  long     Stanford  campus. 
run).  Cultures  do  change.  But  it 
takes  time. 

How  should  society  deal  with  cultures  that  do  not 
adapt  well  to  modernity?  "Certainly  the  worst  way,"  says 
Sowell,  "would  be  trying  to  artificially  preserve  such  cul- 
tures through  such  notions  as  'multiclllturalism,  and  'cul- 
tural relativism.'" 

Sowell  bypasses  both  "bias"  and  genetic  inferiority  as 
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explanations  for  the  inferior  economic  accomplishment 
of  some  groups.  But  his  cultural  explanation  for  grouf 
differences  is  hardly  more  popular  than  the  genetic  expla 
nation  associated  with  Charles  Murray  and  Richarc 
Herrnstcin's  much-reviled  The  Bell  Curve.  Liberals  prefe 
to  explain  uneven  distribution  of  income  and  of  accom 
plishment  as  due  to  "racism"  or  "prejudice." 

Forbes  ■  July  6,  199! 


Ask 
Bents 

fcoriti 

But 

UK; 


Asked  recently  why  liberals  reject  or  ignore  his  argu- 
ments, Sovvell  replied:  "Because  it  deprives  them  of  their 
favorite  villain."  It  casts  "doubt  on  the  efficacy  of  exter- 
nal [government]  intervention.  And  external  intervention 
is  what  the  [political]  left  is  all  about." 

But  being  out  of  tune  with  his  fellow  intellectuals  and 
academicians  doesn't  much  bother  Sowell.  He's  used  to  it. 

Forbes  ■  July  6,  1998 


Last  year  he  published  Late-Talking  Children  (Harper- 
Collins). It  summarized  his  conclusions  on  the  subject, 
partly  derived  from  observations  of  his  own  son,  John, 
now  a  computer  programmer.  Sowell's  Web  site 
(www.tsowell.com)  features  a  group  organized  by  Van- 
derbilt  University  speech  pathologist  Stephen  M.  Cama- 
rata  and  an  endorsement  by  MIT  cognitive  scientist  Steven 


53 


Pinker.  But,  Sowell  notes,  "rank-and- 
file  speech  therapists  have  absolutely 
gone  ballistic." 

The  thought  makes  Sowell  laugh 
happily.  Forbes  recently  spoke  with 
him  at  length. 

Sowell:  With  all  three  of  the  books  in 
this  series,  the  crucial  question  is 
human  capital.  The  people  who  have 
it  prosper.  And  those  who  don't, 
don't.  And  in  different  periods  of  his- 
tory, over  many  centuries,  different 
people  have  it. 

Forbes:  But  in  Conquests  and 
Cultures,  there's  a  note  of 
geographic  determinism.  You 
say  the  Industrial  Revolution 
happened  in  Britain  partly 
because  Britain's  iron  ore  and 
coal  were  located  close  to  one 
another  and  close  to  the  sea. 
Whereas  in  Germany,  land  trans- 
portation costs  were  prohibitive — 
and  the  seaports  froze. 

I  also  did  that  in  Race  and  Cul- 
ture. One  of  the  reasons  I  got  angry 
when  people  wrote  letters  to  Forbes 
claiming  I'd  gotten  this  from  Jared 
Diamond  [  Guns,  Germs  and  Steel, 
1997]  was  that  I'd  published  Race 
and  Culture  three  years  earlier! 

What  started  me  off  with  geogra- 
phy were  two  facts.  One  is  that  Africa 
is  more  than  twice  the  size  of  Europe 
but  has  a  shorter  coastline.  That  blew 
me  away.  And  the  second  was  that 
before  the  transcontinental  railroad 
you  could  reach  San  Francisco  faster 
and  cheaper  from  China  than  from 
St.  Louis. 

There's  a  huge  difference  in  water 
and  land  transport  costs.  For  exam- 
ple, people  in  Tbilisi  were  buying 
their  kerosene  from  Houston,  8,000 
miles  away,  rather  than  from  Baku, 
340  miles  away. 

Which  means  not  only  immediate 
economic  advantage,  but  that  the 
people  themselves  have  a  larger  cul- 
tural universe  when  transportation  is 
easier. 

None  of  the  rivers  of  Africa  com- 
pare to  navigable  waterways  like  the 
Hudson  or  the  Yangtze.  I  remember 
my  wife  and  I  standing  on  the 
Danube  trying  to  guess  which  way 
the  water  was  flowing.  Well,  you 
don't  have  the  problem  in  Africa!  On 
the  Benue  River  [chief  tributary  of 


Sowell  on  Ireland... 

"Even  such  a  defender  of  Ireland  and  the  Irish  as  Edmund  Burke 
believed  that  the  English  conquest,  for  all  its  bitter  injustices, 
left  Ireland  more  prosperous....  Economic  benefits  to  the 
conquered  depend  in  no  way  on  the  goodwill  of  the  conqueror." 


the  Niger],  because  of  the  rains,  they 
have  just  a  two-month  window  of 
opportunity  for  navigation. 
But  Africa's  a  very  big  place. 
There  are  certainly  some  reason- 
able ports — Zanzibar,  Cape 
Town.  Those  could  have  support- 
ed developed  hinterlands  the  size 
of  England.  England  would 
vanish  in  Africa. 

But  there  was  no  long-standing 
trade  relationship  that  would  have 
opened  the  place  up. 

I'm  not  for  geographic  determin- 
ism. There  are  a  lot  of  other  factors. 
Geography  sets  the  limits  of  what's 
possible.  Within  those  limits,  you 
make  choices. 

For  example,  when  the  Spaniards 


landed  in  Argentina,  they  found  some 
of  the  most  fertile  land  in  the  world. 
The  topsoil  goes  15  feet  deep.  And 
they  imported  wheat.  (Laughs) 
Because  they  didn't  go  there  to  farm. 
And  so  it  didn't  matter  what  the  soil 
was  like. 

Or  the  Chinese.  Admiral  Cheng 
Ho  traveled  farther  than  Columbus, 
to  Arabia  and  East  Africa.  But  the 
Chinese  simply  didn't  want  to 
explore  or  set  up  an  overseas  empire. 
They  said,  these  are  all  just  barbar- 
ians, who  needs  it?  So  the  fact  that 
they  had  the  technical  capability 
didn't  mean  anything. 

The  fascinating  thing  about  the 
Western  Hemisphere  was  before  the 
Europeans    came    there    were    no 
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horses,  no  oxen,  no  camels,  no  sheep, 
no  goats.  The  Mayans  had  wheels  on 
the  toys  they  made  for  children.  But 
they  never  applied  them  to  anything 
else.  In  Europe  there  were  these  draft 
animals.  That's  a  huge  incentive. 
But  even  if  the  Mayans  were 
using  porters,  why  not  at  least 
handcarts?  Rickshaws? 
That's  sort  of  a  luxury  item.  The 
question  is  whether  there  was  enough 
incentive. 

Your  conception  of  culture  is  very 
far-reaching.  People  are  not  blank 
slates.  They  come  with  specific 
cultural  heritages.  It's  not  clear 
they  can  be  altered. 
No.  There  have  been  many  attempts 
that  led  nowhere.  The  Russification 
of  the  Jews — well,  we've  seen  how 
successful  that  was. 
If  you  think  that  culture  is  almost 
unchangeable  over  (say)  four  or 
five  generations,  then  obviously 
allowing  one  group  rather  than 


The  economic  impact  of  the  British  Empire... 

"It  was  not  simply  that  the  conqueror  brought  more  advanced 
technology....  The  conquered  people  themselves  were  able  to  use 
the  existing  land,  with  existing  technology,  more  effectively. 
Food  could  now  be  grown  in  fertile  but  militarily  indefensible 
areas  where  it  would  have  been  foolhardy  to  plant  before." 


another  to  immigrate.  .  .  . 

Makes  an  enormous  difference.  What 
is  truly  tragic  is  that  there  are  orga- 
nized lobbies,  financed  by  groups  like 
the  Ford  Foundation,  whose  purpose 
is  to  keep  foreigners  foreign.  It's  not 
that  Hispanic  parents  want  their  kids 
to  speak  Spanish,  but  that  the  activists 
want  them  to  speak  Spanish.  And  the 
activists  are  backed  by  the  Ford 
Foundation. 

The  very  subject  of  race  and 
assimilation  is  a  minefield  today. 
Unfortunately,  the  whole  racial  area 
is  terrible.  I  have  a  number  of  people 


Tom  Sowell's  books  have  a  funny  habit  of  being  unordered  or  buried 
by  bookstore  clerks,  but  most  are  carried  by  the  libertarian  mail-order  book 
service  Laissez  Faire  Books  (1-800-326-0996;  www.laissezfaire.org), 
which  is  discounting  the  Culture  trilogy  by  37%. 
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who  come  to  me  and  say,  "Tom,  I 
think  you're   right.   But  I'm  not| 
about  to  say  what  you're  saying 
That  kills  it. 

Which  is  one  of  the  things  I  found) 
sad  at  the  death  of  [University  ofj 
Maryland  economist]  Julian  Simon 
In  writing  a  piece  commemoratin 
his  passing,  I  pulled  one  of  his  books 
off  the  shelf.  And  inside  of  the  book,] 
for  the  first  time,  I  discovered  a  letter) 
from  him.  He  wrote  that  [Nobel 
Laureate  economist]  Simon  Kuznets 
had  said  a  case  could  be  made  that  we; 
should  have  a  larger  population 
rather  than  a  smaller  one — but  that  he 
would  never  say  so  publicly  because  it 
would  discredit  him. 

Simon  wrote  me  that  he  could 
understand  the  prudence  of  this — but 
we  know  where  such  prudence  ulti- 
mately leads.  The  other  side  is  shout- 
ing a  lot  of  nonsense  at  the  top  of  I 
their  lungs.  And  the  people  who 
understand  are  holding  back — out  of 
"prudence."    You're    turning    the 
asylum  over  to  the  inmates. 
Now  people  are  going  to  say, 
looking  at  this  book,  that  here  is 
Sowell,  on  top  of  everything  else, 
justifying  imperialism.  The 
British  were  shaped  by  400  years 
of  Roman  rule.  India  by  nearly 
200  years  of  British  rule. 
(Laughs)  I  make  it  clear  that  con- 
quest is  a  very  ugly  business.  I  even 
disavow  any  notion  of  weighing  the 
benefits  against  the  losses  because 
they're  both  so  staggering. 

I  look  at  conquests,  like  migration, 
as  one  of  the  ways  human  capital  gets 
spread.  When  economists  talk  about 
human  capital,  they're  usually  think- 
ing at  the  individual  level.  But  I 
would  go  further  and  add  cultural 
capital.  Attitudes  exist  in  societies  that 
can  be  beneficial  or  harmful.  Stand- 
ing in  line  in  England — you  don't 
find  that  in  Italy.  Respect  for  the  law. 
Just  plain  old  honesty.  In  Paraguay 
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farmers  would  send  money  into  town 
with  a  German  rather  than  with 
another  Paraguayan.  The  spirit  of 
cooperation.  Edward  Banfield's  book 
[  The  Moral  Basis  of  a  Backward  Soci- 
ety] on  a  village  in  southern  Italy- 
reported  they  just  could  not  get 
people  together  to  do  things. 

These  things  matter  enormously. 
Russia's  got  abundant  resources  and 
know-how.  But  there  is  no  reliable 


law  and  no  ethic  of  honesty.  Investors 
have  no  idea  if  they're  going  to  get 
their  money  back.  And  the  losers  are 
the  Russian  people  as  a  whole. 

A  few  years  ago  some  Nigerians 
visited  Stanford.  They  asked  me:  Why 
do  we  have  so  many  military  coups?  I 
said:  Military  coups  occur  all  over  the 
world.  Why  shouldn't  they  occur  in 
Nigeria?  Anybody  who's  got  guns 
can  walk  into  the  presidential  palace 


The  economic  impact  of  slavery... 

"Brazil  clearly  has  had  far  less  racial  oppression  than  the  United 
States.  But  Brazilians  of  African  descent  show  less  upward 
mobility  than  Americans  of  African  descent.  This  is  the  opposite 
of  what  would  be  expected  if  racial  discrimination  were  the 
major  factor  in  economic  progress....  American  Negroes, 
being  predominantly  native-born  even  in  colonial  times, 
became  the  most  culturally  Europeanized  of  all  African-origin 
populations  in  the  world — and  the  most  prosperous." 
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and  take  over. 

The  real  question  is:  How  come,  in 
a  handful  of  countries,  they  don't  do 
it?  And  the  answer  is  cultural  capital. 
There  are  traditions  ingrained  in  the 
soldiers  themselves.  If  an  American 
general  says,  listen,  we're  going  to 
send  a  battalion  over  to  the  White 
House  and  take  over  the  country, 
when  he  gives  the  order,  they'll  arrest 
him  and  put  him  in  jail. 

I  think  we  grossly  underestimate 
how  much  is  determined  by  what's 
inside  people's  heads. 
This  can  change.  You've  described 
the  Irish  in  America  upgrading 
themselves,  largely  through  the 
efforts  of  the  Church. 
But  even  to  say  that  a  group  "upgrad- 
ed   themselves"    goes    completely 
against  modern  academic  thinking. 
Academics  don't  think  in  terms  of 
people  improving  and  achieving — 
only  of  privileges,  advantages  and  dis- 
advantages. If  you  say  "upgraded," 
you're  opening  the  possibility  that 
there  was  a  reason  people  said  "no 
Irish  need  apply."  And  that  the  Irish 
today  are  quite  different  from  their 
ancestors — as  undoubtedly  they  are. 
Academics   think   that   all   adverse 
beliefs  are  just  myths  and  bigotry. 
How  do  you  feel  about  American 
intellectual  life  now? 
Depressing.  .  .  . 

But  not  more  depressing  than 
20  years  ago. 

No,  it's  not.  There  are  ideas  now  that 
are  being  heard  that  were  not  heard 
20  years  ago  .  .  .  including  some 
ideas  of  mine.  On  race,  for  example. 
You  can't  just  look  at  numbers  and 
say  the  numbers  aren't  right  so  there 
must  be  discrimination,  because  we 
now  know  there  are  many  other  fac- 
tors involved. 

But  it's  also  true  that  institutional- 
ly intellectual  life  has  become  more 
encrusted. 

Twenty  years  ago,  if  you  saw  some- 
thing written  on  Davis-Bacon,  you 
knew  it  was  written  by  [George 
Mason  University  economist]  Walter 
Williams.  And  "black  conserva- 
tives"— at  one  time  you  could  count 
them  on  the  fingers  of  one  hand. 
Now,  among  talk  show  hosts,  I've 
lost  track!  I  mean,  there's  Ken  Ham- 
blin  in  Denver,  Larry  Elder  in  Los 
Angeles,    Armstrong    Williams    in 
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Washington.  And  there  are  more 
among  journalists — there's  a  young 
fellow  named  Deroy  Murdock 
coming  along. 

The  tragedy  is  that  a  whole  gener- 
ation is  going  down  the  tubes 
because  the  black  leadership  is  that  of 
the  1950s,  either  personally  or  in 
terms  of  their  mind-set. 

One  of  the  reasons  I  want  to  do 
my  autobiography  is  that  I  have  a 
terrible  feeling,  not  only  on  racial 
issues,  that  when  my  generation 
passes  from  the  scene,  all  our  experi- 
ences are  going  to  disappear.  And 
the  revisionist  historians  will  be  free 
to  make  up  whatever  lies  fit  their 
purpose  at  the  time. 
Specifically? 

How  many  people  even  know  that 
there  were  successful  black  schools 
dating  back  almost  a  hun- 
dred  years?   Without   all 
these    exotic   Afrocentric 
curricula?   Very  ordinary 
schools,  like  the  school  I 
went  to  in  the  middle  of 
Harlem.  We  go  back  and 
get  the  records,  we  find 
that  the  standardized  test 
results   are   the   same   in 
Harlem  as  on  the  [Jewish] 
Lower  East  Side.  Now,  we 
recognize   that   all   these 
people  came  out  of  the 
Lower  East  Side  and  went  on  and  up 
and  so  on.  We  don't  recognize  the 
same  thing  with  blacks. 

Some  years  ago,  after  an  article  on 
me,  a  black  lawyer  wrote  saying  your 
story  is  not  that  unusual.  He'd  lived 
about  three  blocks  from  where  I'd 
lived.  He  said,  from  this  one  build- 
ing, we  had  a  lawyer,  a  doctor,  a 
priest,  a  college  president — in  this 
little  five-story  walk-up  tenement! 

And  then  I  thought,  well,  within 
that  five-block  radius,  during  that 
same  period  of  time,  you  had  James 
Baldwin,  you  had  Harry  Belafonte, 
you  had  Colin  Powell.  In  fact,  where 
did  the  black  middle  class  come  from 
if  not  from  places  like  this?  You  could 
get  a  decent  education  then — which 
you  cannot  get  now  in  those  same 
places.  But  nobody  will  write  about  it. 
Representative  Frank  Biggs' 
(R-Calif.)  amendment,  basically 
federalizing  California's  Proposi- 
tion 209  by  banning  affirmative 
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action  quotas  from  public  univer- 
sities, recently  failed  because  the 
moderate  Republicans  wouldn't 
support  it. 

Well,  the  moderate  Republicans,  my 

God 

But  is  it  really  practical  to  have 
color-blind  law  in  a  multiracial 
society? 

Yes.  In  fact,  it's  more  urgently  needed 
in  that  kind  of  society.  Otherwise, 
you  get  into  these  groups  all  fighting 
each  other  over  goodies.  The  rela- 
tionship between  blacks  and  Hispan- 
ics  is  much  more  hostile  now,  I 
believe,  than  it  ever  was  before  there 
were  so  many  government  goodies  to 
fight  about.  In  Compton,  Calif.,  for 
example,  the  big  complaint  is  that  the 
blacks  are  in  control  and  the  Hispan- 
ics  don't  get  anything.  This  is  going 


Diversity — and  homogeneity... 

"Both  the  British  and  the  Japanese  became 
noted  as  international  travellers  who  observed 
closely  what  they  saw  around  them  in 
other  countries  and  brought  many  of  these 
ideas  and  practices  back  home  with  them — 
and  yet  each  retained  their  own,  respective, 
distinctive,  insular  societies." 


to  be  true  whenever  you  have  one 
group  in  power  like  that. 
Obviously,  conflict  is  intensified 
by  government  moneys.  But  even 
in  the  societies  with  no  transfer 
programs  at  all,  distinctive  groups 
tend  to  coalesce  around  distinc- 
tive leaders.  And  then  those  lead- 
ers have  to  be  reckoned  with.  Is 
that  what  we're  looking  at  in  the 
U.S. — inevitable  balkanization 
along  racial  lines? 
Look     at     Sri     Lanka.     Prior     to 
[S.W.R.D.]  Bandaranaike  [Sinhalese 
demagogue,  prime  minister  1956- 
59]  this  was  one  of  the  models  for 
the  world.  There  was  not  a  single  race 
riot  between  the  Tamils  and  the  Sin- 
halese in  the  first  half  of  the  century. 
And  then  compare  what  happened  in 
the  second  half — a  sickening  civil  war, 
going  on  apparendy  forever.  And  the 
difference  is  the  government  began 
operating  by  groups.  Prior  to  that, 
for  example,  you  applied  to  universi- 


ty as  an  individual,  there  were  no 
quotas. 

But  there  was  an  imperial  power 
at  the  time.  There  was  no  ques- 
tion who  controlled  the  society. 
The  British  controlled  it. 
The  British  left  in  1948.  This  contin- 
ued until  1956.  Similarly  with  gov- 
ernment jobs.  And  the  net  result  was, 
as  in  all  such  cases,  that  one  group 
was   much    more    successful    than 
another. 

But  it's  only  when  you  then  decide 
to  ensure  group  parity  that  the  whole 
thing  falls  apart.  The  imbalances 
don't  cause  the  problems.  It's  the 
attempt  to  produce  the  balance  that 
causes  the  problem. 
But  in  a  society  deeply  divided,  is 
it  practical  for  government  to 
stand  aside?  Doesn't  the  society 
itself  compel  an  arbiter? 
I'm  trying  to  think  of  an  i 
example   and   I   can't.    I 
don't  know  what's  meant 
by  deeply  divided.  If  you  i 
mean  that  there  are  highly 
disparate  results,  they  are  : 
the  rule,  not  the  exception, 
all  around  the  world. 
But  authoritarian  gov- 
ernments are  the  rule, 
not  the  exception,  all 
around  the  world.  Let 
me  put  it  bluntly:  Is  it 
possible  to  have  a  multiracial 
open  society? 
Yes. 

Where? 

The  Roman  Empire. 
But  it  wasn't  a  democracy. 
Yeah.  Well,  Sri  Lanka  was  a  democra- 
cy. It  was  really  only  one  man  who 
changed  the  course  of  history  in  that 
country. 

Quite  cynically — there's  no  evi- 
dence that  Bandaranaike  was  any 
great  Sinhalese  extremist  himself.  In 
fact,  that's  how  he  got  assassinated. 
Once  he  got  the  prime  ministership, 
he  was  ready  to  make  a  deal. 

Bandaranaike  was  also  a  classic 
example  of  something  that  I've  seen 
elsewhere:  the  guy  who  himself  has 
nothing  of  the  identity  that  he's 
riding  to  political  power.  Ban- 
daranaike didn't  speak  Sinhalese, 
he  was  a  Christian,  his  godfather  was 
the  British  colonial  governor — it  was 
a   farce.    People   like   that   are   all 
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around  the  world,  creating  this  kind 

of  problem. 

Can  the  genie  be  put  back  in  the 

bottle? 

It's  a  lot  harder  than  letting  it  out! 
Hence  the  Republican  retreat. 

You  make  the  fight.  And,  look,  Propo- 
sition 209  has  turned  around  affir- 
mative action.  I  think  that  if  the  Uni- 
versity of  California  is  able  to  keep 
out  affirmative  action  for  five  years, 
it's  gone  forever.  Because  in  five  years 
you'll  begin  to  see  a  much  higher 
percentage  of  blacks  graduating, 
compared  to  those  admitted,  than 
ever  under  affirmative  action. 

And  nobody  is  looking  at  the 
entire  public  system.  Including  the 
[second-tier]  California  State  Univer- 
sity system,  more  blacks  will  graduate 
overall,  because  there  will  be  less 
burnout  through  mismatching. 
What  about  Stanford  [private, 
hence  unaffected  by  209]? 
Oh,  Stanford  is  p.c.  personified.  But 
I  think  the  battle  being  fought  now 
[in  California's  public  universities],  if 
it's  won,  can't  be  rolled  back. 


Race  and  racism... 

"Viewing  racial  groups  over  time  undermines  both  race  and  racism- 
as  explanations  of  social  and  economic  differences....  Factors 
causing  differences  between  races  are  not  necessarily  genetic, 
particularly  when  there  are  so  many  social  and  cultural  differ- 
ences. Nevertheless,  differences.cannot  automatically  be  dis- 
missed as  'perceptions'  or  assumed  to  be  the  fault  of  'society.' " 


Today  immigration  policy  takes 
no  account  of  differences  in 
culture — 

I've  always  believed  there  should  be 

some  group-based  criteria    because 

we  don't  know  enough  to  choose 

on  the  individual  level. 

You  think  it  would  be  reasonable 

to  say  that,  on  the  whole,  we  find 

that  this  group  is  better  than  that 

group,  so  we  prefer  this  group? 

Yes. 

Which  groups? 

You  would  have  to  do  a  very  careful 

study.  For  example,  the  census  has  a 

category  "Asians."  But  Asia  is  the 


largest  continent  in  the  world.  It 
includes  everybody  imaginable. 
But  a  study  should  be  done? 
Yes.  I  think  it  would  be  desirable. 
Politically   it   would   be,   perhaps,    ■ 
impossible. 

Of  course,  politicians  themselves 
don't  know  what's  politically  pos- 
sible from  one  year  to  another. 
That's  right.  If  so-called  public  intel- 
lectuals have  any  kind  of  role  at  all, 
it's  to  change  what  is  politically  feasi- 
ble. I  don't  believe  that  Ronald 
Reagan  could  have  been  elected  in 
1980  if  Milton  Friedman  hadn't  said 
what  he  said  20  years  earlier. 


First  Encounters 
By  Davidoff 


\ 


Catherine  appeared  at  the 

ball  disguised  as  a  simple 

woman  solely  to  learn  the  secrets 

of  those  in  her  court.  Casanova 

was  there  that  night  on  his  usual 

quest.  But  when  recognition 

occurred,  Casanova,  intrigued 

with  Catherine's  cunning  abilities, 

decided  this  was  a  woman 

worthy  ot  intellectual  debate. 

And  so  began  the  competition 

over  who  had  had  the  most 

lovers.  Hours  and  many  good 

cigars  later,  a  man  usually  guilty 

of  patronizing  women,  was 

finally  impressed  by  one. 
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The  opportunity  to  build  your  own  business  can  be  rewarding  in  different  ways  to  different  people. 

You  set  the  goals,  go  your  own  pace,  schedule  your  own  time,  and  determine  what  you  want  in  return.  You  can  market  as 
many,  or  as  few,  product  lines  as  you  choose  —  from  personal  care  products  to  popular  brand-name  catalog  merchandise. 
More  than  3  million  entrepreneurs  in  some  80  countries  and  territories  have  found  this  business  opportunity  made  possible 
only  through  Amway  is  worth  a  closer  look.  See  for  yourself.  Perhaps  you  can  discover  the  rewards  you've  been  seeking. 
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Phony  medicine 


Treasury 

¥ 

Secretary 
Rubin  is 
giving  the 
Japanese 
tainted  advice. 


Madeleine  Albright  gets  on  the  magazine 
covers,  but  Treasury  Secretary  Robert  Rubin 
runs  the  foreign  policy  that  really  counts: 
economic  policy.  At  the  moment,  I  wouldn't 
give  him  high  marks. 

Japan  is  in  the  middle  of  a  nasty  defla- 
tionary slump.  Indeed,  it  is  officially  in  the 
worst  recession  since  1975.  On  a  year-over- 
year  basis,  wholesale  prices  have  declined  by 
2.7%.  Industrial  production  is  off  6.2%. 
Retail  sales  for  1998  are  also  in  negative  ter- 
ritory relative  to  1997,  a  year  in  which  real 
GDP  growth  was  barely  detectable. 

If  anyone  doubts  this  is  a  problem  for  the 
U.S.  as  much  as  for  Japan,  he  or  she  need 
only  ask  who  is  the  biggest  holder  of  U.S. 
Treasury  securities  and  who  is  the  banker 
for  U.S.  trade  deficits.  Rubin  and  Treasury 
Deputy  Secretary  Larry  Summers  are  deal- 
ing with  the  problem  by  repreaching  old- 
time  Keynesian  pump  priming.  According 
to  them,  fiscal  expansion — tax  cuts  and 
more  government  spending — will  pull  Japan 
out  of  its  slump. 

This  is  quack  medicine.  It  has  been  thor- 
oughly discredited  as  a  cure-all.  And  it  is 
utterly  unsuited  to  the  present  circum- 
stances in  Japan. 

Japan's  comprehensive  fiscal  deficit  is 
about  7%  of  GDP,  and  its  gross  debt-to-GDP 
ratio  is  nearly  100%.  These  statistics  are  by 
far  the  worst  of  any  of  the  countries  in  the 
G-7.  A  century's  worth  of  evidence  from 
many  countries  shows  that,  under  these 
conditions,  more  fiscal  stimulation  won't 
work.  There  is  too  much  already. 

Why? 

The  effectiveness  of  fiscal  stimulation 
seems  to  hinge  on  the  mysterious  factor  of 
"confidence,"  something  on  which  Keynes 
himself  laid  great  stress.  When  deficits  are 
relatively  small,  a  looser  fiscal  stance  will 
make  everyone  feel  better  and  get  the  eco- 
nomic juices  flowing.  But  this  isn't  a  credi- 
ble policy  when  it  pushes  deficits  to  unsus- 
tainable levels.  At  that  point,  more  fiscal 
stimulation  erodes  confidence  rather  than 
increasing  it.  That's  why  it  doesn't  work. 

So  it's  time  for  the  Japanese  to  wave  off 
Rubin  and  Summers.  Instead  of  opening 
the  fiscal  floodgates  wider,  the  Japanese 
government  should  be  closing  them.  It  has 


already  wasted  enough  money  on  unwanted 
public  works. 

The  Bank  of  Japan  should  expand  its  bal- 
ance sheet  rapidly  by  purchasing  govern- 
ment paper  and  thereby  putting  more 
money  into  circulation.  Does  this  sound 
familiar?  It  should.  The  press  has  been 
working  overtime  to  heap  praise  on  MIT's 
Paul  Krugman  for  coming  up  with  yet 
another  original  idea  when  he  suggested 
that  Japan  should  do  this.  But  wait  a 
minute.  This  recommendation  was  first 
made  by  Milton  Friedman  in  a  Forbes 
interview  on  Dec.  19,  1997. 

The  combination  of  a  tighter  fiscal  and 
looser  monetary  policy  will  do  the  trick  in 
Japan.  Here  again,  Friedman  (and  Anna 
Schwartz)  knows  what  he's  talking  about. 
In  a  reassessment  of  the  Great  Depression 
and  recovery  in  the  U.K.,  Friedman  and 
Schwartz  showed  that  the  1931-37  recovery 
was  associated  with  a  tight  fiscal  policy  cou- 
pled with  a  loose  monetary  policy.  The  gov- 
ernment simply  spent  less  and  got  more 
money  into  private  hands  to  take  up  the 
slack,  and  then  some. 

Yet  it's  not  hard  to  see  why  Rubin  is 
pushing  a  fiscal  solution  rather  than  a  mon- 
etary one.  If  the  Japanese  central  bank 
pumps  a  suitable  amount  of  money  into  the 
system,  the  yen  will  spiral  down  to  the  170- 
to-the-dollar  level.  This  would  send  the 
U.S.  merchandise  trade  deficit  with  Japan 
even  higher  and  make  life  uncomfortable 
for  the  powerful  U.S.  car  industry.  In  short, 
Rubin  and  Summers  are  giving  the  Japanese 
tainted  advice. 

The  Japanese  may  just  ignore  the  quacks 
and  charge  them  with  malpractice.  The 
minutes  of  the  Bank  of  Japan's  Apr.  9  meet- 
ing show  that  its  policymakers  are  leaning 
toward  a  monetary  stimulus.  That's  why  the 
markets  have  started  to  work  over  the  yen. 
It's  also  why  Rubin's  man  in  Tokyo,  Eisuke 
Sakakibara  (Mr.  Yen),  will  be  forced  out  at 
the  Ministry  of  Finance. 

The  Japanese  backlash  against  U.S.  eco- 
nomic imperialism  is  under  way.  That  might 
be  good  for  Japan,  but  it  promises  a  weaker 
yen  and  a  possible  second  wave  of  Asian 
devaluations.  That  might  bring  a  few  Wall 
Street  bears  out  of  hibernation.  H 


Steve  H.  Hanke  is  a  professor  of  Applied  Economics  at  The  Johns  Hopkins  University  in  Baltimore. 
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JoAnn  Stores'  new  superstores  are  more  than  just 
:ategory-killers.  They're  edutainment  centers  as  well. 

Bop  while  you  shop 


iy  Matthew  Schifrin 

West  Nyack,  N.Y.,  by  the  Hudson 
iiver,  35  miles  north  of  New  York 

ity.  Here  the  giant  Palisades  Center 
nail  is  a  destination  shopping  center, 
romplete  with  carousel,  skating  rink, 
i  sneaker  store  with  its  own  basketball 

ourt  and  a  Rainforest  Cafe  with  fake 
:rocodiles  and  fake  thunderstorms. 

Some  of  the  heaviest  action  this 
;pring  day  is  around  a  store  on  the 
hird  level  where  a  disc  jockey  is  play- 
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ing  the  macarena.  Throngs  of  women 
bop  to  the  Latin  beat  while  "events" 
take  place  all  over  the  store.  At  the  far 
corner  an  employee  is  holding  a  class 
on  embossing  glittery  Christmas 
cards.  In  another  spot  there's  a  session 
on  glazing  and  kiln-drying  pottery 
and  yet  another  on  putting  together 
colorful  photo  album  scrapbooks. 

It's  JoAnn  etc  (for  "experience  the 
creativity") — a  45,000-square-foot 


JoAnn  Stores'  craft,  fabric  and 
Alan  Rosskamm  home  decor  super- 
Gave  up  his  store  created  by 
legal  pad  for  a  Hudson,  Ohio-based 
stencil  brush.  JoAnn  Stores,  Inc. 
MBHHP  (formerly  Fabri-Cen- 
ters  of  America, 
Inc.).  The  Nyack  superstore  is  the 
latest  addition  to  the  1,065-store 
nationwide  chain,  which  operates 
under  banners  like  Cloth  World  and 
JoAnn  Fabrics  &  Crafts. 

Is  the  new  store  just  another  cate- 
gory-killer? It's  more  than  that.  It's  an 
attempt  to  bring  new  excitement  to 
the  fabric  and  craft  business.  If  retail- 
ers like  Home  Depot  and  Costco  can 
improve  their  revenues  by  "edutain- 
ing"  customers,  why  can't  craft  cen- 
ters do  it?  Hence  the  music,  hence  the 
demonstrations.  "Our  dream  is  to  be 
the  Home  Depot  for  the  creative 
woman,  a  soft  Home  Depot,"  says 
Chief  Executive  Alan  Rosskamm,  48. 
This  is  a  big  gamble  for  JoAnn 
Stores.  The  new  stores  cost,  on  aver- 
age, about  $2.5  million  to  build  and 
stock,  compared  with  less  than 
$650,000  per  store  for  JoAnn's  stan- 
dard 15,000-square-foot  operations. 
So  far  Rosskamm  has  opened  14  of 
the  "edutaining"  superstores,  but  he 
clearly  likes  what  he  has  seen  and 
plans  to  almost  double  the  number,  to 
24,  by  Christmas  1998. 

Thanks  to  the  likes  of  Martha  Stew- 
art and  cable  TV's  Home  &  Garden 
Television,  arts  and  crafts 
have  taken  off  (Forbes, 
Mar.  10,  1997).  But  a 
persistent  problem  has 
plagued  craft  retailing: 
low  inventory  turnover. 
Each    store,    even    the 
smallest,  must  carry  liter- 
ally thousands  of  differ- 
ent  items — threads   in 
250  colors,  for  example. 
As  a  result,  the  typical 
store  turns  its  inventory  less  than 
twice  a  year.  Contrast  that  with  retail- 
ers like  Home  Depot,  which  turns 
its  inventory  more  than  five  times 
per  year. 

Low  turnover,  plus  low  operating 
margins  of  around  5%  or  6%,  translate 
into  lackluster  performance;  JoAnn 
Stores'  return  on  equity  has  averaged 
about  8%  over  the  last  five  years. 
The  superstores,  because  they  are 
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so  heavily  trafficked,  are 
turning  over  their  invento- 
ry more  than  twice  a  year. 
Rosskamm  hopes  that  if  he 
can  keep  adding  super- 
stores and  export  some 
of  the  "excitement"  of 
his  craft  superstores  to 
the  smaller  stores,  he  can 
eventually  get  chainwide 
inventory  turns  up  to  three 
times  and  greatly  improve 
profitability. 

JoAnn  Stores  was  found- 
ed in  1943  by  two  Jewish 
immigrant  families  who  had 
fled  Nazi  Germany  and 
struck  a  partnership  to  sell 
fabrics  and  buttons,  zip- 
pers and  threads  out  of  the 
Rosskamms'  cheese  shop  in 
Cleveland  during  World 
War  II.  By  the  early  1960s 
the  Rosskamms'  next  gen-  BH^B 
eration,  Martin  and  Betty, 
owned  50  craft  stores. 

But  the  business  didn't  appeal  to 
Martin's  son,  Alan  Rosskamm.  After 
he  graduated  from  Swarthmore  Col- 
lege in  1972,  he  studied  law  at  the 
University  of  Chicago  Law  School 
and  wound  up  practicing  real  estate 
law  at  a  Cleveland  firm.  But  in  1978 
Alan  was  bored.  "I  had  read  about  as 
much  fine  print  as  I  could  take.  So  I 
told  my  dad  I  wanted  to  come  into 
the  business,"  recalls  Alan. 

That  was  in  1978.  Seven  years  later 
he  became  president  when  Martin 
stepped  down.  The  sewing  business 
was  in  turmoil.  Women  were  entering 
the  work  force  en  masse  and  didn't 
have  as  much  time  for  sewing  and 


JoAnn  Stores'  merchandising  chief,  Jane  Aggers 

Will  excitement  in  the  aisles  move  products  off  the  shelves? 


crafting.  Besides,  why  bother  to  sew 
your  own  clothes  when  mass-mar- 
keters were  flooding  the  market  with 
stylish,  cheap,  Asian-made  garments? 

On  the  other  hand,  department 
stores  were  pulling  out  of  the  busi- 
ness, leaving  it  to  specialty  outfits  like 
JoAnn  Stores.  Located  chiefly  in  strip 
centers,  with  low  rents  and  litde  com- 
petition, their  small  stores  did  well 
enough,  although  their  profitability 
was  restricted  by  a  limited  selection 
and  low  inventory  turns.  Then  com- 
petitors began  opening  bigger  stores 
with  more  craft- oriented  products. 

Young  Rosskamm  understood  real 
estate  from  his  legal  days,  and  quickly 
abandoned  regional  malls  and  opened 


Craft  plays 

Company 

Recent 
price 

EPS 

P/E 

Sales 

Market 
value 
($mil) 

($mil) 

Bed  Bath  &  Beyond 
Garden  Ridge 
Hancock  Fabrics 

$50.19 
17.50 
13.25 

$1.04 
0.65 
0.72 

48 
27 
18 

$1,067 
314 
388 

$3,475 
315 
282 

JoAnn  Stores                           29.50 
Linens 'n  Things                        32.13 
Meredith  (Better  Homes  &  Gardens)  39.75 

1.69 
0.69 
1.43 

17 
47 
28 

975 
912 
963 

549 
1,249 
2,098 

Michaels  Stores 

AC  Moore  Arts  &  Crafts 

Pier  1 1mports 

29.94 
17.06 
24.06 

1.10 

0.87 
1.11 

27 

20 

22 

1,471 

138 

1,075 

885 

126 

1,622 

EWScripps(HGTV) 

Tandycrafts 

Trend-Lines 

52.88 
4.75 
5.25 

1.90 
0.39 
0.42 

28 

12 
13 

1.298 
241 
231 

4272 
60 
56 

Sources:  Market  Guide  via  OneSource  Information  Services:  McDonald  &  Co. 
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|  larger  stores  in  strip  centers 
|  He  also  installed  a  comput- 
§  er  system   that  recorded 
|  point-of-sale  data,  and  used 
s  it  to  track  inventory  Clos- 
ing marginal  stores  cause* 
heavy  writedowns  in  1988 
but  strengthened  the  com 
pany  In  the  early  1990s  a 
number  of  chains,  like  Los: 
Angeles-based   House  al 
Fabrics,  declared  Chapter 
1 1 .  JoAnn  Stores  and  Han 
cock  Fabrics,  Inc.  survived 
and  bought  up  their  trou- 
bled competitors. 

The  idea  of  bringing 
show  business  excitement: 
to  the  bigger  stores  waa 
hatched  by  the  company's' 
merchandising  chief,  Jane 
Aggers.  She  asked  store 
employees  and  customers, 
most  of  whom  were  aviq 
crafters  or  seamstresses,  toi 
help  develop  a  craft  dream  store. 

The  dream  became  reality  in  1995 
with  a  store  built  next  to  company 
headquarters  in  rural  Hudson,  Ohio. 
It  was  about  three  times  as  large  as 
any  other  store  that  existed  in  the 
chain.  It  featured  classes  on  things  like 
faux  marble  painting,  stenciling, 
ceramics,  quilting,  upholstering  and 
making  floral  arrangements.  There  is 
even  a  craft-oriented  day  care  center 
for  kids  where  women  can  leave  their 
charges  while  they  shop. 

It  worked,  and  led  to  the  Nyack 
superstore  and  12  others.  The  super- 
stores will  account  for  about  $100 
million  in  revenues  this  year  and 
almost  $200  million  next  year.  It's  too 
early  to  judge  performance  by  com- 
parable-store sales,  but  sales  per 
square  foot  for  the  superstores  run 
$120,  versus  $85  for  smaller  stores. 
JoAnn's  blend  of  large  stocks  with  a 
touch  of  show  business  looks  like  a 
winning  formula.  "Home  Depot  has 
expanded  its  market  by  giving  people 
the  confidence  to  do  things  on  their 
own,"  says  Rosskamm.  "We  are  trying 
to  do  the  same  diing." 

For  the  fiscal  year  ended  January 
1998,  JoAnn  Stores  earned  $32  mil- 
lion on  sales  of  $975  million.  That's 
about  3%  net  on  sales.  Rosskamm 
gazes  at  Home  Depot's  5%  net  mar- 
gins and  sighs  wistfully. 

Forbes  ■  July  6,  1998 
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Alitalia,    the   world's    premier   airline    to    Italy,    presents  and  international  wine  selection.  Best  of  all,  your  Magnifica 

Magnifica    Class.    A    masterpiece    of  style    and    service    that  Class  flight  to  Italy,   including  chauffeur-driven  transfers  in 

reflects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb  Rome  and   Milan,  costs  the  same  as  a  business  class  ticket, 

wines  served  with  the  warmth  and  friendliness  that  could  only  Alitalia  offers  superior  service  to   135  cities  in  63  countries 

come  from  people  who  have  turned  living  into  an  art  form.  worldwide,  so  whatever  your  travel  plans,  call  800-223-5730  or 

Even   detail  in   Magnifica  is  first  class,  from  our  luxurious,  visit  our  website  at  www.magnifica.com  for  more  information, 

leather-trimmed  seats  to  our  award-winning,  five-star  meals  MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 

Alitalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Airways.  Newark  flights  operate  in  partnership  with  Continental  Airlines  and  feature  BusinessFirsi""  service 
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Americans  can't  live  here  without  paying  taxes. 
How  come  a  lot  of  foreigners  can? 


Parrrty! 

By  Brigid  McMenamin 


We  can't  vouch  for  the  story,  but 
U.S.  Treasury  lore  has  it  that  a  for- 
eigner living  in  New  York's  Trump 
Tower  wrote  the  Internal  Revenue 
Service.  He  was  beneficiary  of  a  $1 
billion  offshore  trust.  He  wanted  a 
letter  certifying  that  his  income  was 
tax-free  in  the  U.S. 

Alerted  by  the  Treasury, 
Congress  passed  a  law  two 
years  ago  that  was  sup- 
posed to  prevent  immi- 
grants from  living  here  on 
trust  income  without 
paying  any  federal  income 
taxes.  Unfortunately,  it 
didn't  accomplish  much — 
except  to  make  work  for 
clever  lawyers. 

Let's  go  back  to  first 
principles  of  taxation.  Cit- 
izens of  other  countries 
who  get  green  cards  or 
take  up  residence  in  the 
U.S.  are  supposed  to  pay 
tax  on  their  worldwide 
income — just  as  U.S.  citi- 
zens do.  A  foreigner  living 
in  Manhattan  off  a  Swiss 
bank  account  would  pay 
income  tax  on  the  interest. 

It's  more  complicated  if 
the  remittance  man  is  living 
off  a  Swiss  trust  fund  rather 
than  a  Swiss  bank  account. 
Trusts  have  a  way  of  creat- 
ing loopholes,  at  least  for 
noncitizens.  For  U.S.  citi- 
zens, the  loopholes  are  pretty  well 
plugged:  Parking  your  assets  in  an  off- 
shore trust  won't  knock  a  dime  off 
your  U.S.  tax  bill. 

What  about  that  trust-fund  baby  in 
the  Trump  Tower?  The  1996  law  was 
supposed  to  crack  down  on  charac- 
ters like  him  but  il  left  in  place  two 
giant  loopholes.  One  is  for  "dropoff 
trusts,"  set  up  for  the  benefit  of  the 
alien  trust  creator  and  his  or  her 
spouse.  They  have  to  wait  five  years 


72 


before  moving  to  the  U.S.,  in  order  to 
avoid  tax.  Upon  their  deaths  their  res- 
ident heirs  can  take  the  whole  trust 
tax-free.  There  isn't  much  logic  to  this, 
but  perhaps  you  could  argue  that  it 
might  attract  wealthy  retirees  who 
would  inject  a  little  money  into  the 


local  economy.  To  benefit  from  the 
exception,  the  noncitizen  has  to  show 
that  the  trust  is  both  foreign  and  irrev- 
ocable. Meaning:  Whatever  it  says 
about  disposition  of  the  income  or  the 
principal,  it  is  fixed  in  stone.  The  assets 
are  overseas  and  controlled  by  foreign 
trustees. 

The  other  loophole  is  weirder.  It 
allows  a  beneficiary  of  the  trust — 
besides  the  creator — to  live  here  and 
not  declare  the  income.  To  pull  off 


this  stunt,  a  wealthy  foreigner  sets  ut 
a  revocable  trust  for  the  benefit  o 
someone  else — typically  a  son  oi 
daughter.  Junior  can  settle  down  ir 
the  U.S.,  marry  an  American  and  takt 
in  millions  every  year  without  paying 
a  cent  in  U.S.  taxes. 

Why  does  the  immigrant  beneficia; 
ry  of  a  revocable  trust  get  a  free  ridel 
Because  the  1996  law  makes  a  fault) 
analogy  to  trusts  involving  U.S.  citH 
zens.  In  the  U.S.,  the  person  setting 
up  a  revocable  trust  has  to  declare  tlit 
income  on  his  own  return,  no  mattei 
who  the  beneficiary  is.  This  prevents 
dad,  who  is  in  the  39.6%  bracket,  frorr 
diverting  income  from  his  portfolio  tc 
junior,  in  the  28%  bracket 
The  logic  here:  So  long  a: 
dad  retains  control  of  the 
assets  (by  making  the  trusi 
revocable),  he  is  the  true 
earner  of  the  income. 

But  look  at  what  hap; 
pens  if  dad  is  a  Saudi  prina 
living  abroad.  He  doesn'i 
pay  U.S.  taxes.  Junior  liven ' 
the  high  life  in  Miami  anoi 
pays  no  income  tax,  either 
Who  drafted  the  lav 
that  supposedly  crackec 
down  on  the  trust-func 
babies?  David  Sutherlanc 
and  Michael  Pfeifer,  thei 
working  as  lawyers  for  th< 
Treasury  Department  anc 
the  irs,  respectively.  Suth 
erland  went  on  to  worl 
for  Morgan  Stanley' 
Hong  Kong  office.  Pfeife 
now  works  for  Ernst  & 
Young,  where  he  counsel 
wealthy  would-be  immi 
s  grants.  Hmmm. 
|  Pfeifer  denies  he  deliber 
*  ately  left  a  trapdoo 
i  through  which  he  couh 
sneak  future  clients.  But  hi 
concedes  that  he  has  helped  some  4! 
wealthy  immigrants  set  up  inbounc 
foreign  trusts  over  die  past  three  years 
Has  the  law  raised  any  money  fo 
the  Treasury?  Nobody  at  the  Trea 
sury  seems  to  know,  but  Chicago 
based  tax  lawyer  Richard  LeVin 
offers  this  opinion:  "I  would  b 
shocked  if  the  Treasury  has  raised 
penny  out  of  these  provisions." 

You  wouldn't  say  that  about  th 
lawyers.  ■ 
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A  tale  of  two  shipyards:  One  is  making  a  comeback 
with  private  capital.  The  other  is  milking  the  taxpayers. 

Boondoggle! 


By  Peter  Spiegel 

Bethlehem  Steel's  proud  old  Spar- 
rows Point  shipyard  in  Baltimore, 
Md.  was  once  the  world's  largest 
builder  of  oil  tankers.  Rusting  and 
increasingly  idle,  Bethlehem  put  it  on 
the  block  two  years  ago.  Two  suitors 
looked,  but  ultimately  said  no. 

Then  Robert  B.  McKeon  and 
Thomas  Campbell  of  New  York  mer- 
chant bank  Veritas  Capital  took  a  look. 
They  saw  an  opportunity  others  didn't. 
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With  an  aging  U.S.  commercial  fleet 
and  new  environmental  regulations, 
dozens  of  tankers,  barges  and  other 
large  ships  would  need  to  be  replaced 
or  retooled  in  the  coming  decade. 

McKeon  and  Campbell  bought 
Sparrows  Point  in  October  of  last 
year  for  not  much  more  than  its  sal- 
vage value — $16  million — and 
banged  out  a  new  labor  agreement 
with  the  shipbuilders  and  machinists 


union.  To  keep  the  yard  open,  the 
union  agreed  to  lower  wages  by  70 
cents  an  hour  and,  more  important, 
to  permit  workers  to  cross  craft  lines 
to  do  more  than  one  task. 

The  yard,  renamed  Baltimore 
Marine  Industries,  rehired  600  work- 
ers, added  100  new  jobs  and  com- 
menced repairing  ships.  With  costs 
sharply  down,  it  won  contracts  with 
Occidental  Petroleum  and  Norwegian 
Cruise  Line.  It  is  expected  to  produce 
$9  million  in  operating  income  on 
$70  million  in  revenues  this  year. 

On  an  overcast  April  day  on  the 
Chesapeake  Bay,  Baltimore  Marine  is 
bustling.  A  huge  container  ship  has 
pulled  into  its  mammoth  dry  dock, 
and  two  more  ships — a  carrier  built  tc 
haul  liquefied  natural  gas  that  is  being 
saved  from  mothballing,  and  a  barge 
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)ur  vision  is  for  Fortune  Brands  to  be  recognized  as  one  of  the  most  successful  consumer  products  companies  in  the  world. 

Our  focus  is  on  three  strategic  initiatives: 

Revenue  growth 

Leveraging  g/eat  brands.  Targeting  new  markets.  Making  high  return  acquisitions. 

Cost  initiatives 

Driving  for  low  cost,  high  quality. 

Asset  management 

Relentlessly  driving  for  growth  with  fewer  assets. 

Result:  Superior  growth — 16%  higher  pro  forma  earnings  per  share  in  1997. 
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Building  a  Fortune  Around 
the  World. 
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le  new  Volvo  C70  coupe.  "Volvo  turns  voluptu 


whose    hull    has    been 

repaired — are     tied     to 

piers.  "We  believe  we're 

in  the  right  place  at  the 

right  time,"  says  David 

Watson,  who  ran  the  yard 

for  Bethlehem  Steel  for   14  years 

before  becoming  Baltimore  Marine's 

first  chief  executive.  "They  bought  a 

shipyard  that  has  great  potential." 

Shift  the  scene  to  Philadelphia, 
where  another  shipyard  with  great 
potential  lay  largely  idle,  a  victim  of 
the  federal  government's  1991  round 
of  military  base  closures.  It  was  just  4 
miles  from  here,  up  the  Delaware 
River,  that  the  first  ship  ordered  by 
the  Continental  Congress  was  built 
for  the  American  Revolution.  During 
WWII  the  Philadelphia  Naval  Ship- 
yard employed  nearly  50,000. 

Whereas  the  Baltimore  yard  was 
reopened  almost  entirely  with  private 
money,  governments  had  their  hand 
in  the  Philadelphia  deal.  A  consortium 
of  state,  regional  and  city  government 
officials  lured  $9.6  billion  (revenues) 
Norwegian  shipbuilder  Kvaerner  ASA 
to  reopen  the  yard.  The  Norwegians 


Dry  docks  sit  empty 
in  Philadelphia 
Taxpayers  were 
tapped  to  get  the  Navy 
yard  running  again. 


were  promised  an  entire- 
ly new,  high-tech  ship- 
yard. The  bait:  $429  mil- 
lion in  federal,  state  and 
local  grants  and  loans. 
Kvaerner  agreed  to  put 
up  $135  million  over  15  years  and  to 
employ  at  least  700  people  by  2002. 
Some  deal:  700  jobs  bought  by 
taxpayers  at  $600,000  a  head.  "The 
people  who  are  ultimately  getting 
screwed  are  the  taxpayers,"  complains 
State  Senate  minority  leader  Robert 
Mellow,  a  Democrat  from  Pennsylva- 
nia's small-town  northeast. 

Mellow's  right,  of  course.  Other 
yards  on  the  East  and  Gulf  coasts — 
like  General  Dynamics'  Bath  Iron 
Works  in  Maine  and  Litton  Indus- 
tries' Ingalls  Shipbuilding  in 
Pascagoula,  Miss. — were  hungering 
for  commercial  business  to  keep  them 
afloat  as  the  Navy  downsized.  Now 
they  face  government-assisted  com- 
petition from  foreigners  for  a  limited 
amount  of  business.  Clearly  the 
grandstanding  Pennsylvania  pols  were 
determined  to  claim  credit  for  keep- 
ing the  old  yard  open  regardless  of 


cost  or  economic  sense. 

The  irony  is  that,  unlike  the  peoplel 
at  Sparrows  Point,  Kvaerner  isn't  reallyl 
reopening  the  old  yard.  Other  thanl 
two  cavernous  dry  docks,  the  Norwe-I 
gians  will  be  building  a  brand-newj 
facility,  paid  for  mostly  with  tax  dol- 
lars. Construction  of  the  new  Kvaern- 
er shipyard  is  expected  to  start  in  Sep- 
tember, and  the  first  ship  will  not  startl 
construction  until  the  summer  of  next  I 
year.  Meanwhile,  its  two  dry  docks  sit| 
empty,  like  giant  rusting  bathtubs. 

Contrast  this  gigantic  boondogglel 
with  what  is  happening  in  Charleston,! 
S.C.,  where  another  Navy  yard  was! 
closed  by  Congress.  Two  small  ship! 
repair  companies  merged  and  are  now 
doing  a  thriving  repair  business  there 
as  Charleston  Marine  Manufacturing 
Corp.  They  employ  more  than  700 1 
workers.  Total  state  and  federal  sub- 
sidy? Less  than  $5  million.  None  of  it  | 
went  directly  to  Charleston  Marine. 

We  lecture  Asian  countries  on  the  I 
need  for  getting  government  out  of 
the  way  and  letting  free  enterprise  do 
the  job.  We  don't  always  practice 
what  we  preach.  IB 
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There  are  over  7500  ISPs. 

But  only  one  of  them  is  an 
Internet  Communications  Company  for  business. 


Internet,  making  it 
growing  our  network  by  a  thousand  percent  each  year,  adding  thousands  of  miles  of  fiber-optic  cable  and  hundreds  of 
connecting  the  US,  Europe  and  Asia  via  undersea  cable  and  constantly  upgrading  our  hubs  to  keep  pace  with  thp  wnindup  t 
advanced  network  allows  us  to  offer  innovative  products  like  Internet-based  faxing  and  multicasting.  And 
helps  us  unite  the  world  of  business,  enabling  thousands  of  companies  to  do  more,  better  and  faster.  So  call 
1  800  465  6816,  or  visit  http://info.uu.net/growth  for  more  information.  Because  when  it  comes  to 
business  on  the  Internet,  there's  only  one  Internet  Communications  Company  —  UUNET.  The  Internet  At  Work!" 
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Think  the  Internal  Revenue  Service  has  problems? 
Take  a  look  at  state  revenue  services. 
Collectively,  they  are  just  as  oppressive  as  the  feds. 

Tax  torture, 
local  style 


By  William  P.  Barrett 

"We  ARE  contacting  area  busi- 
nesses to  see  if  they  would  be  will- 
ing to  make  a  donation  of  some 
type  that  we  could  give  away       / 
as    a    door    prize    at    our 
Christmas  party.  .  .  .  We       ^f 
feel  this  would  be  good       _^F 
advertising   for  your 
business."    A    pitch 
from  some  charity? 
Nope.  This  Novem- 
ber 1995  letter  to 
60     firms     around 
Raleigh     came,     on 
official       stationery, 
from  the  North  Caroli- 
na Department  of  Rev- 
enue office  that  conducts 
state  tax  audits. 

Extortion?        No,        just 
"thoughtless  and  misguided,"  an 
agency  spokesperson  said  after  the 
Raleigh  News  &  Observer  exposed 
the  letter. 

Thanks  to  recent  congressional 
hearings,  abuses  by  agents  of  the 
Internal  Revenue  Service  are  well 
known.  But  what  about  their 
cousins  working  in  state  capitals? 
There  are  at  least  half  as  many  rev- 
enuers  working  for  the  states  as  for 
the  federal  government  (which  has 
102,000  at  the  irs),  but  they  get  far 
less  attention.  Tax  enforcement  mis- 
chief at  the  state  level  is  just  much 
less  visible  nationally. 

The  operations  of  the  IRS  and  the 
state  tax  agencies  are  connected. 
They  routinely  share  data.  About 
75%  of  states  base  personal  income 
taxes  on  federal  adjusted  gross 
income.  If  the  irs  catches  you  over- 
stating a  deduction  or  understating 
an  item  of  income,  you'll  get  hit  up 


ATE  TAX  BO 


by  a  state  tax  agency  as  soon  as  you 
have  paid  the  feds. 

The  states  are  thrilled  to  let  the 
irs  absorb  the  public  relations  heat 
for  overreaching  tax  enforcement 
while  collecting  their  share  of  the 
loot.  Then  the  states  add  their  own 
layer  of  pain  and  suffering. 

A  strong  contender  for  the  most 
inept  state  tax  agency  is  the  New 
Mexico  Taxation  &  Revenue  Depart- 
ment. Last  year  it  sent  out  tax  pack- 
ets missing  a  full  page  of  instructions. 
This  year  the  department  sent  25,000 
tax  returns  preprinted  with  taxpayers' 
names  to  wrong  addresses. 

Meanwhile,  the  short  form,  used  by 
two-thirds  of  New  Mexico  taxpayers, 
contained  an  incorrect  instruction 
likely  to  cause  most  filers  to  underpay 


taxes.  Despite  its  own  culpability,  tht 
department  initially  said  anyone  fol 
lowing  the  bad  instructions  would  bt 
subject  to  penalties — a  position  ii 
quickly  abandoned. 
•  The  ability  of  some  states  to  make 
sweepingly  false  declarations  of  taxes 
due  is  stunning.  Earlier  this  year  the 
California  Franchise  Tax  Board  seni 
delinquency  letters  demanding  taxes, 
interest  and  penalties  to  28,000  tax- 
payers who  had  paid   their  state 
income  taxes  on  time.  The  problem 
These  taxpayers  had  filed  electroni 
cally,  mailing  a  check  for  taxes  due 
The  state's  computer  processed  the 
returns — spitting  out  those  threat 
ening  letters — without  waiting 
for  the  checks  to  arrive. 
Last   year    3,600    low 
income  senior  citizens  in 
Indiana  received  erro- 
Ik         neous    bills    saying 
T|k        they  owed  up  tOf< 
$140   for  previ- 
ous-year   taxes.- 
The        Indiana 
Department   of 
Revenue        had 
neglected  to  take 
into  account  a  tax 
credit.     To     make 
things  worse,   the 
false   notices   kept 
going  out  months 
after   Indiana   offi- 
cials discovered  the 
errors. 

In  neighboring  Ohio, 
hundreds  of  couples  received 
incorrect  tax  bills  in  1995  for  up  to 
$650,  plus  interest,  after  state  com- 
puters failed  to  recognize  a  joint 
riling  credit.  It  turned  out  that  the 
Ohio  Department  of  Taxation  knew 
about  the  bad  bills  shortly  after  they 
were  mailed,  but  made  no  public 
announcement  and  had  no  plans  to 
correct  the  errors — unless  an  affected 
taxpayer  complained. 

The  Arizona  Department  of  Rev- 
enue sent  thousands  of  letters  to 
businesses,  mistakenly  accusing  most 
of  not  paying  state  taxes  withheld 
from  employee  paychecks.  Officials 
blamed  "an  error  in  programming." 
A  refund  delayed  is  income  denied. 
Since  1994  at  least  six  states  have 
stalled  in  issuing  tax  refunds,  usually 
citing  problems  associated  with  new 
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What  we've  been 
building  for  over  a  century. 


We've  been  building  experience.  That's  how  we  know  when  to  acquire  and  develop 

the  right  properties  at  the  right  time  in  the  most  promising  office  markets  in  the 

country.  In  fact,  at  Mack-Cali  we  understand  the  commercial  real  estate 

business  better  than  just  about  anyone.  How?  With  the  combined 

experience  of  Cali  Realty  Corporation,  the  Mack  Company,  Patriot 

American  Office  Group,  Pacifica  Holding  Company  and  the 

Robert  Martin  Company  right  under  one  roof. 

Our  roof. 


Traded  on  the  NYSE  as  CLI. 
www.mack-cali.com 

61998  Mack-Cali 


Mack-Cali 

The  REIT  you  can  bank  on. 


technology.  New  Mexico,  unsurpris- 
ingly, is  on  the  list.  The  others:  Kan- 
sas, Minnesota,  North  Carolina, 
Oklahoma  and  Pennsylvania. 

In  1995  the  Michigan  Depart- 
ment of  Treasury  discovered  that  an 
incorrect  reference  on  the  state's 
1040EZ  form  to  the  federal  Form 
1040EZ  meant  that  40,000  tax- 
payers thought  they  were  get 
ting       a       bigger 
refund.  Funny,  the 
very  same  problem — 
identical  line  numbers, 
even — had  hit  Nebraska  a 
year  earlier. 

The  IRS  certainly  has 
no  monopoly  on  wast- 
ing people's  time  and 
money.    Last    winter, 
says  Robert  Timineri,  a 
tax  preparer  in  Sausalito, 
Calif.,  a  client  went  to  a 
California  State  Franchise 
Tax  Board  office,  paid  in 
full  a  big  tax  bill  and  also 
got  a  receipt. 

But  two  days  later  the  agency 
mistakenly  froze  all  the  bank 
accounts  of  the  client,  of  his  business 
and  even  of  his  children.  Even  bran- 
dishing that  receipt,  Timineri  says  it 
took  a  week  to  convince  the  agency 
it  already  had  the  money  and  to  get 
the  accounts  unfrozen.  A  Franchise 
Tax  Board  spokesperson  knew  noth- 
ing about  this  incident  but  said, 
"Anything  can  go  wrong  when  you 
have  13  million  returns." 

A  hallmark  of  tax  administration  is 
supposed  to  be  the  confidentiality  of 
individual  tax  records.  But  in  Cali- 
fornia this  vear  the  Tax  Franchise 


Board  mailed  8  million  tax-return 
packets  to  taxpavers  with  their  Social 
Security  numbers  clearly  printed  on 
the  outside. 

Two  years  ago  Kentucky  Revenue 
Cabinet  auditor  James  Howitz  in 
Lexington  was  found  guilty  of  mis- 


using    a     government 
computer,  received  probation  and 
left  his  job. 

Why  was  he  misbehaving?  It 
seems  that,  because  of  a  teller  error, 
state  and  federal  tax  refunds  due 
Howitz  totaling  S606  had  been 
posted  to  the  credit  union  account 
of  an  innocent  part)',  Carol  Shanklin. 
Howitz  allegedly  used  confidential 
state  tax  records  in  the  office  com- 
puter to  identify  Shanklin,  who  was 
unaware  of  the  error.  He  called  her 
up,  wrongly  accused  her  of  stealing 
the  checks — then  officially  requested 


Taxing  states 

Agency  problem 

States  affected 

Mass  erroneous  tax-due  bills 

Arizona.  California,  Indiana,  Michigan.  Ohio 

Mass  delayed  refunds 

Kansas.  Minnesota.  New  Mexico, 
North  Carolina,  Oklahoma.  Pennsylvania 

Flawed  tax  forms,  instructions 
or  attachments 

Arizona.  Indiana,  Michigan.  Nebraska, 
New  Mexico 

Privacy  violations 

California,  Connecticut.  Kentucky 

Criminal  or  dubious  activities 

Connecticut,  Indiana.  Kentucky,  New  Mexico. 
North  Carolina,  Oklahoma.  Wisconsin 

Some  state  tax  department  difficulties  reported  since  1994. 


she  be  audited.  (Howitz  insisted  he 
identified  Shanklin  through  other 
means.) 

The  states  are  not  always  careful  in 
their  hiring.  In  February  former 
Wisconsin  Department  of  Revenue 
agent  John  Leutermann  pleaded 
guilty  to  stealing  S800  of  tax  pay 
ments.  Court  papers  said  he  had 
been  "desperate  for  money  on 
several  occasions."  Last  year  a 
former  Oklahoma  Tax 
Commission  employee, 
Syndi  Sullivan,  was  accused 
of  embezzling  S5,000  by 
diverting  delinquent 
business  tax  payments 
made  in  cash.  Her  case 
is  still  pending.  She 
couldn't  be  reached 
for  comment. 
According  to  pub- 
lished reports,  in  1994' 
Indiana  discovered  two 
problems  concerning 

Danny  Joe  Lewis,  a  veteran  j 
tax  examiner.  First,  unknown 
to  his  bosses,  he  had  a  record  of 
11  convictions  for  offenses  includ- 
ing burglary  and  recklessness  with  a 
deadlv  weapon.  Second,  he  had 
bilked  the  state  out  of  S27,000  by 
issuing  phony  refund  checks  to 
three  friends.  He  was  sentenced  to 
six  vears. 

But  for  sheer  audacity,  it's  hard  to 
top  the  exploits  of  Jatin  Patel.  He 
was  an  expert  in  tax  fraud  who 
headed  the  Connecticut  Department 
of  Revenue  Services  team  specializ- 
ing in  sales  tax  enforcement.  On  the 
side,  he  also  owned  a  motel  in  Bran- 
ford,  Conn. 

He  combined  his  two  callings. 
Authorities  accused  Patel  of  filing  a 
dozen  false  tax  returns  related  to  the 
motel — paying  workers  off  the  books 
and  understating  room  receipts — and 
also  using  the  state  tax  computer  to 
monitor  four  rival  motels  around 
Branford.  In  an  April  1994  plea  bar- 
gain, he  admitted  to  one  count  of 
third-degree  computer  crime,  repaid 
S2.500  in  taxes  and  received  a  sus- 
pended jail  sentence.  He  could  not 
be  reached  for  comment. 

Congress  is  working  on  a  bill 
to  clip  the  irs'  wings.  That  leaves 
half  the  tax  enforcement  problem 
unsolved.  M 
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Navigating  today's  turbulent 
communications  waters  can  be 
a  difficult  task.  For  decision 
makers  who  need  to  keep  their 
businesses  moving  forward,  the 
job  is  especially  tough. 

At  Bell  Atlantic,  we  think  we've 
found  the  answer. 

A  problem-solving,  work-with- 
you  approach  that  can  make 
discovering  the  right  route  a 
whole  lot  easier. 

Whether  your  business  is  large 
or  small,  our  specially-trained 
representatives   will   work   with 


you  to  analyze  your  needs,  then 
help  you  select  the  products 
and  services  to  fit  them.  Together, 

we'll  find: 

Data  services  that  will  allow  your 
business*  to  take  advantage  of 
breakthroughs  in  high-speed 
data  transmission. 

Fast,  dependable  Internet  access, 
backed  with  customer  service 
and  technical  support  to  keep 
your  business  up  to  speed. 

Solutions  for  your  mobile 
communications,  available  by 
phone    twenty-four-hours-a-day, 


seven-days-a-week,  or  from  one  of 
our  many  Bell  Atlantic  Mobile 
Communications  Stores. 

Calling  plans  to  help  you  manage 
your  business  costs,  and  a  host  of 
other  value-added  services. 

Whatever  your  objective,  Bell  Atlantic 
will  work  with  you  to  find  the  most 
effective  means  of  reaching  it. 

When  it  comes  to  doing  business, 
take  it  from  someone  who  knows 
these  waters. 

Wild  things  are  happening. 
Bell  Atlantic.  We'll  see  you  there. 


©Bell  Atlantic 
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{How  technology  lets  you  exp 


Agility,  as  defined  by  Cell 


Taking  one  of  the  world's  premier  sports  cars 
to  the  next  level  of  performance  is  not  an  easy  task, 
or  one  we  take  lightly.  Corvette'  owners  are 


The  82nd  running  of  the  Indy  500  marks  the  fourth 
time  Corvette  has  been  chosen  as  the  Official  Pace  Car. 


exercises  that  result  in  little  or  no  benefit  to  the 
driver  have  no  place  in  the  Corvette  mission.- 

What  Is  Active  Handling?  Corvette  Active 
Handling  is  the  logical  next  step  in  the  evolution 
of  enhanced  chassis  control  systems  like  ABS 
brakes  and  traction  control.  The  Active  Handling 
System  activates  when  there  is  a  significant 
difference  between  how  the  driver  intends  for  the 
car  to  corner  and  how  the  car  is  actually  cornering. 
Working  with  the  ABS,  it  automatically  applies 
any  of  the  four  brakes  to  help  actively  control 
the  situation. 


r1 


tte  to  its  fullest  capability.] 


tte  with  Active  Handling. 


•i;ineering  Group 


ke  i  world-class  sports  car  that  >  also  a  convertible.  J 


he  algorithms  for  the  software,  we  had  to  drive 
,  Jhousands  and  thousands  of  miles,  anticipating 
•Jirtually  every  driving  situation  imaginable,  not 
-*nly  on  dry  roads,  but  on  wet  and  snowy  roads, 


too.  This  is  what  we  mean  by  the  human  part. 
Computers  are  great.  But  you  have  to  collect 
accurate  data  and  set  up  the  computers  properly 
to  deliver  the  kind  of  driving  experience  that  a 
Corvette  driver  demands. 

Agility  and  Subtlety  for  the  Real  World.  The  Corvette 
Active  Handling  System  offers  amazing  agility  for 
the  kinds  of  situations  you  encounter  in  real-world 
driving.  Imagine  a  sudden  lane  change  on  a  wet 
road  surface  to  avoid  an  unexpected  hazard  —  like 
a  huge  pothole.  Let's  say  you  turn  the  wheel  sharply 
to  the  left  to  avoid  it.  This  input,  combined  with  the 
low-traction  surface,  could  exceed  the  limits  of 
traction  available  to  the  front  wheels,  causing 
"understeer,"  allowing  the  car  to  "plow"  straight 
ahead.  In  this  situation,  Corvette  Active  Handling 
will  work  to  help  correct  the  car's  understeer 
condition  by  automatically  applying  the  left  rear 
brake,  coaxing  the  car  into  a  left  turn.  Of  course, 
an  aftereffect  <5f  this  maneuver  could  be  that  the  tail 
of  the  car  may  actually  start  to  swing  out  the  other 
way  in  a  classic  "oversteer"  condition.  The  subtlety 
of  Corvette  with  Active  Handling  is  that  it  responds  to 
this  natural  overreaction  and  brings  the  rear  of  the 
car  back  in  line. 

A  Note  of  Caution:  The  overall  effectiveness  of  the 
Corvette  Active  Handling  System  is  directly  related 
to  available  tire  traction  and  the  agressiveness  of  a 
given  maneuver.  Active  Handling  is  designed  to  use 
existing  traction  to  assist  the  driver  —  but  it  cannot 
overcome  the  laws  of  physics.  Please  drive  responsibly. 


Competitive  Driving  Mode  for  the  Track.  The 
Corvette  Active  Handling  System  will  be  the  first 
of  its  type  in  the  world  to  offer  dual-mode  opera- 
tion. You  can  engage  a  competitive  driving  mode 


Design  attributes  like  the  nostalgic  waterfall  make  1 
the  new  C5  immediately  recognizable  as  a  Corvette. J 

for  autocross,  gymkhana  or  other  on-track  activi- 
ties. In  this  mode,  Active  Handling  remains  fully 
functional  —  while  the  traction  control  is  dis- 
abled, allowing  for  some  wheelspin  and  oversteer, 
so  more  experienced  drivers  can  exploit  the 
dynamic  capabilities  of  Corvette  on  the  track. 

This  Is  a  Corvette  to  Love.  You  have  to  drive 
the  1998  Corvette  with  Active  Handling  to 
appreciate  how  great  it  really  is.  We  set  out  to 
design  the  ultimate  Vette  for  enthusiasts  and 
I  think  we  knocked  it  out  of  the  park.  We  love 
driving  it.  And  we  think  you'll  love  it  too. 


Call  1-800-950-2438 
or  visit  www.chevrolet.com 


©1998  GM  Corp.  Buckle  up,  America!  ST 


Thanks  to  Temple  Grandin,  meat-eaters  can  be  fairly  * 

certain  the  animals  they  consume  met  a  placid  death. 

A  kinder,  gentler  abattoit 


By  Ann  Marsh 

A  COW  RESTS  HER  HEAD  on  the  rump 
of  a  fellow  bovine,  her  Bessie-eyes 
oblivious  to  what  lies  10  feet  ahead. 
She  walks  through  a  chute  with  tall 
walls  and  suddenly  finds  herself  strad- 
dling— not  uncomfortably — a  convey- 
or belt  that  becomes  a  sort  of  moving 
sawhorse  supporting  her  chest.  Thus 
she  moves  to  a  quick  and  almost  pain- 
less death.  At  the  next  moment — 
pow! — a  man  with  a  pneumatic  gun 
drives  a  3-inch  bolt  into  her  forehead. 
She  slumps,  and  within  30  minutes  will 
be  reduced  to  carcass  and  hide. 

If  all  this  turns  you  off  from  eating 
meat  or  wearing  leather,  so  be  it.  In 
fact,  it  is  probably  the  most  humane — 
as  well  as  the  most  efficient — system 
for  slaughtering  animals  yet  devised. 
It's  the  fruit  of  20  years'  work  by 
Temple  Grandin,  a  tall,  solid  woman, 
aged  50,  who  favors  cowboy  boots  and 
country  western  shirts.  For  her  this  is 
not  just  a  business,  it  is  a  passion — one 
that  she  will  discuss  endlessly  over  a 
steak  dinner. 

Grandin  started  working  in  abattoirs 
right  out  of  college,  after  summers  on 
an  aunt's  ranch  sparked  her  interest  in 
the  meat  business.  She  went  on  to  earn 
a  Ph.D.  in  animal  behavior  at  the  Uni- 
versity of  Illinois.  It  was  on  the  ranch 
that  Grandin  first  noticed  how  agitat- 
ed cattle  calmed  down  after  entering  a 
squeeze  chute,  a  large  metal  apparatus 
that  acts  like  a  big  clamp  immobilizing 
cattle  for  vaccinations.  The  insight  was 
key  both  for  her  eventual  career  and 
for  quite  a  different  struggle — with 
autism.  Born  autistic,  Grandin's  ner- 
vous system  is  so  impaired  she  can 
barely  tolerate  being  touched.  As  a 
child,  she  was  prone  to  fits  of  rage  that 
sometimes  ended  with  her  smearing 
her  own  excrement  on  the  walls. 

If  that  squeeze  chute  calmed  cattle, 
maybe  it  would  calm  the  anxiety 
attacks  that  worsened  as  she  grew 
older.  Grandin  decided  to  build  one 
for  herself.  Applying  controlled  pres- 
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sure  to  her  body,  she  discovered,  did 
help  relieve  her  anxiety.  She  still  uses  an 
improved  version  of  that  early  model. 

"I  know  how  it  feels  to  totally 
panic,"  she  says.  If  she  could  spare 
animals  that  experience,  she  wanted 
to  do  it.  "I  don't  want  to  get  rid  of 
the  meat  industry,"  she  says.  "I  want 
to  improve  it." 

And  improve  it  she  has.  Of  the  37 
million  catde  slaughtered  in  the  U.S. 
last  year,  more  than  half  passed 
through  systems  Grandin  designed. 

Grandin's  center  track  restrainer, 
curved  chute  systems  and  animal  han- 
dling methods  can  save  big  meat 
processors  between  $100,000  and  $1 
million  a  year  per  plant.  That  may  not 
sound  like  much  for  a  company  like 
Cargill  Inc.  ( 1997  revenues:  $56  bil- 
lion) with  nearly  three  times  the  rev- 


Temple's  "stairway  to  heaven" 


*  They  move  easily 
up  the  chute- 
and-ramp 
system,  which 
takes  advan- 
tage of  their  ten 
dency  to  follow  one  another. 


*  The  cattle  walk  up  a  gentle  slope, 
the  floor  drops  down  and  they 
straddle  a  bar,  which  becomes  a 
conveyor  belt.  Thus  elevated,  they 
can  be  killed,  bled  and  dismem- 
bered while  suspended  by  chains. 


•  Holding  pens  arranged 
diagonally,  as  opposed  to  at 
right  angles,  let  the  cattle 
flow  into  the  serpentine 
chutes. 

•  The  walls  of  the  chutes 
are  solid,  either  metal  or 
concrete,  to  shield  cattle 
from  the  distraction  of 
seeing  their  fellows  outside. 
The  curved  shape  takes 
advantage  of  the  animals' 
natural  herding  instincts. 

•  The  "round  crowd"  pen, 
tracing  a  hairpin  curve, 
makes  the  animals  feel  they 
are  going  back  to  where 
they've  come  from. 
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Livestock  handling  expert  Temple  Grandin 

"You've  got  to  get  down  and  see  what  the  animal  is  seeing." 


J 


enucs  of  Walt  Disney  Co.,  but  food 
processing  is  an  industry  with  very  low 
margins,  about  1%. 

The  savings  actually  lie  in  the  more 
humane  approach  to  slaughter. 
Unaware  of  approaching  death,  the 
creatures  do  not  go  berserk,  as  they 
sometimes  do  under  rough  handling. 
Panicked  cattle  produce  "dark  cuts," 
or  bruised  meat  that  can't  be  sold  to 
humans. 

"Some  people  can't  get  it  through 
their  heads  that  force  isn't  the  way  to 
DO  things,"  Grandin  says  in  her  char- 
acteristically emphatic  way  of  speaking. 
That  one  person — a  woman — has  won 
over  so  many  players  in  the  indepen- 
dently managed  and  very  male  meat- 
processing  industry  is  remarkable. 

As  remarkable  is  the  way  Grandin's 
choice  of  occupation  helped  her  on  the 
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path  to  normalcy,  a  journey  chronicled 
in  two  autobiographies.  A  celebrity  in 
the  world  of  autism,  she  coached 
Dustin  Hoffman  for  his  role  as  an 
autistic  in  the  film  Rain  Man. 

Grandin  believes  that  her  condition 
has  made  her  more  aware  of  suffering 
in  other  creatures  and  of  behavioral 
principles  and  quirks  that  have  eluded 
formally  trained  engineers.  "I  think  in 
pictures,  and  I  assume  the  cow  does 
too,"  she  explains.  "You've  got  to  get 
down  and  look  right  up  the  chute  to 
see  what  the  animal  is  seeing." 

Her  second  book,  Thinking  in  Pic- 
tures, details  the  mental  processes  she 
uses  to  create  such  systems.  Scientists 
at  NASA  have  called  on  her  to  explain 
verbal  versus  visual  thinking  (see  box, 
p.  88).  When  not  in  the  field,  Grandin 
is  an  assistant  professor  of  livestock 


handling  and  behavior  at  Colorado 
State  University. 

In  1989  Cargill's  meat  processing 
subsidiary,  Excel,  called  Grandin  to  its 
Schuyler,  Neb.  meatpacking  plant.  It 
was  a  mess.  Cattle  balked  as  they  were 
driven  from  holding  pens,  laid  out  at 
right  angles,  into  the  slaughterhouse. 
Inside,  handlers  prodded  the  animals 
into  a  V-shaped  restrainer  system  that 
pinched  them  between  two  conveyor 
belts.  In  their  final  minutes,  the  ani- 
mals often  panicked. 

Schuyler  was  the  first  major  plant  to 
adopt  Grandin's  system.  "Slowly,  but 
surely  her  ideas  are  becoming  a  way  of 
life,"  say  Michael  Chabot,  general 
manager  of  Excel.  The  system  has 
saved  money  and  also  improved  con- 
ditions for  the  plant's  workers,  who  no 
longer  have  to  struggle  to  keep  1,200- 
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pound  corn-fed  catde  in  line,  Chabot 
says.  Instead  of  running  a  straight  line 
to  the  slaughterhouse,  Grandin's 
chutes  curve  and  circle  to  take  advan- 
tage of  the  cattle's  natural  herding 
instincts.  Grandin  positions  the  chutes 
to  avoid  alternating  dark  shadows  or 
bright  streaks  of  light  that  alarm  the 
animals. 

The  final  length  of  chute  slopes 
upward — Grandin  calls  it  "the  stairway 
to  heaven" — toward  the  stunner.  As 
the  cattle  reach  the  top  and  push  for- 
ward, they  straddle  a  bar.  The  floor 
slopes  away  from  under  their  feet,  and 
they  find  themselves  riding  a  conveyor 
belt  under  their  chests  and  stomach. 
All  quite  comfortable.  After  a  few  feet, 
a  worker  places  the  captive  bolt  stun- 
ner on  the  cattle's  foreheads. 

Of  the  32  largest  meat  plants  in 
North  America,  Grandin's  systems  are 
in  20.  Her  designs  also  are  in  place  at 
10  hog  slaughtering  facilities  and  sev- 
eral veal  processing  plants. 

Grandin  services  what  she  designs. 
Most  of  her  work,  though,  goes  into 
instructing  the  handlers  in  new  ways  to 
treat  the  cattle.  "The  prod  and  the 


whip — that  was  just  the  way  you  did 
it,"  says  Gary  Jasper,  hide  superinten- 
dent at  Schuyler.  Grandin  taught  him 
to  abandon  the  "hot  stick" — the  elec- 
tric prod — and  instead  shake  string 
mops  or  inflated  garbage  bags  at  cattle 
to  get  them  moving. 

Often  Grandin  must  be  a  diplomat. 
At  the  Pinneo  Feed  Lot  near  Fort 
Morgan,  Colo.,  Grandin  sees  a 
worker  rudely  driving  cattle  with  an 
electric  prod.  Grandin's  client,  a  man- 
ager whom  she  respects,  looks  on  but 
does  nothing.  "It's  almost  like  they're 
not  ready  to  see  it,"  she  says.  "It's  like 
they  don't  perceive  that  it  hurts 
them."  When  the  time  is  right,  she 
will  speak  up. 

She  isn't  always  so  restrained. 
Grandin  has  been  known  to  snatch 
hot  sticks  out  of  the  hands  of  "sadis- 
tic" workers.  James  Uhl,  president  of 
contractors  Agate  Inc.  in  Scottsdale, 
Ariz.,  built  most  of  her  early  proj- 
ects. At  one,  Uhl  remembers,  "there 
was  this  roughneck  cattle  guy.  He 
wasn't  anxious  (to  have)  this  voung 
woman  tell  him  what  to  do." 
Grandin  was  still  in  her  20s.  "Get  off 


that  goddam  horse,"  Uhl  remembe 
her  telling  the  herder.  She  mounte 
the  horse  and  rounded  up  the  livi 
stock.  Says  Uhl:  "She  has  tremendoi 
personal  courage." 

Grandin's  skills  are  in  heavy  deman 
not  only  for  designing  systems  ft 
slaughterhouses,  but  also  at  other  bus 
nesses  involved  in  handling  animal^ 
from  McDonald's  (through  supplier 
and  Pfizer  Animal  Health  to  HormJ 
Foods    Corp.    and    Oscar    Maye| 
Recently  she  devised  a  set  of  Unite 
States  Department  of  Agriculture' 
approved  standards  for  slaughterhoull 
es.  Though  she  could  mandate  he 
designs,  Grandin  refuses  to  do  so.  '  I 
think  that's  completely  wrong,"  sbj 
says,  then  shouts:  "Retards  progress![ 

So  Grandin  has  shown  the  worli 
that  humane  treatment  is  not  jud 
good  for  the  conscience;  it  is  good  fa] 
business,  too.  But  can  killing  ever  hi 
humane?  Grandin  has  obviously 
thought  a  lot  about  that.  "If  we  hadnj 
bred  them,  they  wouldn't  have  lived  I 
all.  I  feel  very  strongly  that  all  thesl 
animals  should  have  a  decent  life.f 
And  death. 


Thinking  in  pictures 

What  comes  to  mind  when  you  hear  the  word  "peanut"? 
A  generic  peanut,  probably.  But  animal  behavior  expert 
Temple  Grandin  sees,  first,  a  dancing  Planters'  Mr.  Peanut 
and,  second,  the  Charles  Schultz  comic  strip  "Peanuts." 

Grandin,  who  is  autistic,  says  she  thinks  almost  entirelv 
in  very  specific  pictures 
rather  than  in  more  gener- 
al ones.  Most  people's 
thinking  lies  somewhere 
along  a  continuum 
between  purely  verbal  and 
purely  visual.  People  like 
her  are  at  the  far  visual  end 
of  the  spectrum.  Grandin 
believes  livestock  think  this 
way  too. 

And — surprisingly — she 
puts  Albert  Einstein  in  the 
visual-thinking  category. 
He  didn't  speak  until  rela- 
tively late,  and,  Grandin 
suggests,  he  was  extremely 
sensitive  to  certain  fabrics, 
as  she  is.  He  struggled  in 
school  and  never  tested 
well.  "They  thought  he 


Livestock  handling  instruction,  on 
Visual  cues  move  animals  as 


was  a  dullard,"  says  Grandin,  when  in  fact  he  was  proba- 
bly just  bored  with  his  classes.  She  devotes  a  chapter  of 
her  book  Thinking  in  Pictures  to  the  physicist. 

Some  computer  programmers,  especially  those  gifted  ul 
writing  code  (not  game  jockeys),  have  a  nonvisual  form  c| 
autism  called  Asperger's  Syndrome,  says  Grandin.  It  is 

characterized  by  strong 
§  math  abilities  and  extreme 
personal  withdrawal. 

She  regards  her  own 
choice  of  occupation  as 
growing  out  of  her  handi 
cap.  "I  find  that  visual 
thinkers  are  attracted  to 
animals,"  Grandin  says. 
Verbal  people,  by  con- 
trast, have  less  empathy 
for  animals.  "Since  they 
think  in  language,  they 
can't  imagine  how  animal 
could  think.  But  an 
animal  has  to  think  if  it's 
going  to  do  something 
like  forage.  Since  I  think 
in  pictures,  it's  easy  for  m 
to  imagine." 

-Ann  Marsh    ■ 
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surely  as  the  electric  prod. 
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Our  wheels  have  been 
turning  for  80  years. 
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Hertz  NeverLost* 


Computerized  Driving  Directions 


Hertz  Return  Center 


jnj  x  rents  Fords  and  other  fine  cars. 

i.  I'.S.  PAT.  OFF.  ©  HERTZ  SYSTEM  INC..  l'WS/oll-'W. 


Hertz.  Making  travel  faster,  easier,  better. 
With  innovations  you  can  use. 

(Ajfter  80  years  in  business,  one  thing  remains  the  same — Hertz'  commitment 
to  keep  a  step  ahead  of  a  fast  moving  world.  Recently,  we've  added  The  Hertz 
Return  Center  and  Easy  Access  bus.  At  the  core  of  this  and  everything  we  do 
is  Hertz  Hypertraxs— our  spectrum  of  innovative  technological  services  that 
enable  us  to  consistently  deliver  the  premier  car  rental  throughout  the  world. 
Innovation.  Another  reason  nobody  does  it  exactly  like  Hertz.  Visit  us  at 
www.hertz.com. 


exactly. 


By  James  Champy 


strategies 


Marble  cake  or  mousse? 


Managerial 
style  is  the 
most  difficult 
of  all  things  to 
change.  It 
involves 
altering  the 
ingrained 
behavior 
of  senior 
executives. 


Culturally  distinct  ways  of  doing  busi- 
ness are  being  violently  mixed  in  a  Waring 
blender  of  globalization.  Japanese  managers 
run  U.S.  car  plants  with  American  participa- 
tive techniques;  Germany's  SAP  has  Ameri- 
canized its  complex  methodology  to  sell 
tons  of  process-redesign  computer  software 
to  American  companies;  Finland's  Nokia 
telecommunications  giant  won't  hire  new 
employees  unless  they're  fluent  in  English. 

But  don't  be  too  quick  to  assume  that 
American  ways  are  taking  over  the  world. 
Yes,  a  new  "global"  management  style  is 
being  blended,  but  the  mix  will  have  a  lot  of 
dense  nationalistic  lumps  in  it. 

Just  look  at  the  early  fuss  between  the 
executives  involved  in  Daimler-Benz's  $39 
billion  takeover  of  Detroit's  hot  creator  of 
Jeeps  and  roadsters.  The  conservative 
German  company,  run  by  autocratic  Chief 
Executive  Jurgen  Schrempp,  has  already 
criticized  the  Chrysler  management  team's 
generous  compensation. 

It  will  take  all  of  Chrysler  Chief  Executive 
Bob  Eaton's  famed  low-key  ego  (which  he 
used  to  handle  Lee  Iacocca)  to  blend  the 
operating  cultures  of  Stuttgart  and  Auburn 
Hills,  Mich.  Eaton  will  have  his  hands  full. 

For  if  there's  one  thing  I've  learned  in  30 
years  of  advising  managers,  it's  that  man- 
agerial style  is  the  most  difficult  of  all  things 
to  change.  Why?  Because  it  involves  altering 
the  ingrained  behavior  of  senior  executives. 

One  must  look  to  the  top  of  an  organiza- 
tion to  understand  why  companies  operate 
in  such  different  ways.  Some  spread  partici- 
pation in  decision  making  while  others  keep 
it  at  the  top.  Senior  executives  have  no 
interest  in  changing  what's  made  them  suc- 
cessful. And,  usually,  there  is  no  one 
around  who  dares  to  tell  them  that  they 
have  to  change. 

Not  long  ago  I  encountered  the  living 
embodiment  of  cultural  inflexibility'  in  the 
person  of  a  very  successful  Indonesian  busi- 
nessman. I  had  been  speaking  to  him 
earnestly — maybe  too  passionately — about 
what  it  takes  to  build  a  high-performance 
company. 

My  ideas  and  phrases — forged  in  the  cru- 
cible of  countless  reengineering  projects — 
tumbled  out:  "Encourage  profound  ques- 


tioning and  radical  experimentation  by  your 
employees;"  "believe  in  the  human  poten- 
tial;" "encourage  pluralistic  thinking;" 
"emphasize  a  learned  willingness  and  indi- 
vidual accountability." 

When  I  stopped,  he  had  a  short,  dismis- 
sive response:  "Mr.  Champy,  you  obviously 
do  not  understand  us.  Here  in  Southeast 
Asia  our  success  is  based  on  obedience.  We 
just  tell  people  what  to  do  and  they  do  it." 
So  much  for  a  globally  homogenous  man- 
agement style. 

I  can't  say  I  was  genuinely  surprised  by 
his  reaction.  It  has  been  abundantly  clear 
for  some  time  that  when  a  U.S. -based  com- 
pany begins  an  operation  in  Japan,  it  had 
better  pay  attention  to  the  Japanese  style  of 
management — and  vice  versa.  Inevitably, 
there  are  tensions  as  one  culture  tries  to 
impose  its  style  of  managing  on  the  other. 

The  first  reaction  of  the  threatened  cul- 
ture is  resistance.  Just  as  a  strong  national- 
ism arises  when  a  country's  borders  are 
threatened  by  a  foe,  so  will  the  culture  of  a 
company  assert  itself  when  it  feels  threat- 
ened by  an  outsider — especially  one  that  has 
come  to  take  over. 

Senior  European  managers,  for  example, 
often  possess  a  prickly  sense  of  entitlement. 
They  have  inherited  or  earned  their  posi- 
tions through  long  service.  All  the  perks 
that  go  with  rank  are  their  due.  Who  are 
these  foreigners  to  take  them  away? 

In  some  American  executive  suites,  the 
same  sense  of  royalty  is  present,  but  there's 
more  of  a  balancing  emphasis  on  perfor- 
mance. No  one  is  crowned  king  or  queen 
for  life.  That  top  heads  have  rolled,  even  at 
such  great  companies  as  IBM  and  General 
Motors,  shows  that. 

So  I  was  not  surprised  when  the  talks 
between  Chrysler  and  Daimler-Benz  almost 
broke  down  over  the  name  of  the  new  joint 
venture.  Evidently,  the  issue  was  as  emo- 
tional as  a  dispute  over  a  country's  flag. 
Only  after  the  names  were  simply  smashed 
together  did  the  deal  get  signed. 

My  bet  is  that  the  new  international  man- 
agement style  exemplified  by  Daimler- 
Chrysler  will  look  more  like  a  marble  cake 
than  chocolate  mousse.  How  good  the  cake 
will  taste  remains  to  be  seen.  ■■ 


James  Champy,  coauthor  of  Reengineering  the  Corporation,  is  chairman  of  consulting  for  Perot  Systems  Corp. 
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'ARE  WE  HAVING  A 

;OMMUNICATION  PROBLEM! 

OPEN  MY  E-MAIL  AND 

PRINT  A  THOUSAND 

OLLATED  SETS  IN  LONDON 

IS  THAT  TOO 
MUCH  TO  ASK?' 


WHY   PUT   UP  WITH   DUMB  MACHINES  WHEN   YOU   CAN   HAVE   SMART  ONES?  -*■ 


Now  a  printer,  a  fax  machine,  a  copier,  a  scanner  will  be  able 
to  access  the  network;  open  e-mail;  archive  digital  files; 
access  remote  files;  print,  copy,  scan,  and  fax;  manage 
information  in  any  form,  in  any  content,  regardless  of 
location.  In  essence,  create  a  new  paradigm  for  the  digital  workplace 
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N  Y  W  A  R.  E  ' 


Canon 


1-800-ok-canon,  www. usa . canon . com 


FROM        MIND       TO        MATTER. 


Kaydon  Corp.  does  nearly  everything  the  old-fashioned 
way,  but  you  can't  knock  19%  net  on  sales. 

Just  doing  the 
bloody  obvious 


for  them.  Kaydon  gets  about  15%  I 
30%  more  per  unit  than  its  big  rival! 
This  is  one  example  where  man  will 
over  machine.  Competitors'  softwa| 
takes  time  to  reprogram  with  eac 
new  order.  Kaydon  engineers  ji 
draw  up  blueprints  and  walk  the  I 
over  to  the  machinists.  Last-minuj 
custom  orders  that  might  take  eiglj 
weeks  at  a  computer-run  plant  tat 
Kaydon  as  little  as  48  hours  to  prd 
duce.  For  that  convenience  the  cul 


By  Michelle  Conlin 

Walk  the  foundry  floor  at 
Kaydon  Corp.'s  hydraulic  cylinder 
plant  in  Hampton,  Iowa,  and  you'll 
feel  you  are  almost  back  in  the  early 
days  of  the  Industrial  Revolution. 
Scruffy,  overalled  workers  hand-whit- 
tle mahogany  molds  for  hydraulic 
cylinders.  Sweaty,  soil-faced  machin- 
ists shape  beach-ball-size  pistons  with 
manual  lathes.  Nary  a  computer  in 
sight:  Kaydon  uses  grinders  from  the 
1950s  and  rebuilds  them  when  they 
show  excessive  wear. 

Advanced  techniques?  "I  have  a 
degree  in  the  bloody  obvious,"  chirps 
Chief  Executive  Stephen  Clough,  a 
sandy- haired  engineer  from  England 
who  joined  Kaydon  as  a  vice  presi- 
dent in  1986  after  spending  four 
years  running  an  Iowa-based  engine 
parts  plant  for  Imperial  Clevite. 

Kaydon  got  its  start  making  bear- 
ings for  batdeship  gun  turrets  during 
World  War  II.  Archaic  its  20  factories 
may  seem,  but  don't  be  fooled. 
Kaydon's  net  profit  margins  would 
make  even  Jack  Welch  proud. 

This  publicly  held  Clearwater,  Fla.- 
based  outfit  earned  $62  million  last 
year  on  $330  million  in  sales.  That 
19%  net  margin  is  triple  that  of  the 
capital  goods  sector,  and  beats  the 
heck  out  of  every  single  industrial 
equipment  manufacturer  in  the 
Forbes  500,  not  to  mention  blue 
chips  like  Pfizer  and  Cisco. 

So  why  doesn't  everyone  know 
about  Kaydon?  For  one  thing,  the 
media  doesn't  get  very  excited  these 
days  about  ball  bearings  and  metal 
castings.  Plus,  this  company  fosters 
obscurity  by  rarely  putting  out  press 
releases — even  to  tout  that  its  earn- 
ings have  increased  28%  annually  over 
the  past  three  years. 
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At  Kaydon's  Hampton,  Iowa  plant,  chrome-plated  hydraulic  cylinder  rods  for  use  in  man 
No  state-of-the-art  automation  here.  Nitty-gritty  production  the  old-fashioned  waj 


Clough,  45,  relishes  the  low  pro- 
file: If  you've  got  something  good 
going,  why  spoil  it  by  talking  a  lot 
about  it?  Where  most  industrial 
equipment  manufacturers  go  for  the 
volume,  Clough  leaves  those  big 
orders  to  competitors  like  Dover, 
Parker  Hannifin  and  Timken.  Kaydon 
does  only  small  custom  orders,  some- 
times as  tiny  as  one  unit  at  a  time. 

Then  it  charges  an  arm  and  a  leg 


port,  Conn. -based  Terex  Corp.  ra 
out  of  cylinders  to  fill  an  order  fc 
twelve  $300,000  construction  crane: 
If  Terex  didn't  deliver  the  cranes  b 
the  end  of  the  year,  it  would  lose  th 
account.  Kaydon  got  the  call.  Withi 
two  weeks  it  had  delivered  all  1 
cylinders,  keeping  its  plants  open  ove 
Christmas  to  finish  the  job.  Happ 
customers  mean  repeat  customer.' 
Terex  has  already  thrown  Kaydon  $ 
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NO»'H  AMIUCA   IMC 


The  most  advanced  4x4  known  to  ape. 

You  can  find  the  best  technology  in  the  jungle.  Like  a  Range  Rover,  which  has  been  tackling  terrains 

that  only  quadrupeds  roamed  before.      Paths  that  have  gone  from  beaten  to  pureed  are  well  handled 

by  the  Range  Rover's  electronic  air  suspension.  And  pitfalls  like  quicksand  are  made  survivable  by 

permanent  four-wheel  drive  and  electronic  traction  control.     A  vehicle  like  this  will  be  sure  to  get  you 

home— though  that's  a  place  you'll  rarely  think  of  going  while  you're  in  a  Range  Rover.      Especially  with  its 

leather  seats,  dual  temperature  controls,  and  12-speaker  stereo  system,  which  help  you  RANGE  ROVER 

enjoy  the  jungle  as  if  it  were  the  Bolshoi.      Although  the  Range  Rover  is  not  inexpensive,    .tK\.     .*£»..      itt«    C 

it  is  quite  unlike  any  other  present-day  4x4.  So  for  more  information,  call  1-800-FINE  4WD. 

jiAnd  find  out  for  yourself  why  the  Range  Rover  is  an  SUV  worth  beating  your  chest  over. 
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Quality 

time 

is  not 

a  my tli. 


GORDONS 

The  uimIiI's  most  popular  gin 
A  simple  pleasure  slnee  1769 


Drink  smort.  Be  responsible 

London  Dry  tin.  40*  Alt/Vol.  100*  Groin  Htuttol  Spins 

■  'I  Ml  Mod  Onlillon  USA,  Inc .  Slomfwd,  0 


Kaydon's  Stephen  Clough 

Dull  products,  sexy  margins. 


million  of  new  busi- 
ness this  year.  "No 
other  company 
could  have  done  it 
that  fast,"  says  Peter 
Hall,  Terex's  pur- 
chasing manager. 

Not  competing 
on  price  is  one 
advantage.  Another 
is  being  a  cheap- 
skate. At  Kaydon 
that  mind-set  starts 
at  the  top.  Clough, 
the  son  of  a  shop 
worker,  grew  up  in 
a  two-room  flat  in 
the  rough  Shep- 
herd's Bush  section 
of  London.  The 
hardscrabble  life 
gave  him  a  hunger 
for  making  money  ^^^M 
and  an  aversion  to 
spending  it. 

Clough  spends  98%  of  his  capital 
budget  on  secondhand  equipment. 
The  corporate  dining  room  is  the 
local  McDonald's.  On  business, 
Clough  flies  coach  and  stays  at  $85- 
a-night  Hampton  Inns  for  the  com- 
plimentary breakfasts  and  newspa- 
pers. As  a  kind  of  game,  Clough  and 
his  engineers  always  compare  notes 
on  who  flew  most  cheaply  to  the 
company's  monthly  operational 
meetings. 

Corporate  headquarters?  A  bare- 
bones  leased  office  with  cheap-look- 
ing furniture  and  only  13  people. 
There's  no  receptionist,  just  a  black 
phone  on  the  wall  when  you  get  off 
the  elevator.  Clough,  who  shares  his 
secretary  with  two  other  executives, 
comes  out  himself  to  meet  visitors. 

As  much  as  he  hates  spending 
money,  Clough  detests  slogans  even 
more.  Don't  mention  "just  in  time" 
inventory  control  to  him.  Clough 
just  makes  sure  his  plants  don't  have 
any  spare  space.  If  an  engineer  tells 
him  that  something  a  customer  wants 
can't  be  done,  he  will  snap  back: 
"Show  me  where  God  wrote  it  on  a 
tablet." 

It's  long  been  industry  gospel,  for 
example,  that  chrome-plated  parts 
could  be  made  resistant  to  salt-spray 
corrosion  for  only  24  hours.  Oh 
yeah?  Kaydon  engineers  studied  the 


process  for  eighl 
months,  eventualll 
increasing  thl 

heads  that  polisll 
the  steel  from  twil 
to  four,  and  changl 
ing  the  grit  level! 
on  the  sanders.  Thil 
smoothed  oul 

peaks  and  valleys  ill 
the  steel,  doublinjj 
corrosion  resistancl 
to  48  hours.  Novl 
Kaydon  sells  20^ 
more  of  its  chrom<| 
piston  rods. 

When  it  comej 
to  acquisitions! 
Clough  kicks  th<J 
tires  himself,  literals 
ly  climbing  undeJ 
the  machinery  tc 
check  it  out.  I| 
there  are  dust-cov< 
ered  boxes  stacked  against  the  facto  I 
ry  wall,  Clough  opens  them  to  sen 
what's  inside.  Usually  they  contain 
defective  products.  From  thatf 
Clough  can  tell  which  productiorl 
problems  he  can  fix  and  which  htl 
can't.  Another  move:  He  calls  cus-l 
tomers  of  a  company  he's  looking  tcj 
buy.  If  they've  been  waiting  as  long  aa 
a  year  for  delivery  of  an  order,  thai] 
means  they  probably  can't  get  it  any- 
where else — a  good  position  foil 
Kaydon  to  be  in. 

With  $100  million  in  cash  and  ncl 
debt,  Clough  can  be  picky.  In  the  last  I 
three  years  Kaydon  has  bought  fivel 
companies  for  $60  million  in  cash. I 
but  has  still  managed  to  raise  grossl 
margins  from  37.2%  to  41.7%.  The] 
industrial  machinerv  industry  average  | 
is  20%. 

All  these  jaw-dropping  numbers! 
and  Kaydon  still  trades  at  only  171 
times  1998  earnings,  a  25%  discount 
to  the  s&P  500.  Some  of  that  drag 
may  be  nervousness  over  an  old 
asbestos-related  suit  stemming  from 
some  assets  Kaydon  bought  in  1983. 
But  few  third  parties  familiar  with  the 
suit  think  it  will  ever  get  to  trial  or| 
that  Kaydon  has  liability. 

Too  bad  Clough  can't  figure  out  I 
how  to  work  "Internet"  into  the 
company  name.  But  then,  as  Clough 
might  put  it,  that  would  be  too 
bloody  obvious.  ■■ 
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"I  watch  TRIO  all  the  time,  but  I  just  love  Mysterious  Island,  and  I  never  miss  it." 

-  Beth-  White.  Cocomo.  Indiana 


'Flightpath  is  a  great  program . . . 
nazed  at  your  programming,  it's  absolutely  beautiful." 
-  Haer\  McCartha.  Lakeland.  Florida 


I  thought  The  Boys  of  St.  Vincent  was  an  excellent, 
intense  film,  extraordinarily  well-acted,  and  I  thank  TRIO  for  showing  it. 
-  Dolores  Can:  Long  Beach,  Washington 


rlRMCHAIR  CRITICS  ARE  RAVING  ABOUT  IT" 

you're  tired  of  turning  off  your  brain  when  you  turn  on  the  television,  tune  into  TRIO.  You'll  get  distinctive  and  award- 
ing Dramas,  Documentaries,  and  Films,  and  the  very  best  of  children's  programming  -  the  pick  of  English  language 
Serial  from  around  the  world.  Quality  television  you  won't  see  elsewhere,  and  without  gratuitous  violence,  sex  or 
flon  stars.  So  call  yourtable  operator  or  satellite  provider  today.  After  all,  you've  already  got  the  best  seat  in  the 
use.  Now  all  you  need  is  TRIO,  the  best  in  new  television.  W  the    shape    of    quality    television 


on  channel  260 


A  North  American  Television  Company 


I  See  It 


As  finance  minister,  Manmohan  Singh  was 

the  architect  of  India's  economic  reforms. 

Have  they  been  jeopardized  by  recent  nuclear  tests? 

What  does 
swadeshi  mean? 


By  Subrata  N.  Chakravarty 


In  testing  nuclear 
weapons  in  May,  India 
gave  neighboring  Pakistan 
an  excuse  to  do  the  same, 
and  thus  unleashed  fears  of 
a  new  arms  race.  Both 
countries  now  face  U.S. 
economic  sanctions.  In 
defying  international  senti- 
ment, is  India  also  turning 
its  back  on  opening  its 
economy  to  the  world? 

For  some  insight, 
Forbes  interviewed  former 
finance  minister  Manmo- 
han Singh,  architect  of 
India's  market-opening 
economic  reforms.  Ironi- 
cally, it  is  thanks  largely  to 
the  boldness  of  Singh's 
reforms — which  have  built 
foreign  exchange  reserves 
to  $28  billion  and  ended 
its  dependence  on  the 
International  Monetary  Fund — that 
India,  unlike  Pakistan,  is  mostly  insu- 
lated from  U.S.  sanctions. 

Now  leader  of  the  opposition 
Congress  Party  in  the  upper  house  of 
India's  parliament,  Dr.  Singh,  65,  is 
no  apologist  for  the  Hindu  national- 
ist bjp  (Bharatiya  Janata  Party), 
which  took  power  in  March  and  pro- 
ceeded with  the  nuclear  tests.  There- 
fore, his  views  on  India's  future  are 
well  worth  hearing. 

Forbes:  How  badly  will  U.S. 
sanctions  hurt  India? 
Singh:  So  far,  the  problem  is  man- 
ageable. India  gets  very  little  U.S. 
aid,  and  none  from  the  IMF  these 
days.  The  duration  of  the  sanctions  is 
what  matters,  and  whether  other 


countries  act  in  concert  with  the  U.S. 
We  can't  undo  what's  happened. 
We  must  now  look  to  the  future. 
The  sanctions  will  cause  some  hard- 
ship, but  the  U.S.  is  not  in  a  position 
to  block  World  Bank  assistance  uni- 
laterally. [The  U.S.  has  18%  of  the 
votes,  which,  by  U.S.  law,  must  now 
be  used  against  loans  to  India.  The 
bank  has,  thus  far,  deferred  votes  on 
$1  billion  in  future  loans.]  Also,  the 
quantum  of  [monetary]  inflows, 
public  and  private,  is  very  small — less 
than  1.5%  of  gross  domestic  product. 
Were  the  election  results  of  1996 
and  1998,  which  turned  your 
party  out  of  power,  a  repudiation 
of  your  reforms? 

I  don't  think  so.  If  they  were,  why 
would  the  United  Front  govern- 


ment [the  coalition  that  came 
power  in  1996]  continue  on  til 
path  we  set  out?  I  believe  that  wh<[ 
all  the  rhetoric  is  taken  away,  tl 
government,  too,  will  not  be  able 
•  undo  most  of  the  things  that  v| 
have  done. 

All  the  statistical  evidence  sho\| 
that  during  the  reforms,  the  propc 
tion  of  people  living  below  tt 
poverty  line  declined.  It  may  nd 
have  declined  enough,  but  nobocl 
expected  miracles  in  a  short  peric| 
of  time. 

What  are  the  economic  policies 
of  the  bjp  government?  I 

I  I  don't  know  what  tin 

> 

|  are.  [The  bjp]  came  int 
I  office  by  exploiting  soml 
5  of  the  sentiments  thr[ 
g  divided  our  people.  Lacll 
|  ing  a  political  majoritl 
|  they  needed  the  help  <| 
other  parties,  so  they  havl 
disowned  their  culturJ 
nationalism  and  the] 
Hindutva  [Hindu  sil 
premacy]  agenda.  Thel 
had  a  plank  [in  their  elec 
tion  platform]  of  econonl 
ic  nationalism,  which  thel 
called  swadeshi.  Now  thel 
are  finding  it  difficult  tl 
define  what  that  swadeskl 
is,  and  I  think  the  financl 
minister  and  others  arl 
willing  to  abandon  ill 
Their  followers  will  sool 
ask  them  what  it  is  the] 
voted  for. 
What  do  you  think  they  meant  b;| 
swadeshi} 
I  never  understood,  frankly.  They  arj 
speaking  in  too  many  voices.  In  soml 
business  circles,  it  was  interpreted  a| 
a  strong  protectionist  tendency. 

Mr.  Sinha  [the  bjp  finance  minis! 
ter],  when  he  came  into  office  on  th  | 
first  day,  said,  "Multinationals  hav 
nothing  to  fear."  The  next  day  hi 
was  advocating  something  he  called 
"pragmatic"  swadeshi.  The  thin 
statement  he  made  was  that  restric 
tions  in  certain  areas  of  investmen 
were  on  tap.  It  is  not  the  way  to  reas| 
sure  investors. 

One  bjp  politician  brought  up 
the  old  saw  about  needing  "com- 
puter chips,  not  potato  chips." 
Swadeshi  interpreted  in  a  way  tha  I] 
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cuts  India  off  from  the  rest  of  the 
world,  walking  out  of  the  World 
Trade  Organization,  saying  that  we 
will  not  have  foreign  investment 
except  in  "priority"  areas — these 
things  could  bring  back  License  Raj 
[the  old  system  under  which  almost 
every  business  move  required  gov- 
ernment permission]. 

We  must  make  Indian  industry 
strong  enough  to  be  globally  compet- 
itive. We  need  a  strong  financial  system 
so  that  our  industry  has  access  to  credit 
at  competitive  terms.  We  need  a  strong 
infrastructure  so  our  industry  is  not 
hampered  by  poor  roads  and  the 
shortage  and  high  cost  of  power. 
What  do  you  think  of  the  bjp's 
new  budget? 

It  lacks  a  sense  of  direction.  The  fiscal 
deficit  is  too  high,  revenues  have  been 
overstated  and  expenditures  have  been 
understated.  There  are  some  features 
which  we  [Congress]  don't  like — like 
this  increase  in  import  duties  across  the 
board.   Otherwise,  there's  nothing 
exciting  in  this  budget. 
Is  the  8  percentage  point 
[not  8%]  increase  in  import 
duties  protectionist? 
These  people  are  saying  that  it  just 
compensates  for  sales  tax  and  other 
local  levies,  but  there  is  certainly 
an  element  of  protectionism  built 
into  it. 

The  prospect  of  a  nuclear  arms 
race  on  the  subcontinent  isn't  reas- 
suring to  foreign  capital. 
Some  people  think  the  tests  might 
accelerate  the  reform  process.  If  the 
government  does  sensible  things,  if 
ministers  and  politicians  do  not  say 
things  they  don't  mean,  then  confi- 
dence can  be  maintained.  Confidence 
is  very  fickle.  It  takes  years  to  build  up 
and  very  little  to  destroy.  Credibility  is 
a  problem  for  this  government.  They 
are  speaking  in  too  many  voices.  We 
[Congress]  will  give  them  constructive 
cooperation  if  they  approach  their  task 
in  the  spirit  that  [Prime  Minister  A.B.] 
Vajpayee  said — that  he  seeks  a  nation- 
al consensus. 

Reassuringly,  days  after  the  nuclear 
tests,  the  government  approved  three 
foreign-sponsored  power  projects.  It 
seemed  to  be  saying:  Nuclear  tests  or 
no,  we  still  welcome  foreign  in- 
vestment-Ed.  ■ 


Times  have  been  good  for  most  French  luxury 
goods  makers,  but  Christofle  was  left  behind. 
Now  the  silversmith  is  making  up  for  lost  time. 

Polishing  the 
family  silver 


By  Phyllis  Berman 

With  the  worldwide  spread  of 
affluence  that  has  characterized  the  last 
decade,  small  purveyors  of  French  and 
Italian  luxury  goods  have  often  gone 
global  with  great  success:  Gucci, 
Hermes,  Chanel. 

Left  sadly  behind  was  Christofle,  the 
French  silversmith.  The  world  was 
buying  expensive  handbags  and 
scarves,  perfume  and  champagne,  but 
it  wasn't  buying  $30,000  sterling  silver 
tea  services  and  $24,000  place  settings; 
they  didn't  seem  to  go  with  modern 
on-the  move  lifestyles.  A  bungled 
diversification  into  watches  and  jewel- 
ry in  the  late  1980s  was  a  bust.  The 


family  patriarch,  Albert  Bouilhet,  65 
called  on  his  26-year-old  Milanese  firsi 
cousin,  Maurizio  Borletti,  to  see  if  ht 
could  bring  in  fresh  capital  and  revive 
the  family  firm's  fortunes. 

The  Borlettis  weren't  silversmiths 
Maurizio's  father  had  a  busines; 
making  the  clocks  that  went  in  dash 
boards  for  Fiat  and  other  automakers 
which  he  sold  in  1986.  When  his  fathei 
died,  Maurizio,  then  22,  took  over  the 
family's  investment  portfolio.  Foui 
years  later  he  agreed  to  give  Christoflt 
a  try.  "So  I  arrive  in  Paris  .  .  .  and  foui 
months  later  I  became  the  biggesi 
shareholder,"  he  says. 
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ANY  PLANE  CAN  FLY  LIKE  A  BIRD. 
ONLY  ONE  WORKS  LIKE  A  HORSE. 

ng  Air  You're  on  call  24  hours  a  day.  So  you  need  an  aircraft  that's  ready  to  go  when  and  where  your  business  takes  you. 
j  when  it  comes  to  reliability,  there's  only  one  name,  King  Air.  Over  the  past  30  years,  the  King  Air  family  has  built  its  repu- 


ion  as  the  ultimate  in  turboprops. 
rkhorse  of  the  skies.  Each  has  the 
from  short,  remote  airfields.  And 


They  are  the  go  anywhere,  do  anything 
ability  to  carry  large  payloads,  and  can 
they  are  equipped  with  interiors  that 


King  Air  350  Interior 

n  only  be  described  as  luxurious.  In  short,  they  offer  ultimate  mission  flexibility.  The  King  Air  Family.  The  only  aircraft  that 


•rk  as  hard  as  you  do.  For  more  information  visit  our  website  at  www.raytheon.com/rac  or  call  us  at  1-316-676-2987. 

Raytheon  Aircraft 

Beech 
Hawker 


Borletti  agreed  to  put  in  $10  million 
for  a  55%  stake  in  the  family  holding 
company  that  controlled  Christofle; 
additional  capital  came  from  Swiss 
investors  and  a  Saudi  trading  company. 
About  8.5%  of  the  shares  remain  in 
public  hands;  Christofle  has  been  listed 
on  the  Pans  Bourse  since  1926. 

The  Christofle  collection  centered 
around  tea  services — more  than  a 
dozen  different  but  barely  distinguish- 
able designs,  all  retailing  at  around 
$25,000 — and  sterling  silver  flatware. 
Borletti  recognized  that  earlier 
attempts  to  fasten  the  prestigious  label 
to  things  like  watches  had  been  a  mis- 
take, so  he  decided  to  diversify  strictly 
within  the  "tabletop"  market  by 
adding  porcelain,  crystal  and  linens. 

He  decided  that  he  would  no  longer 
sell  other  makers'  brands  but  would 
create  and  attach  his  label  to  new  lines 
of  tableware— $12  linen  table  napkins, 
$179  five-piece  bone  china  place  set- 
tings, $27  crystal  stemware  and  even  a 
set  of  $69  stainless  steel  flatware. 

It  worked.  Over  the  last  five  years 
companies  like  Crate  &  Barrel  and  Bed 
Bath  &  Beyond  have  created  a 
renewed  interest  in  everything  for  the 
home  from  candleholders  to  cake 
servers.  "They're  doing  for  tabletop 
what  Benetton  and  the  Gap  did  for 
fashion,"  says  Borletti.  And  with  its 
still -famous  name,  Christofle  has  been 
able  to  cash  in  on  the  new  fads.  "I'd 


A  prospective  bride  and  groom  choose  Christofle  in  a  New  Jersey  mall. 
Capitalizing  on  the  renewed  interest  in  everything  for  the  home. 


call  them  aspirational  products,"  says 
Ann-Margaret  Kehoe,  who  covers  the 
industry  for  Home  Furnishings  News. 
Though  Christofle  still  sells  custom- 
designed,  handmade  silver  tea  sets,  it 
now  also  offers  $2,000  sets  that  are 


The  complex  ownership  of  a  minuscule  company 
St.  Eloi 

•Maurizio  Borletti  80%     20% 
•Hermes  20% 


Maurizio  Borletti  sold 
20%  of  his  holding 
company  to  Hermes. 


Maurizio  Borletti  put  $10 
million  into  St.  Eloi  for  a 
55%  stake  in  Compagnie 
Financiere  Bouilhet. 

Compagnie 
Financiere 
Bouilhet  , 

•St.  Eloi  55% 

•  Bouilhet  family  45% 

The  Bouilhet 
family  retains  45%. 


80% 

Orfevrerie 
Christofle 

4.20% 

8.59%^  ,r 

•Compagnie  Financiere 
Bouilhet  53.62% 
•Rolaco  Holdings*  18.49% 
•Lombard  Odiert  15.10% 

15.10%^ 

I 

•Publicly  held  8.59% 
•St.  Eloi  4.20% 

18.49%  A 

%     45% 

Together  the  Bouilhet  family  and  Borletti  control 
more  than  half  of  Christofle. 

•A  Saudi  trading  company.  tSwiss  investors. 


partly  machine-made.  And  that  $l| 
napkin,  when  given  as  a  set  with  i 
matching  tablecloth,  will  set  you  bac 
$250.  "We  control  each  step  in  til 
manufacturing  process,"  explains  Bo  I 
letti,  "right  down  to  the  thread,  ha\irl 
it  dyed,  woven  and  printed." 

Gucci  it  is  not,  but  ChristofiVs  re  I 
enues  are  growing  nicely  now  to  $12] 
million;  most  promising,  U.S.  sale] 
though  small,  are  around  $25  millioif 
Americans  are  even  nibbling  at  the  ol<| 
line  stuff:  In  the  week  after  a  stoil 
opened  in  a  mall  in  Short  Hill 
N.J.  last  April,  aspiring  subul 
banites  bought  two  $10,0C| 
tea  sets  and  two  $5,00| 
candelabra. 

Borletti's  early  succe  I 
has  attracted  the  attentic 
of  Jean-Louis  Duma 
Hermes,  of  luxury  leath< 
goods  fame.  Hermes  has  pu  I 
chased  a  20%  stake  in  Borletti 
holding  company,  St.  Eloi,  an 
stands  ready  to  give  freely  of  the  advit 
that  has  made  Hermes  such  a  stunnin 
success  this  side  of  the  Atlantic.  "V\| 
want  to  be  the  Gucci  .  .  .  die  Herim 
of  our  business,"  exclaims  Borletti.  ■ 
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VIVENDI.  COMMITTED  TO  MEETING  YOUR  LIFE'S   EVER-CHANGING   NEE* 

Vivendi  is  the  new  name  for  Compagnie  Generate  des  Eaux.  Its  role  has  grown  from  simply  providing  people 


jrer  water,  to  providing  energy,  transport  systems,  waste  management,  construction  and  property,  commun- 
ations  and  telecommunications.  In  other  words,  simply  to  improve  your  everyday  life,  today  and  tomorrow. 


H 


World  leader  in  Envii 
mental  Services  and  oneaf 
the  major  European  lead 
in     Communication 
Construction,    Viveri 
employs  220,000  people 
90  countries.  Its  turnovem 
close  to  $35  bn  and  its  i 
income  is  expected  to  exceed  $1.1  bn  in   I  998.  Vivendi's  market  capitalisatt 
is  close  to  30bn  (mid  1998). Vivendi  is  part  of  the  DJ  Euro  Stoxx  50. 

In  the  United  States  too,  Vivendi's  activities  are  every  day  helping  to  improve 
quality  of  life  for  millions  of  people  and  the  company  has  annual  sales  here  of  $^ 

Air  &  Water  Technologies,  a  Vivendi  subsidiary,  builds  and  operates  water 
waste-water  facilities  for  8  million  people  in  35  states,  including  Puerto  Rico.  Its  Met 
&  Eddy  subsidiary  has  designed  and  implemented  the  Boston  Bay  depollution  progr 

In  energy,  Vivendi  is  one  of  the  main  independent  electricity  suppliers  in  the 
Its  Sithe  Energies  subsidiary  operates  35  plants  in  several  states,  representing  a  glo 
capacity  of  4,000  MW.  These  include  Boston  Edison's  plants  and  the   1,000  r7 
Independence  plant  which  plays  a  part  in  the  lighting  of  Manhattan. 

In  the  waste  management  field,  Montenay  Onyx,  a  subsidiary  of  Vivendi,  opera 
5  major  "waste-to-energy"  plants  in  North  America,  including  Dade  County  in  Flor 
the  most  important  one  in  the  US. 


COMMITTED  TO  MEETING  YOUR  LIFE'S  EVER-CHANGING  NEEDS. 


www.vivendi.com 


We're  making  no  predictions— but  if  you're 
looking  for  signs  of  a  market  top,  here's  a  beaut 

Belated  bulls 


By  Robert  Lenzner  and  Scott  McCormack 


In  THE  1870s  wily  politicians  de- 
frauded the  state  of  South  Carolina 
out  of  $400,000  in  a  failed  invest- 
ment in  the  troubled  Greenville  & 
Columbia  Railroad  Co.  We're  talk- 
ing big  money  for  those  times:  The 
loss  was  equal  to  a  quarter  of  the 
state's  revenues  for  that  year.  Never 
again,  vowed  the  state.  It  adopted  a 
constitutional    ban    on    investing 


public  money  in  stocks. 

More  than  a  century  later  South 
Carolina's  $17  billion  pension  fund  is 
entirely  in  fixed  income,  mostly  A- 
rated  bonds  and  Treasurys.  South 
Carolina  made  an  annual  return  of 
only  8.6%  over  the  last  five  years.  By 
comparison,  the  Standard  &  Poor's 
500  returned  an  average  of  20.3%. 

South    Carolina's    19th-century 
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prohibition  was  finally  reversed  in  la 
May,  after  years  of  heated  debat 
State  pension  officials  are  about  t 
begin  shifting  40%  of  that  $17  billic 
into  the  stock  market. 

"I  just  hope  for  a  mighty  majc 
correction  between  now  and  then: 
says  state  treasurer  Richard  Eckstron 
who  got  elected  by  promising  t 
overturn  the  ban  on  equities.  H 
points  out  that  South  Carolina  woi 
have  earned  an  additional  $2  billio 
last  year — $5  million  a  day — had 
been  40%  invested  in  equities. 

South  Carolina  isn't  alone  in  mi: 
ing  the   bull  market.   Indiana  wj. 
equally  anti-equity.  The  Hoosier  Stai 
made  its  first  foray  into  comm 
stocks  last  year,  a  century  and  a  ha 
after  adopting  its  own  constitution; 
ban.  In  the  1840s  Indiana  had  near] 
gone  bankrupt  after  investing  heavi] 
in  the  Wabash  &  Erie  Canal  Co.  ]  I 
took  three  highly  contested  referer 
dums  in  the  last  decade  before  Indian 
voters  finally  approved  the  change. 

Indiana's  biggest  pension  pool,  thll 
$8.7  billion  Public  Employee  Retire 
ment  Fund,  intends  to  become  60' 
stocks,  40%  bonds  within  the  ne> 
three  years.  It  has  shifted  $1.8  billio 
into  stocks  and  has  $3.4  billion  to  gc 

Another  state  that  has  suffere. 
badly  by  missing  the  bull  market  i 
West  Virginia.  Its  Teachers  Retire 
ment  System,  founded  in  1943,  ha 
only  $700  million  in  assets,  agains 
more  than  $3  billion  in  unfunded  lia 
bilities.  If  West  Virginia  had  bee 
60%  in  equities,  rather  than  100%  i 
fixed  income,  the  fund  would  cur 
rently  have  a  surplus.  The  state  mad 
its  first  equity  investment  in  February 

Most  of  the  officials  involved  ar 
aware  of  the  dangers  of  investing  ii 
stocks  after  the  market's  1,000%,  16 
year  runup.  "We  are  not  going  t« 
chase  the  market.  We  don't  want  t< 
be  the  last  lamb  at  the  slaughter, 
says  Diana  Hamilton,  Indiana's  direc 
tor  of  public  finance. 

You  can  look  at  it  this  way:  With  ai 
this  money  yet  to  be  put  into  stocks 
there's  a  lot  of  buying  power  ii 
reserve. 

On  the  other  hand,  when  the  las 
holdout  decides  to  get  in,  can  the  en< 
be  far  behind? 

We're  not  predicting.  Just  report 
ing.  ■ 
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Wha, 


a  >uperb  performance. 


iiadam."  responded  the  pianist 

b 


gushed  the  woman  when 

the  recital  was  over. 
1  give  half  my  life  to  be  able 
to  play  like  that." 


with  a  little  bow, 
that  is  exactly  what  it  took." 


I 
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[Performing  brilliantly  for  an  audience  of  one.  Providing  you  with  innovative  insurance, 

financial  protection  and  investment  management.  Globally.  And  locally. 

The  Zurich  Grouo.  Building  relationships,  solution  bv  solution. 
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Everyone  talks  about  the  weather,  but  no  one  has  ever  done  anything  about  it. 
Until  now. 

Betting  against  God 


By  Bruce  Upbin 

At  Enron  Corp.'s  energy  trading 
floor  in  Houston,  two  meteorologists 
stare  at  storm  patterns  and  nation- 
wide temperatures  on  their  monitors. 
The  weather  matters  a  lot  to  Enron — 
warm  weather  means  less  gas  sold.  It 
matters  to  a  lot  of  companies — golf 
course  operators,  electric  utilities, 
coal  miners,  movie  theaters,  grain 
merchants. 

Enron  is  doing  something  about 
the  weather.  Along  with  Koch  Indus- 
tries, a  privately  held  commodities 
giant,  and  Utilicorp  United,  a  Kansas 
City-based  utility,  Enron  is  creating  a 
new  over-the-counter  trading  market 
in  weather  risk  management.  The 
idea:  These  sponsors,  other  corpora- 
tions and  individuals  who  like  to  play 
speculator  will  use  the  market  to 
make  calculated  bets  on  rain,  snow, 
heat,  cold  or  wind.  Just  as  a  pension 
fund  with  a  stock  portfolio  could 
hedge  by  purchasing  a  put  option  on 
the  S&P  500  index,  a  business  with 
earnings  dependent  on  a  hot  summer 
could  hedge  with  a  side  bet  in  favor 
of  a  mild  summer. 

"We  think  this  could  be  as  big  as 
the  [$300  billion]  power  and  gas 
markets,"  says  Lynda  Clemmons,  28, 
who's  in  charge  of  weath- 
er trading  at  Enron. 

How  would  this  work 
for  a  golf  course  operator 
in  Houston?  Say  the  com- 
pany calculated  that  a  day 
of  rain  costs  it,  on  aver- 
age, $50,000  in  revenue. 
So  it  buys  a  rainfall  call. 
Perhaps  the  option  says 
for  every  day  above  32 
days  in  1999  that  Hous- 
ton has  more  than  half  an 
inch  of  rain,  the  option 
pays  the  holder  $  1 .  Given 
that  the  norm  in  Houston 
is  for  29  such  days,  the 
option  might  cost  $2.20. 
The  golf  course  operator 
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could  buy  50,000  options. 

How  do  you  come  up  with  a  price? 
In  a  thriving  liquid  market,  an  army 
of  hedgers  and  speculators  would 
converge  on  a  fair  price.  In  an  illiquid 
market,  it  behooves  both  buyer  and 
seller  to  carefully  arrive  at  a  value.  To 
do  this,  you  could  run  a  "Monte 
Carlo  simulation"  in  which  you  plug 
historical  weather  data  into  a  com- 
puter and  then  roll  a  pair  of  virtual 
dice  10,000  times.  That  tells  you 
how  a  particular  weather  option 
should  play  out,  on  average. 

Say  you  bought  that  Houston  32- 
rainy-day  contract  at  $2.20.  If  the 
city  gets  at  least  35  days  of  rain,  you 
make  money  on  the  trade;  with  less 
rain,  you  lose. 

Any  trading  yet?  Not  much:  Enron 
and  Utilicorp's  Aquila  Energy  sub- 
sidiary in  Omaha,  Nebr.  have  each 
executed  only  about  100  trades  since 
the  market  began  in  late  1996. 

To  explain  the  setup,  Enron  cites  a 
real-life  contract  involving  cold 
weather  in  St.  Louis.  The  hot-potato 
game  with  risk  started  with  an  apart- 
ment owner  that  faced  increased  elec- 
tric bills  during  bad  winters.  The 
landlord  laid  off  its  risk  by  signing  a 


Hedging  against 
a  snowy  winter: 
There's  not  much 
volume  yet,  but 
"weather  traders" 
figure  the  market 
in  bets  against 
weather  patterns 
could  be  as  big  as 
$300  billion. 


contract  with  an  electric  billing  se 
vice  in  which  the  landlord  paid  a  fixe 
sum  in  advance  to  cover  its  electr 
bills  for  the  winter.  Now  the  landloi 
was  protected  against  unpleasant  su 
prises,  but  the  billing  service  w; 
taking  a  risk.  So  the  billing  servic 
bought  a  swap  from  Enron. 

This  contract  was  pegged  to  hea 
ing  degree  days  in  St.  Louis.  Hea 
ing  degree  days  are  a  measure  < 
how  long  and  how  far  the  tempen 
ture  stays  below  65  degrees,  tha 
being  the  point  at  which  peopl> 
reach  for  their  thermostats. 

In  the  swap,  Enron  agreed  to  pa 
the  billing  service  for  heating  degre 
days  above  a  certain  amount,  and  ge 
paid  for  every  heating  degree  da 
below  a  certain  amount.  Now  Enro 
had  a  weather  risk.  Being  a  gas  con  i 
pany,  it  could  well  have  absorbed  th: 
risk  (remember,  its  gas  profits  ar 
stronger  in  cold  weather);  in  an 
event,  the  Enron  traders  offset  mo: 
of  the  risk  on  the  contract  by  buyin 
a  degree-day  call  option  from  a  spec 
ulator.  The  option  would  have  pai 
off  big  if  St.  Louis  were  buried  in  ia 
It  was  a  warm  winter.  The  specula 
tor  cleaned  up. 

The  weather  market  i 
still  tiny  and  very  illiquic 
Bid-ask  spreads  of  25%  ar 
not  unknown,  says  L.E 
(Tripp)  Dunman,  Aquila' 
director  of  weather  mar 
keting.  It's  heavy  volum 
if  a  contract  change 
hands  five  times. 

The  obvious  players- 
including  grain  millers 
energy  companies,  utilitie 
and  insurance  compa 
nies — have  yet  to  show  u] 
in  quantity.  Sooner  o 
later,  predicts  Dunman 
they  will  get  tired  of  jus 
talking  about  the  weathe 
and  do  some  trades.     ■ 
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I  have  always  been  a  big  worrier. 
Thanks  to  DNA  research,  I  now  know  why. 

Outlawing  DNA 


By  Dan  Seligman 

The  cab  driver  had  the 
radio  on,  and  I  was  being 
treated  to  a  golden  oldie 
I  hadn't  heard  in  years — 
the  one  with  the  refrain, 
"Why  do  I  worry?  Why 
do  I  care?"  I  briefly  con- 
sidered mentioning  to 
the  driver  that  research 
into  the  human  genome 
has  in  recent  years  pro- 
vided fascinating  new 
insights  into  the  etiology 
of  worrying,  but  sudden- 
ly intuited  that  he  might 
not  care. 

I  personally  do  a  lot  of 
worrying,  and  was  fasci- 
nated when  I  finally 
learned  why.  I  got  the 
story  several  weeks  ago 
from  Living  with  Our 
Genes,  a.  recent  highly 
readable  account  by  mol- 
ecular geneticist  Dean 
Hamer  of  the  National 
Cancer  Institute  and 
writer  Peter  Copeland. 
Their  exposition  indicates 
that  I  almost  certainly 
have  the  shorter  version 
of  the  serotonin  trans- 
porter gene.  Serotonin  is 
a  brain  chemical  deeply 
implicated  in  mood 
swings,  and  the  trans- 
porter gene  regulates  its  flows  in  the 
midbrain's  limbic  system.  The  longer 
version  of  the  gene,  which  has  been 
nicknamed  "genetic  Prozac,"  is  more 
efficient  at  moving  serotonin  around. 
There  are  exceptions,  but  those  of  us 
with  the  shorter  version  tend  to  be 
worriers. 

It  is  therefore  with  apprehension 
that  I  put  forward  a  few  daring  fore- 
casts about  life  in  the  medium  to  far- 
out  future — let's  say  10  to  15  years 
out.  The  human  genome  will  likely 
have  been  mapped  and  sequenced, 


and  the  data  linked  to  human  behav- 
ior. Like  raindrops  on  the  roof,  the 
news  from  the  labs  already  offers  a 
steady  rat-a-tat-tat  of  research  findings 
on  the  generic  basis  of  human  traits. 

Forecasts  about  the  generic  future 
qualify  as  daring  because  (a)  the  tech- 
nology is  stunning;  (b)  the  questions 
about  its  applications  are  already 
looking  politicized;  and  (c)  our  polit- 
ical process  is  full  of  surprises.  I  bring 
only  one  thought  to  the  table:  The 
knowledge  will  be  used,  not  sup- 
pressed. Efforts  to  control  its  appli- 


cation will  be  mostly  futile,  and  01 
lives  will  be  transformed  by  the  dat 
generated  by  the  molecular  biolc 
gists.  The  scholars  are  already  closinl 
in  on  genes  associated  with  socio! 
pathic  behavior,  alcoholism,  long  lift] 
obesity,  high  intelligence,  cystic  fibre 
sis,   breast  cancer,  homosexuality] 
parkinsonism,  Huntington's  disease 
"novelty-seeking,"       Alzheimer's! 
anorexia  and  plain  ole 
worrying,    to    mention 
just  a  few  of  those  you'v>| 
been  reading  about. 

It  is  fairly  obvious  wh| 
the  gene  data  have  beei 
politicized. 

For  openers,  they  anl 
demolishing  the  "culturl 
al  model"  that  has  domij 
nated  thinking  durinji 
most  of  this  century.  Thii 
model  presupposes  thai 
people  are  shaped  by  per] 
sonal  experience  anc 
social  conditioning.  Ir 
Ruth  Benedict's  enori 
mously  influential  Patl 
terns  of  Culture  (pub| 
lished  in  1934),  culture 
was  all  and  human  biolo  I 
gy  was  largely  irrelevant! 
As  recently  as  the  1980:1 
this  was  the  model  car-J 
ried  around  in  the  heacl 
of  a  median  liberal  art;i 
graduate. 

It  was  a  model  with  i 
special  appeal  to  intellec- 
tuals on  the  left.  In  argu- 
ing the  primacy  of  social 
conditioning,  it  provided 
a  bedrock  support  foil 
social  engineering  pro- 
grams— like,     say,     the| 
community  action  pro- 
grams set  up  to  fight  poverty  in  the] 
Great  Society  era. 

The  gene  data  tell  us  that  people  | 
are  less  malleable  and  more  pre- 
dictable than  previously  assumed 
The  predictions  will  not  be  perfect.  I 
and  Dean  Hamer  and  numerous 
other  gene  researchers  will  correctly 
go  on  reminding  us  that  genes  reflect 
probabilities  and  not  destiny — but 
even  so,  the  predictions  will  be  far 
better  than  anything  we  are  accus- 
tomed to,  and  the  data  will  take  a  lot 
of  getting  used  to.  As  will  the  fact 
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•  Only  CEO  gathering  offering  genuine 
peer-driven  learning 

•  Skillfully  facilitated,  candid,  confidential 
discussions 

•  Intimate  setting  -  limited  to  50  CEOs 

•  Cutting-edge,  world-renowned  thought 
leaders 

•  Customized  agenda  that  reflects  attendee 
experience  as  well  as  global  events 

•  Potential  topics  include 

>  planning  for  CEO  succession 

>  building  top  management  teams 

>  improving  board  governance 

>  examining  the  character  of  leadership 


CEO  Perspectives 


"I  always  enjoy  this  CEO  conference.  It  is  one  of  the  few  that  I  go  to  for  obvious  reasons. 
There  is  more  to  gather  than  to  give  ..." 

Bernard  Marcus,  Founder  S  Chairman,  The  Home  Depot 

"I've  been  to  similar  events  all  my  life  and  none  is  better  than  yours.  Your  ability  to 
bring  together  such  a  powerful  group  and  provide  the  vehicle  for  sharing  ideas  in  an 
atmosphere  of  candor  is  most  truly  awesome." 

Gerard  R.  Roche,  Chairman,  Heidrick  G  Struggles 

"You  have  been  a  mentor  to  so  many  of  us  in  the  highest  positions  in  corporate  America. 
I  know  of  no  one  with  higher  character  and  integrity  than  you." 

Leonard  H.  Roberts,  CEO,  Tandy/Radio  Shack 


For  reservations  and  additional  information  contact: 

The  Chief  Executive  Leadership  Institute  •  6779  Crescent  Drive  NW  •  Norcross,  Georgia  30071-2934 

tel  770.409.8887  •  fax  770.613.5063  •  email  ceoleadership«)mindspring.com 


:hat  vour  own  profile  could  end  up 
xing  capsulized  in  a  DNA  chip,  func- 
loning  like  a  kind  of  genetic  bar 
:ode.  In  one  version  (the  Affymetrix 
:hip,  described  in  the  June  15  issue 
})f  this  magazine),  a  small  glass  wafer, 
berhaps  one  centimeter  square, 
j.vould  enable  laboratories  with  the 
proper  equipment  to  pick  up  on  any 
diseases  you  are  prone  to,  also  to 
make   some   pretty   good    guesses 

(ibout  your  personality,  character  and 
ntelligence. 

I  Daring  forecast  number  one: 
Genetic  test  data  will  be  broadly 
[available  to  the  insurance  industry, 
pnd  will  affect  premium  rates.  Daring, 
(because  already  the  federal  govern- 
Iment  and  many  states  outlaw  or 
restrict  the  use  of  genetic  data  in  life 
knd/or  health  insurance.  And  it's  not 
only  the  U.S.  that's  behaving  this 
way.  In  the  United  Kingdom,  the 
Human  Genetics  Advisory  Commis- 
sion recendy  recommended  that  the 
life  insurance  industry  not  have  the 
right  to  use  genetic  test  data  against 
anv  individual. 


The  gene  data  tell  us  that 
people  are  less  malleable 
and  more  predictable  than 
previously  assumed. 


There's  a  little  problem  here  called 
adverse  selection.  People  with  the 
worst  odds  buy  the  most  insurance. 
The  day  is  surely  less  than  15  years 
away  when  millions  of  insurance 
prospects  will  have  learned  quite  a  lot 
about  their  mortality  prospects.  What 
happens  if  the  insurance  industry  is 
forbidden  to  discriminate  against 
people  with  an  above-average  likeli- 
hood of  getting  cancer  (as  it  now  dis- 
criminates against  old  folks,  smokers 
and  Indy  500  racers)?  Either  the 
insurance  industry  goes  bankrupt — 
or  it  migrates  to  a  locale  where  infor- 
mation flows  freely.  We  don't  know 
what  that  locale  might  be  (Hong 
Kong,  maybe),  but  it's  a  fair  bet  that 
the  migration  will  be  hard  to  stop 
unless  the  Internet  is  outlawed. 

Forecast  number  two  has  to  do 


with  employment  discrimination. 
Here  again,  the  Clinton  Administra- 
tion has  been  out  front  in  proposing 
laws  against  genetic  bias  in  the  work- 
place. The  President  inveighed 
against  it  in  this  year's  State  of  the 
Union  speech,  and  a  few  days  earlier 
Al  Gore  had  addressed  a  group  called 
the  Genome  Action  Coalition,  and 
proposed  legislation  precluding  the 
use  of  genetic  test  data  in  employers' 
decisions  about  hiring,  promoting 
and  pay  levels.  The  basic  argument:  If 
workers  fear  that  their  genes  can  cost 
them  job  opportunities,  then  they 
will  not  get  tested,  which  means  they 
could  lose  valuable  information  about 
treatable  ailments. 

It's  a  plausible  story  line,  but  it 
doesn't  quite  compute.  For  one  thing, 
American  parents  will  want  their  kids 
to  be  tested  long  before  they  are  in 
the  labor  force — the  health  advantages 
of  testing  will  swamp  all  other  consid- 
erations. In  any  case,  employers  in 
general  don't  worry  much  about  the 
future  health  of  job  prospects.  What 
they  want  is  to  hire  conscientious 
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workers  and  avoid  sociopaths.  The 
molecular  biologists  have  not  yet  iden- 
tified the  genes  associated  with  either 
personality  type,  but  we  know  from 
studies  of  twins  that  the  underlying 
traits  are  substantially  heritable.  When 
the  genes  are  found,  employers  will 
want  to  test  for  them.  If  a  law  forbids 
employers  to  ask  for  genetic  data,  then 
job-seekers  with  good  genes  will 
simply  volunteer  the  data,  much  as 
they  brag  now  on  their  resumes  about 
their  backgrounds.  You  see,  it's  very 
hard  to  enforce  a  law  that  outlaws  the 
flow  of  information. 

My  last  prediction  is  a  bit  of  a 
shocker:  Eugenics  will  make  a  come- 
back. A  century  ago,  eugenics  was  a 
"progressive"  cause,  supported  by  the 
likes  of  H.G.  Wells  and  George 
Bernard  Shaw,  who  thought  it  obvi- 
ously sensible  for  society  to  manage 
procreation  in  ways  that  maximized 
good  health  and  high  intelligence.  A 
half-century  ago,  eugenics  became 
associated  with  Hitler,  genocide  and 
master-race  theories,  and  its  reputa- 
tion has  never  recovered. 


A  lot  of  parents  will 
confront  the  choice  between 
average  kids  and  great  kids, 
and  go  for  the  great  kids. 


The  new  eugenics  will  not  be 
called  eugenics.  Instead,  it  will  most 
likely  be  associated  with  the  label 
"designer  babies."  In  his  recent  book, 
Remaking  Eden,  Lee  M.  Silver  (a 
Princeton -based  molecular  biologist) 
describes,  and  powerfully  defends, 
several  "genetic  enhancement"  tech- 
nologies that  will  soon  be  available  to 
parents.  Any  of  them  will  enable  the 
parents  not  only  to  screen  out  dis- 
eases but  also  to  select  among  various 
desirable  attributes.  They  can  more 
or  less  guarantee  that  their  kids  will 
be  smart,  good-looking,  healthy  and 
big  winners  in  the  market.  No,  strike 
that  last  one. 

Designer  babies  will  obviously  run 
into  some  resistance  at  the  political 
level.  Many  Americans  find  it  all  a  bit 
queasy-making.   Nobody  seems  to 


object  if  you  turn  to  such  technologies 
to  ensure  that  your  kids  don't  have 
some  crippling,  or  fatal,  disability — 
but  people  get  upset  by  the  next  step, 
wherein  you  reach  out  for  superior 
ability.  Silver  asks  why.  "Why  not  con- 
trol what  has  been  left  to  chance  in  the 
past?"  he  asks,  adding  that  in  bound- 
less other  ways  we  assume  an  obliga- 
tion to  make  our  kids  as  good  as  they 
can  be.  "On  what  basis  can  we  reject 
positive  genetic  influences  .  .  .  ?" 

Silver's  argument  will  not  persuade 
many  who  are  religious  and  will  be 
offended  by  the  spectacle  of  parents 
playing  God  (although  this  argument 
would  presumably  also  apply  to  those 
merely  screening  out  disease).  But  a 
lot  of  parents,  religious  and  other- 
wise, will  confront  the  choice 
between  average  kids  and  great  kids, 
and  go  for  the  great  kids.  It  is  hard  to 
believe  they  can  be  stopped. 

As  one  parent  quoted  by  Silver 
puts  it:  "Is  drawing  the  wild  card 
always  so  wonderful?" 

Anyhow,  the  bet  here  is  on  fewer 
wild  cards  in  the  years  ahead.         ■■ 
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By  Thomas  Sowell 


Two  books  for  the  price  of  one 
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Milton  and 
Rose 

Friedman's 
early  years 
may  give  pause 
to  those  who 
seem  to 
think  that 
conservatives 
are  just 

affluent  people 
who  don't 
know  what  it 
is  to  be  poor. 


Suits  with  two  pairs  of  pants  used  to  be 
very  popular,  back  in  the  days  when  money 
was  a  lot  harder  to  come  by.  Today,  if  you 
would  like  to  get  two  autobiographies  for  the 
price  of  one,  try  the  recendy  published  Two 
Lucky  People  by  Rose  and  Milton  Friedman. 

In  addition,  they  throw  in  sketches  of  the 
social  history  of  a  bygone  era  in  which  they 
grew  up  and  many  valuable  insights  on  eco- 
nomic issues  and  the  politics  that  often  sur- 
round these  issues.  Finally,  there  are  pho- 
tographs that  include  Milton  Friedman  as  a 
sharp-looking  young  man  with  hair  and  one 
of  Rose  as  a  truly  lovely  little  girl. 

You  would  have  to  get  a  two-pants  suit 
with  shoes,  shirt  and  tie  to  match  that. 

The  Friedmans'  early  years,  growing  up 
in  what  would  today  be  considered  poverty, 
may  give  pause  to  some  of  those  who  seem 
to  think  that  conservatives  are  just  affluent 
people  who  don't  know  what  it  is  to  be 
poor.  More  than  that,  this  book  captures 
the  very  different  mindset  of  people  in  that 
era,  before  there  were  so  many  demagogues 
painting  a  gloomy  picture  of  low- income 
people's  prospects,  while  making  them 
dependents  of  the  welfare  state. 

Milton  Friedman's  mother  was  an  immi- 
grant from  Eastern  Europe  who  worked  in  a 
sweatshop  after  arriving  in  America,  as  did  so 
many  Jewish  immigrants  of  that  era.  Fried- 
man's father  was  also  an  immigrant  from 
Eastern  Europe.  He  worked  as  a  peddler 
before  mo\ing  up  to  owning  a  small  store, 
where  Milton  and  his  sisters  also  worked.  In  a 
pattern  common  around  the  world,  the 
family  lived  upstairs,  over  the  store. 

As  a  young  man,  Milton  Friedman  went 
to  Rutgers  University,  where  he  worked  his 
way  through  college  with  a  variety  of  jobs. 
Among  the  courses  he  took  was  one  in  eco- 
nomics, taught  by  the  legendary  Arthur  F. 
Burns.  The  rest,  as  they  say,  was  history. 

His  wife,  born  Rose  Director,  had  a  simi- 
lar background.  She  herself  immigrated  to 
the  United  States  from  Eastern  Europe  as  a 
small  child,  just  before  the  First  World  War. 
Her  father  also  progressed  from  peddler  to 
storekeeper. 

The  two  of  them  met — very  appropri- 
ately— as  graduate  students  taking  the  same 
class  in  economics  at  the  University  of 


Chicago.  The  professor — the  also  legend 
Jacob  Viner — arranged  the  seating  of  his 
students  alphabetically,  so  Rose  Director 
was  seated  next  to  Milton  Friedman.  Again, 
the  rest  was  history. 

Like  so  many  young  people  beginning 
their  careers  in  the  1930s,  Alilton  Friedman 
was  a  New  Dealer.  Indeed,  he  worked  for 
the  government  during  the  Roosevelt 
administration.  Friedman  describes  himself 
as  "thoroughly  Keynesian"  at  the  time, 
though  no  one  would  do  more  than  he  to 
destroy  Keynesian  economics  in  later  years. 

Commenting  on  this  period,  Friedman 
said:  "My  experience  in  those  years  shaped 
the  advice  I  regularly  gave  my  graduate  stu- 
dents in  later  years:  by  all  means  spend  a  few 
years  in  Washington — but  only  a  few. " 

Among  other  things,  he  learned  "the 
first  rule  of  bureaucracy — that  the  only  fea-i 
sible  way  of  doing  anything  is  the  way  it  is 
being  done." 

While  working  as  a  statistician  during 
World  War  II,  Friedman  was  given  a  statistical 
problem  about  a  device  whose  exact  nature 
he  never  knew  until  much  later.  It  was  a  deto- 
nator to  be  used  to  set  off  the  atomic  bomb. 

Today,  when  the  name  "Milton  Friedmanr 
conjures  up  an  image  of  the  Nobel  Prize- 
winning  economist,  or  the  impressive  host  of 
the  Free  to  Choose  television  series,  or  the 
author  of  weighty  scholarly  writings  and 
best- selling  books  for  the  masses,  it  is  good 
to  know  that  he  was  not  born  as  someone 
likely  to  be  any  of  those  things. 

At  a  number  of  places,  Milton  Friedman 
comments  on  "the  extraordinary  role  that 
pure  chance  plays  in  most  people's  lives," 
often  illustrating  this  with  events  that 
marked  changes  in  his  career  and  in  his  per- 
sonal life.  But  there  had  to  be  more  than 
pure  chance.  A  lot  more. 

This  book  gives  us  some  idea  of  how  much 
more.  Because  Rose  and  Milton  write  sepa- 
rately in  this  joint  autobiography,  she  can  give 
us  some  insights  into  him  that  he  would  not, 
or  perhaps  could  not,  give  about  himself. 

Milton  Friedman  is  not  just  an  extraordi- 
nary intellect  but  also  a  wonderful  human 
being.  As  a  former  student  of  his,  who  also 
knows  how  tough  he  can  be,  let  me  add — 
especially  outside  the  classroom.  ■ 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford.  Calif. 
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ith  competition  getting  off  the  ground  in 
several  key  states,  ic  util- 

The  new  playing  field  is  not 
just  a  local  territory,  but  the  world.  The  new 
players  are  more  than  just  utilities,  but 
also  makers  of  high-tech  products  that 
provide  a  competitive  edge.  And  the  new 
beneficiaries?  Businesses  that  are  enjoying 
lower  rates,  and  investors  who  see  potentially 
higher  returns  from  the  utility  sector. 
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hile  the  pace  of 
deregulation  has  not  been  as  fast  as 
some  had  predicted,  all  states  are  now 
looking  at  opening  the  generation  of 
electricity  to  retail  competition. 
Massachusetts  became  the  first  state 
to  deregulate  across  the  board 
on  March  1,  followed  on  March  31 
by  California.  As  a  result  of  the 
Massachusetts  plan  encouraging  com- 
petitors in  the  retail  market  to  shed 
their  generating  assets,  Boston  Edison 
in  May  completed  the  nation's  first 
complete  divestiture  of  its  fossil-fueled 
generating  assets  that  occurred  as  a 
result  of  deregulation.  The  $657  mil- 
lion sale  to  Sithe  Energies  includes  a 
promise  that  Sithe  will  also  invest  more 
than  $1  billion  in  Massachusetts,  con- 
structing new  high-tech  generating 
facilities  on  these  sites. 

Analysts  say  states  may  begin  to  move 
more  quickly  to  pass  legislation  or  regu- 
latory orders  this  year,  spurred  by  the 
promise  of  beneficial  deals  and  the 
possibility  of  national  deregulation 
legislation.  "States  are  trying  to  at 
least  establish  the  rules  of  engage- 
ment before  something  happens  in 
Washington  and  their  choices  become 
limited  or  constrained,"  explains  ener- 
gy analyst  Dan  Scotto.  "While  only 
eight  states  are  slated  to  begin  retail 
access  in  1998,  it  is  very  clear  there  is 
considerable  momentum  for  the  entire 
country  to  deregulate." 


California  Opens 
for  Competition 

Deregulation-watchers  have  long  been 
anticipating  the  coming  of  retail  choice 
in  California,  the  most  significant  state 
to  open  its  electricity  generation  to 
competition.  California's  three  major 
electric  utilities  worked  out  legislation 
that  allowed  them  to  pass  on  their 
stranded  costs  (investments  made 
under  regulation  in  projects  such  as 
nuclear  and  fossil  power  plants  and 
above-market  purchase  power  con- 
tracts) to  customers,  while  in  turn  grant- 
ing energy  users  a  10%  rate  cut. 
Initial    reports    of  California's    open 


access  market  show  that  the  rate  cuts — 
which  are  offset  by  competitive  transi- 
tion charges  passed  on  to  customers  to 
cover  securitization  of  stranded  costs — . 
have  not  been  enough  to  lure  residen- 
tial customers  to  new  providers.  In  fact, 


customers  will  come  in  time,  the  r 
significant  opportunity  for  player  | 
the  open  market  today  lies  in 
business  and  industrial  sector.  ¥. 
marketers  of  power  are  making  c 
with  large  clients  and  offering  9 


"will  you  he  able 

to  choose  your 
electricity  provider 
A  state-by-state 
guide  at 

www.hemnet.com 


less  than  5%  of  California's  10  million 
electricity  consumers  have  left  their 
traditional  electric  company  for  a  new 
one.  And  while  analysts  predict  that 
savings   and   benefits   for   residential 


derable  savings  and  new  servrl 
Differentiating  themselves  in  a  J 
other  than  just  lower  rates  can  11 
companies  achieve  a  competitive  c\ 
in  the  new  market. 


Battle  at  the  Ballot  Box  in  Califon 

This  November,  California  voters  may  be  presented  with  a 
measure  that  would  seek  to  overturn  California's  current  d< 
lation  law.  In  May,  a  coalition  of  consumer  groups  submitted  i| 
than  700,000  signatures  on  petitions  seeking  to  place  the  me: 
before  California  voters  during  this  fall's  elections.  If  433, ( 
the  signatures  are  validated,  the  measure  will  be  put  before  i 
in  November. 

The  initiative  could  put  California  taxpayers  on  the  hook  to  nl 
$7  billion  in  previously  sold  bonds  that  legislators  approvej 
cover  the  stranded  costs  of  California's  three  major  electric 
ties.  The  Edison  Electric  Institute  (EEI)  backs  its  investor-ovl 
utility  members  in  opposing  the  initiative.  "All  the  stakehol] 
came  together  and  agreed  on  the  California  restructuring  I 
says  Jim  Owen,  a  spokesperson  for  EEI.  "This  initiative  would 
ply  stop  the  process  and  delay  bringing  the  benefits  of  compet  j 
to  electricity  customers  in  California." 

In  addition  to  opposition  from  utilities,  several  business,  taxp;  I 
consumer  and  labor  groups  are  opposing  the  measure  as  part 
coalition  called  Californians  for  Affordable  and  Reliable  Ele<| 
Service  (CARES).  "By  undermining  the  current  plan,  this  initis 
threatens  the  very  foundation  of  electric  deregulation  in  Califc 
and  could  wipe  out  the  free  market  competition  and  savings  al 
heart  of  the  current  law,"  says  Allan  Zaremberg,  president  oil 
California  Chamber  of  Commerce  and  chairman  of  CARES.  He  ; 
that  the  initiative  could  result  in  the  loss  of  $100  million  in  s 
taxes  that  could  jeopardize  funding  for  public  schools,  as  we  | 
tens  of  millions  more  in  taxes  for  local  services. 


The  greatest  riches 
ir  children  can  inherit  are 
air  that's  clean  td  breathe  and 
water  that's  safe  to  drink. 


The  500,000  men  and  women  of  America's  Electric  Utility  Companies  take  great 

pride  in  generating  electricity  more  cleanly  and  efficiently  than  ever  before. 

And  we're  furthering  partnerships  and  projects  that  promote  the  use  of  renewable 

energy.  To  learn  more  about  our  environmental  programs,  and  new  ways  you 

can  use  electricity  wisely,  visit  our  website  (www.eei.org/enviro/).  Together,  we 

can  make  our  children's  future  that  much  richer. 

America's  Electric  Utility  Companies 


'<:)1998,  by  the  Edison  Electric  Institute.  All  rights  reserved. 
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The  Power  of 
Information 

One  of  the  changes  mandated  by 
California's  legislation  calls  for  dereg- 
ulation of  the  metering  and  billing 
functions.  For  large  users  (those  with 
power  demands  of  20  kilowatts  or 
greater),  meters  must  be  able  to 
record  and  transmit  hourly  usage. 
Such  changes  provide  opportunity 
for  companies  like  CellNet  Data 
Systems,  which  develops  and  installs 
wireless  Network  Meter  Reading 
(NMR)  services  to  help  businesses 
monitor  their  remote  assets.  CellNet's 
wireless  technology  allows  customers 
to  receive  hourly  usage  information, 
consolidated  billing  from  multiple 
locations,  tampering/theft  detection 
and  analysis  of  when  the  best  rates  of 
the  day  are  available. 

To  date,  CellNet  has  3.4  million 
meters  under  contract  in  networks  for 
utilities,  including  Kansas  City 
Power  and   Light,  AmerenUE   (for- 


merly Union  Electric),  Northern 
States  Power,  Puget  Sound  Energy, 
Pacific  Gas  and  Electric  Company 
and  Indianapolis  Power  and  Light.  Of. 
these,  1.2  million  are  on-line  today. 
To     respond     to     the     deregulated 


Courtesy  of  CellNet  Data  Systems,  Inc. 


"The  kind  of  information 
CellNet  makes  available  to  the  | 
tomer  and  the  ESPs  (energy  sen 
providers)  is  far  more  than  any  ul 
can  provide,"  explains  Del 
Rushing,  CellNet's  vice  presidei 


til  VI...  from  your  electric 
company? 
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California  market,  CellNet  is  deploy- 
ing a  wide-area  network  in  California, 
covering  85%  of  the  state's  electric 
meters. 


sales  and  marketing.  "Right  no| 
utility  sends  a  meter-reader  out: 
they  read  the  meter  once  a  mol 
Even  if  the  data  is  collected  hourll 
that  meter,  the  utility  still  delivers! 
data  only  once  a  month.  Somel 
who's  trading  in  an  hourly  markeJ 
power  needs  better  data  than  thai! 


According  to  CellNet  Data  Systems,  any  business  with 
distributed  assets — from  vending  machines  to  copy 
machines  to  parking  meters — could  benefit  from 
having  up-to-the-minute  monitoring  and  control  infor- 
mation. CellNet  is  contracting  with  major  vendors  in 
several  categories  to  broaden  the  market  for  its  tech- 
nology. 

CellNet  recently  introduced  its  capabilities  in  inte- 
grating its  wireless  technology  with  photocopiers. 
This  capability  enables  CellNet  to  provide  automated 
meter  collection  services  to  photocopier  companies, 
distributors  and  leasing  companies,  priced  on  a 
monthly-per-endpoint  basis,  and  to  make  the  informa- 
tion collected  over  its  networks  available  to  cus- 
tomers via  the  Internet. 

Tom  Colby,  director  of  commercial  data  services  for 
CellNet,  notes  that  energy  service  providers,  who 
have  been  CellNet's  traditional  business  partners,  are 
marketing  some  of  the  expanded  services,  such  as 
monitoring  of  HVAC  systems  or  remote  security  sys- 
tems. For  vending-machine  usage  monitoring,  CellNet 
seeks  to  partner  with  major  vending  c  mpanies  or  dis- 
tributors, such  as  Coca-Cola  and  Pep?  to  help  them 
more  efficiently  manage  their  assets. 


The  Most  Volatile 
Commodity 

Indeed,  the  system  that  Califoril 
legislators  have  put  in  place  creatl 
new,  fast-moving  market  for  tract 
power,  just  as  other  commodi| 
are  traded. 

ABB  has  been  helping  to  set 
California's  open  market  sysl 
from  the  beginning.  ABB's  la 
innovation  is  a  Business  Managenl 
Systems  unit  to  support  electri 
trading  in  the  competitive  po| 
market. 

The     unit    will     provide     syste| 
products   and    solutions   for   al 
pects  of  the  energy  business  to 
sell  and  trade  energy.  The  Bush! 
Management    Systems    unit 
provides  software  that  is  capal 
of  managing  an  energy  busin 
scheduling   transmission,    mak 
reservations,     operating     ene 
markets     and     operating    po'  | 
exchanges. 
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ne  powerhouse 
deserves  another. 


Delivering  a  comprehensive  range  of  products  and  ideas 
for  utility  companies  that  need  solutions,  not  promises. 

If  you  want  your  company  to  grow,  it  helps  to  have  a  financial  powerhouse  like 
NationsBank  on  your  side.  That's  why  so  many  growth-minded  companies  consider  us  one 
of  their  most  important  sources  of  finance  and  advisory  services. 

We  know  the  trends,  the  competitive  issues,  where  your  power  company  is  positioned 
today  and  where  it  needs  to  be  tomorrow.  Through  NationsBanc  Montgomery  Securities  and 
our  other  affiliates,  we  can  meet  your  needs  through  a  full  range  of  financial  services — from 
equity  and  debt  finance  to  traditional  lending*  and  strategic  advisory. 

If  you're  looking  for  the  financial 
expertise  to  grow  your  company, 
you  don't  have  to  look  far.  Plug 
into  a  powerhouse — the  Utility 
Finance.  Group  at  NationsBank.  Call 
Cynthia  Grim  at  704/386-5484  for 
more  information. 


NationsBanc  Montgomery  Securities 


NationsBank 


"Services  provided  by  other  affiliates  of  NationsBank  Corporation.  Investment  banking  and  securities  products  provided  principally  through  NationsBanc  Montgomery  Securities  LLC.  member 
NYSE'SIPC  and  a  subsidiary  of  NationsBank  Corporation.  NationsBank  is  the  marketing  name  for  NationsBank  Corporation  and  its  affiliates  worldwide.  ©  1998  NationsBank  Corporation. 
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For  example,  ABB's  Trader  Station, 
an  integrated  software  package,  auto- 
mates the  energy  trading  process. 
ABB  Trader  Station  gives  traders 
instant  access  to  the  key  information 
they  need  to  make  the  best  deal  by 


Web. Merchant,  is  a  market  intelli- 
gence software  system  that  improves 
the  efficiency  of  power  trading  orga- 
nizations. Web. Merchant  periodically 
downloads  transmission  information 
from  multiple  OASIS    (Open  Access 


companies  are 
going  global. 
What  does  this 
mean  for  investors? 
Analysts  comment  at 
www.hemnet.com 


integrating  components  of  ABB's  Same  Time  Information)  nodes,  finds 
Trading  Suite  into  its  package.  One  the  optimal  transmission  path  and 
component  of  Trading  Suite,  called      automates  the  reservation  process. 


Another  component  in  the  Tratj 
Suite  is  Portfolio  Manager,  wj 
optimizes    multiple    energy    <| 
tracts    and    trades    across   com{ 
production  resources.  In  many 
market  models,  such  as  Califoi 
the  responsibility  for  hourly  gel 
ation  scheduling  falls  on  the  i| 
ket  participant.  ABB  has  long  bj 
the  world  leader  in  this  field  i| 
products   such   as   COLGER 
commitment. 

"ABB  is  the  unquestionable  glij 
leader  in  systems  for  market  opi 
tions,"  says  business  unit  mana" 
Ralph  Masiello.  "We've  alrel 
installed  systems  in  almost  al[ 
the  world's  deregulated  energy  rj 
kets,  and  we  continue  to  see  a  \\ 
bright  future  in  this  field.  As 
energy  industry  continues 
restructure,  it  will  need  comrj 
real-time  business  processes." 


State  Deregulation  Activity 


To  date,  1 2  states  have  passed  laws  opening  their 
doors  to  retail  choice.  Six  have  regulatory  plans  in 
place,  and  most  others  have  action  pending. 


Regulatory 
Order 


Legislation/ 

Order 
Pending 


Legislative/ 
Regulatory 
Study 


No  Action 


Source:  Energy  Information  Administration 
Status  as  of  May  1,  1998 


hey  will  do  business  at  a  pace  that's  hard  to  conceive  of. 


^th  industry  in  constant  motion  and  global  growth  at  lightning  speed, 
ey  will  compute  and  invent  faster  than  we  can  imagine. 

America's  largest  generator  of  electricity  already 

'/here  in  the  world  will  they  get  the  energy  they  need? 

provides  energy  for  millions  of  people  worldwide. 
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MP.  America's  Energy  Partner- 


America's Energy Partner] 

Need  to  locate  a  500,000-square-foot  warehouse  with  rail  service, 
an  overhead  crane  and  easy  access  to  an  interstate?  TODAY? 

Want  to  identify  foreign  markets  for  your  products  and  services, 
but  don't  know  where  to  begin? 

Is     Your Business P  a  r  t  n  e  r| 

American  Electric  Power,  one  of  the  nation's  largest  energy  companies,  can  help. 
AEP  offers  unparalleled  economic  development  services,  knowledge  and  expertise. 
Through  the  use  of  an  innovative,  Web-based  and  video-enhanced  database  of  avail- 
able property,  AEP  assists  businesses  interested  in  relocating  to  the  energy  company's 
territory:  an  area  stretching  nearly  48,000  square  miles  across  seven  Midwestern  states. 

Along  with  a  group  of  24  economic  development  professionals,  AEP  uses  the  power 
of  the  Internet  to  offer  "virtual  tours"  of  plants  and  local  community  landmarks.  The 
site  contains  more  than  1,000  available  industrial  buildings,  and  includes  building  sites 
of  10  acres  or  more  within  the  company's  seven-state  area.  In  addition,  a  community 
profiler  on  the  site  provides  information  about  population,  taxes,  unemployment  rates, 
transportation,  utilities,  higher  education,  medical  services  and  major  manufacturers. 

With  the  help  of  AEP's  economic  development  team,  Toyota  Motor  Corporation 
recendy  finalized  plans  to  build  an  engine  plant  near  Buffalo,  West  Virginia,  on  a  parcel 
of  land  owned  by  AEP.  "Successes  like  these  are  rewarding  because  they  provide  new 
jobs  and  an  economic  boost  to  communities  we  serve,"  says  John  Smolak,  AEP  man- 
ager of  economic  development,  West  Virginia.  Adds  Mark  James,  AEP  director  of  eco- 
nomic development,  "Toyota  has  announced,  even  before  opening  the  facility,  that  it 
will  be  expanding  and  adding  another  200  jobs." 

Are  You  Prepared  to  Go  Global? 

The  economic  development  team  at  AEP  also  helps  companies  in  its  service  area 
determine  whether  they  are  ready  to  export,  guides  them  to  new  markets  abroad  for 
products  and  services,  and  links  companies  to  suppliers  of  export  services.  This  dis- 
tinctive service  includes  consultation  with  multilingual  former  U.S.  and  Foreign  Ser- 
vice Commercial  Officers  who  have  lived  and  worked  abroad. 

Over  the  past  four  years,  AEP  has  helped  more  than  80  industrial  customers  exhib- 
it their  products  and  services  at  international  trade  shows  in  Mexico,  Brazil,  Canada 
and  the  United  Kingdom. 

For  more  information  on  how  AEP's  economic  development  team  and  "Going 
Global"  can  help  your  business,  go  to  www.aep.com,  and  click  on  the  "Economic 
Development"  link. 
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WITH  ENOUGH  CRUMPLED  PAPER, 
YOU  CAN  SOLVE  ANYTHING. 
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AEP,  we  have  ideas  that  can  make  you  more  efficient,  more  productive 
and  more  profitable.  To  find  out  more,  visit  us  at  www.aep.com. 


AEP:  America's  Energy  Partner 
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in  the  Power  Industry 


Trading  Power: 
New  Opportunities 

Tools  like  these  are  being  used  by  the 
more  than  350  power  marketers  oper- 
ating in  the  U.S.  today.  Power  mar- 
keters include  non-utility  companies 
such  as  financial  institutions,  and  a 
number  of  unregulated  subsidiaries  of 
electric  and  gas  utilities.  The  power- 


marketing  sector  has  grown  dramati- 
cally in  the  last  three  years,  according 


utility  companies.  In  the  first  quarter 
of  1995,  power  marketers  sold  slightly 
less  than  three  million  megawatt 
hours,  the  equivalent  of  providing 
enough  electricity  to  power  approxi- 
mately one  million  homes.  That 
amount  grew  to  almost  370  million 
megawatt  hours  in  the  fourth  quarter 
of  1997 — the  equivalent  of  providing 


new  legislation 
affect  utility 
investors? 
Find  out  at 

www.hemnet.com 


enough  electricity  to  power  approxi- 
mately 151  million  homes.  1997  total 


As  more  and  more  states  open  i 
electricity  markets,  this  secto 
expected  to  grow  to  a  $2  trill 
a-year  business,  according  to  t 
group  The  Power  Marketing  As: 
ation.  This  figure  includes  trade 
an  active  financial  derivatives  i 
ket,  consisting  of  electricity  fur 
contract  trades  as  well  as  opti 
swaps,  forwards  and  basis  trades 

American  Electric  Power  (AI 
one  of  the  nation's  largest  en< 
companies,  provides  electricity 
almost  three  million  people 
Indiana,  Kentucky,  Michigan,  O 
Tennessee,  Virginia  and  V 
Virginia.  Last  year,  AEP  ente 
the  power-trading  arena  by  form 
AEP  Energy  Services,  a  subsid 
that  markets  and  trades  ena 
commodities  and  provides  rels 
services  nationwide. 

Paul  Addis,  president  of 
Energy  Services,  says  the  comp 
formed  its  trading  division  to  rr 
the  challenges  of  the  new  way 


to   the    Edison    Electric   Institute,   a      sales  amounted  to  nearly  1.2  billion      business  would  operate  as  a  resu 


national  association  of  investor-owned      megawatt  hours. 


deregulation. 


Electrons:   A  Hot  Commodity 


Daniel  F.  Ford,  managing  director  off 
U.S.  electric  utility  research  for  HSBC 
Securities,  Inc.,  says  deregulation  will  spur 
energy  companies  to  choose  one  of  two 
paths.  Within  the  decade,  some  players  will 
become  "upstream"  companies,  pursuing 
opportunities  in  the  wholesale  generation, 
delivery,  trading  and  risk  management  busi- 
ness. Eight  to  1 0  companies,  predicts  Ford, 
will  dominate  the  upstream  group.  They 
will  market  dual  commodities  (such  as 
electricity/gas  or  electricity/coal),  and  will 
pursue  large  customers  both  within  the 
U.S.  and  abroad.  He  sees  these  companies 
rewarding  investors  with  higher  earnings. 

Other  smaller  and  more  regionally  focused 
companies,  the  "downstream"  market,  are 
likely  to  shed  their  generating  assets  as 
the  competitive  market  opens  up,  and 
focus  their  efforts  on  distribution. 


Ford  says  that  as  the  upstream  companies  pursue  power 
ing,  including  the  growing  use  of  financial  derivatives,  the 
ket  for  electricity  as  a  commodity  has  the  potential  to  mult 
fivefold.  Thus,  what  was  last  year  a  $90  billion  market  for  e 
tricity  generation  could  represent  a  $500  billion  to  $1  tril 
commodity  market. 


U.S.  COMMODITY  MARKET  SIZES 
$  Billions  Annually 


Coal 
Gas 

Petroleum 

Electric 


Electricity  market  size  assumes  5x  nominal  delivery  to  include  financial  markets. 
Source:  HSBC   Dept.  ot  Energy 
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IS  LIKE  JUMPING  ROPE  WITH 


DOWNED  POWER  LINE 


If  you're  making  energy  decisions        energy  information  services.  Get  your        should  be  doing,  too.  In  fact,  we're  adding 
(■thout  detailed  usage  information,  you're        energy  usage  profiles,  24  hours  a  day.  nearly  100,000  meters  a  month  to  the 

oh 


obably  paying  too  much.  That's  why  you  need        And  use  this  information  to  run 


over  one  million  meters  already 


i  wy  Ciw^piH  hi .  i  uw    — — — 


:llNet's  online  meter  reading  technology,        your  business  more  efficiently     data   systems     online    across    the    country. 

and    cost    effectively.  So  before  you  jump  to  conclusions 

It's  exactly  what  about  your  energy  needs,  visit  our  website, 
more  and  more  forward-  www.myEnergyInfo.com,  for  a  free  demo, 
thinking  businesses  are  Or  call  us.  And  get  the  information  you 
doing.  And  what  you        need  to  be  a  smarter  energy  buyer. 


:cause  now  is  not  the  time  to  be 
asting  energy  playing  games. 
Once  we  connect  your  meter(s) 
our  network,  you'll  have  online 
xess  to  a  world  of  invaluable 


Get  online  access  to  your 
energy  usoge  profile— 24  hours  a  day. 
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in  the  Power  Industry 


"Without  a  sale  to  a  customer,  we  are 
going  to  have  a  potentially  large  capital 
investment  driven  by  the  price  at  which 
you  can  sell  power,  the  price  at  which 
you  can  buy  fuel  and  the  cost  of  running 
a  power  plant,"  explains  Addis.  He  adds 
that  retail  access  made  it  essential  for 
AEP  to  develop  an  organization  that  can 
optimize  the  output  of  power  plants  in 
free  markets,  as  well  as  anticipate  and 
provide  insight  into  what  the  future  price 
of  power  might  be. 

In  forming  AEP  Energy  Services,  the 
company  put  together  a  team  of  top  tal- 
ent from  the  trading  world.  Senior  exec- 
utives have  backgrounds  in  energy  trad- 
ing, gas  trading,  business  development 
and  wholesale  electricity  marketing. 
The  power-trading  group  participates  in 
markets  nationwide  and  uses  a  variety  of 
financial  instruments  to  efficiently  opti- 
mize its  assets.  These  include  options, 
locational  trading  (buying  power  from 


y  green  power? 
The  environmenta 
energy  story  at 

www.hemnet.com 


one  geographic  region  and  selling  it  in 
another  to  obtain  a  better  price)  and 
inter-commodity  trading,  often  called 
the  "spark  spread,"  in  which  marketers 
buy  gas  and  sell  electricity,  or  sell  elec- 
tricity and  buy  gas.  "All  of  these  methods 
help  us  do  better  for  our  customers  and 
our  shareholders,"  concludes  Addis. 


Seeing  Green 


Many  of  the  national  deregulation  bills  pending  in 
Congress  include  directives  for  utilities  to  use  renew- 
able energy  sources  for  a  certain  percentage  of  their 
generating  activity,  as  well  as  recommendations  to 
carry  out  energy  efficiency  programs.  At  the  same 
time,  Environmental  Protection  Agency  (EPA)  stan- 
dards are  tightening,  and  consumers  are  concerned 
about  how  power  companies  are  working  to  protect 
the  environment.  Several  power  companies  are  under- 
taking initiatives  to  renew  natural  resources  and 
reduce  emissions.  These  projects  include  investments 
in  renewable  energy;  switching  from  coal  to  natural 
gas;  improving  energy  efficiency,  such  as  with  indus- 
trial heating,  ventilation  and  air-conditioning;  and  man- 
aging land  use,  including  reforestation,  preservation 
and  better  ways  of  managing  and  harvesting  timber. 

For  example,  pine  trees  planted  as  part  of  a  Georgia 
Power-Georgia  Forestry  Commission  partnership 
renew  the  environment  through  long-term  carbon  stor- 
age in  trees  and  wood  products.  GREEN,  or  the  Georgia 
Reforestation  to  Enhance  Environmental  Needs,  gives 
landowners  the  benefits  of  forest  ownership  while 
allowing  Georgia  Power  to  make  a  voluntary  contribu- 
tion to  a  cleaner  and  healthier  environment.  The 
GREEN  program  is  one  of  Southern  Company's  many 
voluntary  initiatives  for  environmental  stewards   ip. 


Building  a 
National  Presence 

The  marketing  of  both  electric 
and  gas  continues  to  grow  significa 
ly  as  competitive  domestic  mark 
continue  to  develop.  To  compete 
these  emerging  markets,  South 
Company,  the  largest  producer  of  el< 
tricity  in  the  U.S.,  created  South 
Company  Energy  Marketing  in  19^ 
The  company  is  a  joint  venture  w 
Vastar  Resources,  Inc.,  one  of  t 
largest  independent  oil  and  gas  p:] 
ducers  in  the  U.S.  Southern  Compa 
Energy  Marketing  sold  more  than 
million  MWh  of  electricity  last  ye 
"Through  energy  marketing  a. 
strategic  asset  ownership,  we're  cc 
tinuing  to  build  a  national  present 
We  believe  that  a  customer-focus 
marketing  strategy  is  key  to  success 
today's  ever-changing  energy  mark 
place,"  says  Alan  Martin,  Southe 
Company's  chief  marketing  officer. 

Indeed,  some  analysts  say  that  t 
convergence  of  electricity  and  gas 
key  to  success  in  the  new  competiti 
market  for  power.  "If  you  are  a  ci 
tomer  and  you  want  light,  you  do 
really  care  what  goes  into  getting  t 
light,"  explains  Daniel  Tulis,  ener 
analyst  at  NationsBanc  Montgome 
Securities,  the  energy  equity  resear 
group  of  the  NationsBank  investme 
banking  arm.  "Commercial  ener 
managers  are  increasingly  aggregati 
multiple  sites  and  shopping  for  t 
best  price  and  service  for  energy  pro 
ucts.  These  energy  procurement  ma 
agers  prefer  electricity  and  gas  frc 
the  same  supplier." 


When  your  customers  need  performance, 
who  mill  you  depend  on? 

In  the  new  marketplace  of  deregulated  power,  consider 
a  partnership  with  the  engineers  of  ABB. 


W ith  all  the  hype  competitive  energy  marketing 
is  bound  to  create,  there  won't  be  any  shortage  of  questions  or  demands. 
As  a  worldwide  leader  in  products,  systems  and  services  for 
electric  power  generation,  transmission  and  distribution,  ABB  is  committed 
to  providing  its  energy  partners  with  the  technical  solutions  necessary 
for  this  newly  competitive  environment. 

As  evidence  of  that  commitment,  ABB  developed,  installed  and  is 
engaged  in  final  testing  of  a  POWER  MANAGEMENT  SYSTEM— the  foundation 
technology  for  CALIFORNIA'S  INDEPENDENT  SYSTEM  OPERATOR'S 
computer  system — all  in  only  seven  months. 

While  this  feat  astounded  industry  experts  (many  initially  said  it 
couldn  1  be  done)  it  underscores  the  level  of  cooperation  and  teamwork 
between  ABB  and  its  utility  partners. 

Perhaps,  it  also  goes  a  long  way  to  answering  one  of 
your  more  pressing  concerns.To  find  out  more  about  a  working 
partnership  with  ABB  call  1-80O635-6523. 
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Achieving 
Global  Success 

Southern  Company  has  strategically 
positioned  itself  for  growth  in  mar- 
kets outside  the  U.S.  The  company's 
global  energy  operations  include 
more  than  $30  billion  in  assets,  and 
they  continue  to  grow.  "Our  future  is 
growing  mainly  because  of  our 
international  business,"  notes  A.W. 
Dahlberg,  chairman,   president  and 


director  in  the  Utility  Finance  Group 
at  NationsBank,  notes  that  because 
the  growth  in  demand  for  power 
overseas  is  greater  than  it  is  here,- 
global  investments  are  a  key  part  of 
the  NationsBank  strategy. 

"The  growth  in  other  parts  of  the 
world  is  higher,  the  opportunity  is 
greater  and  the  risks  are  somewhat 
higher,"  explains  Grim.  "Given  our 


electric  utilities 
will  be  around 
in  ten  years? 
Merger  mania  at 

www.hemnet.com 


chief  executive  officer  of  Southern  interest  in  the  global  economy  and 

Company.   "By  2003,  we're  aiming  our  interest  in  serving  our  clients, 

for  30%  of  our  earnings  to  come  from  we're   following  our  clients   where 

outside  our  traditional  business."  they  go  around  the  world." 


Southern  Company  was  the  first  U.S. 
company  to  acquire  a  British  utility, 
South  Western  Electricity  (SWEB). 
In  addition,  last  year  Southern 
Company  acquired  Consolidated 
Electric  Power  Asia  (CEPA).Through 
CEPA,  Southern  owns  generating 
plants  in  China  and  the  Philippines. 
Other  holdings  include  Bewag,  a 
German  utility  serving  over  two 
million  customers  in  metropoli- 
tan Berlin,  as  well  as  a  stake  in 
Companhia  Energetica  de  Minas 
Gerais  (CEMIG)  in  Brazil. 

Overseas  investments  are  usually 
seen  as  a  strong  win  by  power 
companies,  as  well  as  by  financial 
institutions  that  fund  such  deals. 
NationsBank  participated  in  Southern 
Company's  CEPA  purchase,  and  has 
led  transactions  for  clients  in  numer- 
ous offshore  markets.  Its  Utility 
Finance  Group  has  banking  relation- 
ships with  more  than  75  gas/electric 
utilities  and  independent  power 
companies.   Cindy  Grim,   managing 


Investing 
in  Energy 

With  over  $8  billion  in  financing 
extended  to  the  electric  and  gas 
utility  industry,  NationsBank  pro- 
vides a  range  of  offerings  to  its 
clients,  from  traditional  commer- 
cial banking  to  full-line  investment 
banking.  "It's  a  win  for  the  client," 
says  Grim.  "And  our  clients  have 
been  pleased.  Every  time  we  add  a 
capability,  it  broadens  what  we  are 
able  to  do  for  our  clients.  Through 
Montgomery  Securities,  we  offer 
fixed  income  products,  equity  and 
equity  derivatives,  M&A  advice, 
structured  finance  and  senior  bank 
debt.  This  gives  our  clients  all  the 
alternatives  they  need." 

Grim  sees  the  changes  taking  place 
to  be  phenomenal  as  the  industry 
continues  down  the  path  of  dereg- 
ulation. "The  reason  this  industry 
is  so  important  to  us  is  because 
of  the  change,"   she  says.   "When 


there's    change,    we    think    tht»^i 
opportunity." 

Similarly,  NationsBanc  Montgoi 
Securities'  Daniel  Tulis  feels  tha  he| 
changes  taking  place  in  the  indurvi 
make  this  the   "best-ever"  timitali 
invest  in  the  utility  sector.  Ho  tc 
pick  winning  companies?  Tulis  :o 
ommends  that  investors  try  to  fure 
out  which  companies  will  be  the  ir 
vivors  as  industry  mergers  and  acji- 
sitions  cause  the  number  of  nja 
players  to  shrink.  He  advises  loon 
at  companies  that  have  solid  maw* 
ment  in  place,  including  experi'  ce 
in  marketing  other  commodities  ic 
as  gas.  In  a  competitive  markeihe 
also  recommends  seeking  out  <a 
panies    that    can    win    with    lcr< 
prices.  "You  have  to  be  a  low-to 
producer   whatever  you   do," 
Tulis.  "If  you  are  low-cost  andlj 
provide  good  service,  it  will  be  t 
difficult  for  someone  to  come  in  n 
steal  your  customers." 

Tulis  concludes,  "We  are  very  bu.| 
on  the  industry  right  now.  j 
changes  taking  place  give  us  op] 
tunities  that  don't  exist  in  a  moj 
oly  environment.  Change  and  M 
moil  breed  opportunity,  and  t:l 
what  we're  looking  for." 

AEP's  Paul  Addis  adds  that  the 
power  industry  will  be  a  positi' 
not  just  for  power  companies 
investors,  but  also  for  custon 
from  the  large  industrial  user 
residential  users  of  electri 
"Customers  will  find  tremem 
benefits,"  says  Addis,  "but  they 
also  need  to  take  greater  respons 
ity  and  make  more  choices.  Over 
would  say  that  here  in  the  U.S 
will  have  a  more  robust  ma 
than  virtually  anywhere  else  in 
world." 


Look  for  our  next  report  on 
"Revolution  in  the  Power  Industry 
appear  in  the  December  14,  1998  i 
of  Forbes. 
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giving 


Some  rich  people  give  for  the  glory  of  it, 
some  out  of  guilt.  Jon  Huntsman's  generous 
charity  is  motivated  by  something  deeper. 

!A  hicky  guy 


By  Phyllis  Berman 

Jon  M.  Huntsman's  father  decid- 
ed to  go  back  to  school  to  earn  an 
Ed.D.  at  Stanford  in  1950.  That  was 
tough  on  his  wife  and  three  sons, 
who  had  to  move  from  rural  Idaho  to 
a  600-square-foot  WWII  quonset  hut 
near  the  Palo  Alto  campus.  Tougher 
still  was  getting  by  on  the  elder 
Huntsman's  sole  income:  $120  a 
month  from  the  G.I.  Bill. 

Even  in  those  days  $30  a  week 
didn't  go  far,  and  13- 
year-old  Jon  and  older  5 
brother  Blaine  had  to  ? 
go  to  work  after  school  5 
to  keep  milk  in  the 
refrigerator.  They  swept 
and  mopped  floors  at 
the  local  meat  market 
for  one  hour  every 
night,  washed  dishes  at 
a  seafood  restaurant 
and  worked  in  the  shoe 
department  at  J.C. 
Penney  one  night  a 
week  and  on  Saturdays. 
It  was  poverty,  and  not 
very  genteel  poverty. 
"It  was  not  fun,"  says 
the  61 -year-old  Hunts- 
man, recollecting  his 
high  school  days  with 
carefully  controlled 
emotion.  "I  had  two 
shirts  to  my  name; 
some  nights  I'd  have 
to  go  to  a  local  market 
hoping  to  be  given 
free  food." 

When  he  became  a 
billionaire  four  decades 
later,  Jon  Huntsman 
didn't  forget  that  expe- 
rience. Now  chairman 
and  chief  executive  of 
the  Huntsman  Corp., 
he  seems  to  work  as 
hard  at  giving  money 
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away  as  he  does  at  making  it.  The 
latest  object  of  Huntsman's  benefac- 
tions is  the  Wharton  School  in 
Philadelphia.  Ah,  you  say,  another 
billionaire  getting  his  name  on  a 
building  and  earning  a  tax  break  at 
the  same  time.  Not  so  fast.  In 
Huntsman's  case,  at  least,  there's  a 
lot  more  than  that  to  the  gesture. 
He  credits  Wharton  with  making  it 
possible  for  a  small-town  boy  from 


Idaho  to  deal  confidently  with  Wall 
Street  and  with  dealmaking.  "Whar- 
ton is  the  premier  business  school  in 
the  U.S.,  and  I  just  hope  others  like 
myself  get  to  take  advantage  of  it," 
says  Huntsman.  He  hasn't  asked  for 
halls  or  endowed  chairs  in  his  name 
at  Wharton.  His  check  for  $40  mil- 
lion in  May  had  no  strings  attached. 
That's  in  addition  to  the  $10  million 
he  gave  the  University  of  Pennsylva- 
nia last  year. 

Huntsman  tells  his  favorite  Whar- 
ton story:  His  principal  at  Palo  Alto 
High  School  asked  the  17-year-old 
Huntsman  to  come  to  school  on  a 
holiday  to  meet  an  alum  from  an 
eastern  school  Huntsman  had  never 
heard  of.  The  school  was  Wharton. 
The  alum  was  Harold  L.  Zellerbach 
of  the  papermaking  family.  Zeller- 
bach offered  Huntsman  a  $l,500-a- 
year  scholarship  to  attend  Wharton. 


Chief  Executive  Jon  M.  Huntsman  doesn't  care  about  getting  h 
The  charitable  giving  of  this  billionaire  is  driven  by  his 


is  name  on  a  building 

own  memories  of  how  tough  life  can  be. 
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"I  told  him  I  was  grateful,  but  that 
simply  wouldn't  be  enough  money." 
Zellerbach  and  other  alum  from 
northern  California  upped  the  offer 
to  S2,500.  "It  was  my  first  success- 
ful negotiation,"  smiles  Huntsman. 

At  Wharton,  Huntsman  did  his 
senior  thesis  on  vertical  integration  in 
the  paper  and  pulp  industry,  thinking 
that  he  would  go  work  for  Zeller- 
bach. Zellerbach  advised  against  it, 
telling  him:  "You're  a  natural- born 
entrepreneur."  Sound  advice — and 
luck)'  in  its  timing. 

It's  not  hard  to  see  why  Huntsman 
feels  grateful  to  Wharton:  It  brought 
him  both  knowledge  and  luck.  He 
took  Zellerbach's  advice  and,  nearly 
40  years  later,  owns  a  S5  billion  (rev- 
enues )  chemical  company. 

A  devout  Mormon,  father  of  9  and 
grandfather  of  35,  Huntsman  is  much 
devoted  to  his  family.  But  his  zeal  for 
making  money  seems  to  owe  as  much 
to  his  desire  to  do  good  as  to  any 
desire  to  make  his  family  richer.  Like 
many  truly  charitable  people,  Hunts- 
man tends  to  invest  in  causes  that 
have  personal  meaning  for  him.  Three 
years  after  he  discovered  he  had 
prostate  cancer,  and  then  cancer  of 
the  mouth,  Huntsman  pledged  SI 00 
million  to  form  the  Huntsman  Cancer 
Institute  at  the  University  of  Utah  to 
study  the  genetic  factors  causing 
cancer.  Huntsman's  cancers  are  in 
remission,  but  both  his  parents  died 
from  the  disease. 

Another  chunk  of  Huntsman's 
dollars  goes  to  programs  for 
the  homeless  and  for  battered 
women — the  latter  named  after  his 
mother,  Kathleen  Robison  Hunts- 
man. It's  his  way  of  honoring  the 
perseverance  and  fortitude  she 
showed  in  holding  the  family  togeth- 
er in  difficult  times.  His  personal 
connections  helped  to  play  a  major 
role  in  opening  the  Soviet  Union  to 
Mormon  missionaries  in  the  latter 
days  of  communism. 

Huntsman's  rather  quiet  charitable 
efforts  are  deeply  rooted  in  his  per- 
sonality. "Oh  gosh,  I  just  feel  so 
lucky,"  he  often  exclaims.  That's  no 
put-on.  Unless  fortune  smiles  on  a 
person,  all  the  brains  and  hard  work 
are  no  guarantee.  Jon  Huntsman  has 
genuine  empathy  toward  those  on 
whom  that  fickle  lady  frowns.        H 
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Ted  Forstmann  is  one  of  our  most  successful 
dealmakers.  But  please,  he  says, 
don't  lump  me  with  those  other  guys. 

A  hero  among 
barbarians 


By  Dyan  Machan 

Just  before  lunch- 
ing with  me,  Theo- 
dore Forstmann,  the 
chatty  LBO  king  of 
Forstmann  Little  & 
Co.,  bought  a  candle 
companv  for  about 
S400  million.  Oddly, 
the  deal  didn't  light 
up  conversation  at  the 
downtown  Manhat- 
tan Italian  restaurant 
Forstmann  selected 
for  lunch.  Forstmann 
would  have  preferred 
talking  about  his  char- 
itable work.  A  sign  of 
the  times?  Or  just 
good  p.r.r  I  wonder  as 
we  both  order  pasta. 

Forstmann,  58,  is 
the  flashy  bachelor 
investor — almost  as 
well  known  for  his 
friendship  with  the 
late  Princess  Diana  as 
for  his  prowess  on  the 
lbo  scene.  He  guards 
his  image  as  carefully 
as  his  fortune.  How-  MHH 
ever,  in  the  film  Bar- 
barians at  the  Gate,  based  on  the  book, 
Forstmann's  character  is  dressed  like  an 
Indian  at  a  costume  party  and  meets 
James  Garner,  who  plays  Ross  John- 
son, in  the  men's  room — total  fiction. 
Still,  Forstmann  isn't  displeased. 
"People  say.  'You  were  such  a  hero!"' 
he  says. 

He  certainly  is  a  hero  to  people  who 
invests  I  with  him  in  that  Gulfstream 
Aerospace  Corp.  deal.  It  differed  from 
many  of  his  other  21  deals  in  that  he 
actually  roiled  up  his  sleeves  and  ran 


Ted  Forstmann  of  Forstmann  Little  &  Co. 

He's  got  a  hunger  for  doing  deals  and  doing  good. 


the  company.  His  and  his  limited  part- 
ners' $850  million  investment  in  1990 
has  turned  into  S4  billion  since  it  was 
brought  public  in  October  1996. 

But  that  was  yesterday.  Today  the 
trickle  of  investment  firms  creating  the 
lbo  business  has  become  a  flood 
(  Forbes,  "lbo  madness,"  Mar.  9).  In 
the  last  two  years  institutions  alone 
committed  $70  billion  for  leveraged 
buyouts.  Forstmann  is  having  trouble 
finding  deals  he  likes. 

"It's  amateur  hour  at  Minsky's," 
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to  verify  the  f inancials 

prepare  quarterly  returns 

finish  the  trend  analysis 

update  17  VPs 

review  productivity  projections 


and  make  sure  Saturdays 

feel  like  Saturdays. 

Our  job  is 

to  make  her  family's  insurance 
one  less  thing  to  worry  about. 

Group 

Life, 

C7Etna 

Disability  and  Long-Term  Care  Insurance    USHealthcare 

You'll  feel  better  with  us 

Forstmann  says  with  a  wave  of  the 
hand,  dismissing  his  rivals  and  many  of 
the  deals  they  are  doing  these  days. 
"It's  like  the  Italian  restaurant  business 
in  New  York,"  he  says,  referring  to 
today's  lbo  game.  "The  owner  was 
headwaiter  at  a  previou's  restaurant. 
That  owner  was  headwaiter  at  another 
previous  restaurant,  etc." 

With  an  unpre- 
tentious manner, 
Forstmann  talks 
and  eats  fast,  but 
we  manage  to  get  a 
question  in:  From 
what  we  gather, 
you  don't  recom- 
mend these  newer 
LBO-meisters? 

"Absolutely,  def- 
initely not!"  he 
says.  Then,  squirm- 
ing in  his  chair, 
Forstmann  points 
his  fork  at  me  and 
says  testily,  "I  don't 
want  to  be  por- 
trayed as  predicting 
doom  and  gloom 
because  I  don't 
know  what's  going 
to  happen.  I  don't 
care  about  what 
these  other  guys  are  ■■■§ 
doing.  I  can't  tell 
you  how  much  I  don't  care!" 

What  he  means  is  he  doesn't  like  to 
be  thought  of  as  just  another  guy 
taking  advantage  of  the  bull  market 
and  leverage  (debt)  to  trade  in  compa- 
nies. In  "lbo  madness,"  Forstmann 
was  grouped  in  a  photographic  lineup 
with  Henry  Kravis,  Tom  Hicks  and 
other  LBOsters. 

"I  don't  belong  in  that  lineup,"  he 
insists.  "If  what  they  are  doing  are 
leveraged  buyouts,  then  certainly  I  do 
not  do  leveraged  buyouts." 

Oh,  no?  What's  the  difference? 

"The  capital  we  have  is  unique.  We 
never  use  junk  debt."  Forstmann  is 
referring  to  the  fact  that  he  raises  his 
own  subordinated  debt — mainly  from 
pension  funds — paying  relatively  low 
interest,  usually  one  point  above  Trea- 
sury bills.  It  means  Forstmann  has 
ready  capital,  but  other  financiers  must 
raise  funds  in  the  public  debt  market. 

"It's  a  huge  advantage,"  he  says.  "It 
made  a  difference  in  Ziff-Davis,"  refer- 


[The  LBO  business  is] 
"like  the  Italian  restau- 
rant business  in  New 
York:  The  owner  was 
headwaiter  at  a  previous 
restaurant.  That  owner 
was  headwaiter  at  another 
previous  restaurant. . . ." 


ring  to  when  his  firm  bought  the  pub- 
lishing company  for  $1.4  billion  in 
1994  and  sold  it  for  $2.1  billion  in  one 
year.  He  also  swears  Gulfstream  Aero- 
space Corp.  and  General  Instrument, 
two  Forstmann  buyouts  in  1990, 
would  have  gone  bankrupt  without  his 
low  cost  of  money. 

So  why  isn't  he  doing  many  deals 
these  days?  The 
business  is  too 
crowded  with  peo- 
ple who — in  Forst- 
mann's  analogy- — 
used  to  be  waiters 
and  now  run  res- 
taurants. Prices  are 
up.  Besides,  he 
can't  find  the  ingre- 
dients he  wants  to 
serve  his  investors. 
In  the  early  days, 
the  late  1970s  and 
early  1980s,  when 
he  was  a  pioneer  in 
the  business,  "infla- 
tion was  14%,  and 
interest  rates  were 
8%.  .  .  .  You  made  a 
6%  gain  just  doing  a 
deal,"  he  says,  wolf- 
ing down  his  but- 
tered spaghetti. 

"You  want  to 
know  our  edge? 
Some  people  pick  Kohlberg  Kravis 
Roberts  for.  ..."  He  pauses  a  long 
while,  indicating  he  actually  can't  imag- 
ine why  anyone  would.  .  .  .  "People 
like  me,"  he  says.  "I  don't  beat  around 
the  bush." 

In  Barbarians  at  the  Gate,  which 
described  the  frenzied  bidding  for  rjr 
Nabisco,  Inc.,  the  authors  tell  how 
Forstmann  considered  bidding  and 
gave  it  up  as  prices  got  out  of  control. 
From  a  base  of  $75,  the  deal  ultimate- 
ly went  to  kkr  at  $109.  In  not  bid- 
ding, Forstmann  was  vindicated  when 
kkr  struggled  for  years  before  emerg- 
ing whole  from  the  rjr  takeover. 

"In  the  1980s  everybody  would 
boast,  'I  can  get  Michael  Milken  in  five 
minutes,'  and  the  other  guy  would  say, 
'Well,  I  can  get  him  in  four  minutes.' 
Well,  if  you'd  asked  me,  I  would  have 
said  he's  called  me  five  times — I've 
never  taken  his  call.  One  time  I  did 
take  his  call,  about  the  tenth  one,  and 
I  said,  'The  deal's  not  for  me.'  " 


More  to  the  present,  he's  recent 
walked  away  from  yet  another  de; 
That  is,  he  considered  a  bid  for  Pol 
gram  with  an  investor  group  includu 
Michael  Ovitz,  but  prices  got  t 
"  steep;  he  bailed  and  it  was  sold  to  Se 
gram's  Edgar  Bronfman. 

Forstmann  forks  his  pasta  and  sigh 
"But  this  is  like  talking  about 
Spanish -American  War." 

What  about  the  company  he 
buy,  Deerfield,  Mass. -based  Yank] 
Candle  Co.?  Forstmann  says  the  cor 
pany,  the  dominant  player  in  scentd 
candles,  has  terrific  growth  potentii 
"Here's  how  I  do  market  research 
ask  all  kinds  of  women,  sophisticate 
and  not,  if  they  like  them — and  so  f 
ever}'  single  one  buys  scented  candle 
Women  love  them." 

He  asks  me.  Sorry,  I  never  use  tl 
things.  That  snuffed  out  the  cand 
conversation.  Back  to  why  Te 
Forstmann  is  different  from  tho; 
other  LBOsters. 

"I  don't  do  auctions,"  he  says.  ' 
would  sooner  take  my  pants  off  i 
public.  I  tell  the  seller,  'This  is  the  dee 
If  you  want  it,  say  yes  by  5  p.m.'  " 

Another  difference:  "Price  is  aboi 
the  fifth  thing  I  consider.  You  steal  tr 
wrong  company  and  you  slowly  g 
broke.  I  want  all  the  characteristics  < 
a  good  wife,  because  after  you  buy  i 
the  financial  characteristics  are  yours. 

All  this  talk  about  wives  and  scente 
candles  leads  me  to  ask  about  Prince: 
Diana.  Running  his  fingers  through  h 
hair,  Forstmann  looks  down  at  h 
plate.  With  moist  eyes  and  sotto  voce, ' 
don't  want  to  talk  about  it." 

He  does  want  to  talk  about  his  pr 
bono  work.  Forstmann  is  a  huge  pre 
moter  of  free  market  principles.  H 
wants  to  see  them  applied  in  educatioi 
"Right  now  we  have  a  state-sponsore 
monopoly  that  offers  a  bad  product ; 
high  prices,"  he  says.  Forstmann,  alon 
with  hedge  fund  investor  John  Walto 
(son  of  Sam  Walton  of  Wal-Mart),  ai 
launching  a  national  program  to  offi 
poor  kids  a  chance  to  go  to  privat  |« 
schools.  Recentlv,  they  committe 
$100  million. 

"If  you're  trying  to  paint  a  portra 
of  me,"  he  hints,  "it  has  lots  to  do  wit 
these  educational  initiatives.  I  just  war 
to  help  as  many  kids  as  I  can." 

Now  that's  a  cause  worth  lighting 
scented  candle  for.  ■ 
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/ourc  tne  lastest  $rowin3  Internet  service  provider. 
Dut  lor  now  lon$i 

neres  a  company  that  knows  now  to  keep  you  number  one. 


speeding  success  yye  at  [Nj o rte I  can  help  you  deliver  the  high-speed  data  your  Internet  customers  will 

.  int.  at  a  very  affordable  price.  In  Manhattan,  we  helped  Transwire  Communications  offer  a  reliable,  around-the- 
ock,   extended    network  that   rapidly  attracted    new   customers.   Our  vision  is  Webtone:  an   Internet  that's 
cessible,  reliable  and  secure.  We're  providing  the  bandwidth  you  need  to  deliver  new  access  speeds  and 
rvices.  If  you  want  to  keep  your  Internet  customers  happy  and  your  profits  high,  visit         |^J  /j^nTC  I 
atwww.nortel.com/success1  .  Or  call  us  at  1-800-4NORTEL.  We'll  help  speed  your  success.  NORTHERN  TELECOM 

998  Northern  Telecom.  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom. 


HONE-POULENC 
NITING 
CIENCES  FOR 
IFE 

"SINGLE  DISCOVERY  IS  KEEPING 
CROPS  HEALTHY  AND  DOGS  HAPPY. 


nks  between  different  forms  of  life  are  remarkable.  For  example,  a  new  Rhone-Poulenc  discovery  to  protect  crops  against 
s  is  proving  to  be  exceptionally  effective  in  protecting  animals  against  fleas  and  ticks.  That's  one  powerful  example  of  why 
lieve  in  linking  our  efforts  in  human,  animal  and  plant  health  care.  Ultimately,  breakthroughs  made  in  plant  and  animal 
ce  by  Rhone-Poulenc  Agro  and  Rhone-Poulenc  Animal  Nutrition  and  by  Merial*  may  even  lead  to  advances  in  human 
by  Rhone-Poulenc  Rorer  and  Pasteur  Merieux  Connaught.  Uniting  the  life  sciences  makes  it  possible  to  develop  new 
cts  to  meet  the  challenges  of  tomorrow, 
joint  venture  with  Merck  &  Co.,  Inc.  http://www.rhone-poulenc.com    Tel:  888  776  8368 
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Sweden's  LM  Ericsson  is  undeniably  one  of  the  1990s' 
technology  successes.  Now  there's  a  bumpy  road  ahead 

Mobile  mayhem 


By  Richard  C.  Morais 


We're  on  the  lm  Ericsson  corpo- 
rate jet,  somewhere  over  the  North 
Sea.  Sven-Christer  Nilsson,  the 
Swedish  telecommunication  giant's 
brand-new  chief  executive,  paints  an 
extraordinary  vision  of  the  future — in 
which  salesmen  on  the  road  video- 
conference  with  their  head  office  via 
mobile  phones,  downloading  data 
from  the  Internet  over  radio  airwaves. 
It  will  be  a  world  that  will  demand 
plenty  of  Ericsson's  products. 

"The  horsepower  in  modern  cars  is 
in  the  microprocessors,"  he  goes  on, 
painting  a  word  picture  of  future  mar- 
vels. "A  driver  coming  to  the  Alps 
might  call  up  his  mechanic  and  say, 
Give  me  more  power.  The  mechanic 
will  send  an  additional  100  horse  - 
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power  [over  radio  airwaves].  We'll 
have  more  communication  from 
device  to  device." 

A  half-dozen  years  ago  the  122 -year- 
old  Telefonaktienbolaget  lm  Ericsson 
was  plodding  along  selling  switches  to 
90-odd  state  phone  monopolies  across 
the  globe.  Now  it  is  at  the  forefront  of 
modern  communications.  Revenues 
have  tripled,  to  $22  billion,  since  1992, 
while  pretax  profits  have  climbed  14- 
fold,  to  $2.2  billion.  Some  70%  of  the 
company's  sales  come  from  products 
less  than  3  years  old — mobile  phones 
with  built-in  fax  modems  and  wide- 
band cellular  systems. 

No  wonder  the  stock  market 
values  Ericsson's  Nasdaq-traded 
ADRs  at  34  times   1998  earnings 


estimates. 

Nevertheless,  Ch : 
Executive  Nilsson  and  1  j 
crew  will  be  hard  put  j 
keep  producing  the! 
impressive  earnings  gaii 
Per  Lindberg,  a  form 
Ericsson  employee  who 
now  an  analyst  at  s: 
Warburg  Dillon  Read  I 
Stockholm,  predicts  th 
Ericsson's  plump  pro 
margins  are  in  for  son 
serious  slimming. 

Ericsson  has  turned 
brick-heavy  mobile  phoi 
of  a  few  years  ago  in 
today's  small  and  elega 
GF  788e,  which  fits  in. 
pocket.  The  intense 
profitable  mobile  phon 
account  for  25%  of  Eric 
son's  total  sales  and  a  si 
nificantly  greater  portic 
of  operating  income. 

But  much  of  Ericssor 
revenues  derive  fro 
Asia,  where  things  a 
bad  and  may  get  wors 
China  is  Ericsson's  sing, 
biggest  market,  accoun 
ing  for  11%  of  the  con 
pany's  total  sales.  Tl 
Swedish  company  h 
officially  announced  th 
China  has  ordered  $1.4 
billion  worth  of  ne 
mobile  systems  so  far  th 
year.  If  China — as  seen 
inevitable — devalues  tl 
renminbi  to  stay  in  lir 
with  other  Asian  currencies,  Ericsson 
profits  are  going  to  tumble.  Currei 
cies  can  go  both  ways:  Almost  30% 
Ericsson's  spectacular  revenue  growl 
in  kronor  since  the  early  1990s  w; 
attributable  solely  to  the  depreciatin 
Swedish  currency  and  the  strengthei 
ing  dollar. 

Europe,  which  accounts  for  aboi 
45%  of  Ericsson  revenues,  is  pickin 
up  economic  speed,  and  the  compar 
is  doing  well  in  the  U.S.,  but  even 
where  it  faces  a  whole  new  generatio 
of  mobile  phone  competitors.  Th 
isn't  just  a  Nokia,  Motorola,  Ericsso 
game  anymore.  Sony,  up  to  now  a  b 
player,  just  opened  a  mobile  phon 
R&D  outfit  in  Munich.  Korean  con 
panies  are  moving  full  speed  int 
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Some  acquisitions  make  sense. 
Some  don  t. 


Some  companies  will  buy  anything  to  get  in  on 
the  fastest  growing  sectors  of  the  economy  -  only 
to  encounter  serious  compatibility  issues.  At 
Hambrecht  &  Quist,  our  M&A  team  focuses  exclu- 
sively on  growth  companies.  Since  January  1997, 
we've  advised   on   more  than   85  transactions 


ranging  in  value  from  $10  million  to  $1.8  billion. 
With  that  kind  of  experience  and  industry  insight, 
we  can  tell  you  whether  an  acquisition  fits  your 
strategy  or  not.  Let's  talk.  We'll  help  you  make 
sense  of  the  New  Economy.  Call  David  Golden  or 
Paul  Cleveland  at  (415)  439-3000. 


H*Q 

Hambrecht  &  Quist  llc 

Investment  Banking  for  the  New  Economy 


www.hamquist.com 


FRANCISCO  NEW    YORK 


I0ST0N  NEWPORT     BEACH  SAN     DIEGO  LONDON  PARIS*  TOKYO  TEL    AVIV 

•Strategic  Alliance 


handset  production,  and  the  weak 
won  will  help  them  penetrate  Erics- 
son's markets.  Analyst  Lindberg  esti- 
mates that  some  30  competitors 
across  the  globe  are  starting  to  manu- 
facture digital  phones. 

More  serious:  For  the  last  several 
years  phone  service  operators  around 
the  world  have  hooked  new  cus- 
tomers by  offering  them  cheap  or 
even  free  handsets.  They  are  willing 
to  lose  money  on  the  handsets  in 
order  to  lock  in  new  customers. 
Thus,  in  Carphone  Warehouse  out- 
lets in  London  you  can  pick  up  an 
Ericsson  mobile  phone  for  $8,  a 
handset  that  should  be  retailing  for 
around  $170.  Sitting  on  an  execu- 
tive's desk  in  Stockholm  is  an  adver- 
tisement from  a  San  Diego  newspa- 
per: free  phone,  two  nights  for  four 
people  in  a  top  Las  Vegas  hotel,  free 
Motorola  beeper,  plus  $100  worth 
of  free  calls. 

That's  okay  with  Ericsson  because 
it  gets  full  price  from  the  phone  oper- 
ators. But  here's  the  rub:  Operators 
are  fast  approaching  the  point  where 
they  have  enough  volume  on-line,  so 
they  will  no  longer  need  to  lure  busi- 
ness with  cheap  handsets.  When  the 

Fortunes  shift 


007  and  mobile  phone 
Marketing  vs.  margins 


such  as  cigarette-lighter 
battery     chargers     and 
voice-activated    phones 
that  dial  numbers  at  the 
mere  mention  of  a  name 
in  your  phone  book.  The 
company  is  also  spending 
heavily  to  create  a  global 
brand   image.   Ericsson 
recently  lined  up  "James 
Bond  007"  as  an  adver- 
tising icon,  sponsored  the 
Carolina  Panthers  stadi- 
um in  Charlotte,  N.C. 
and  launched  an  estimat-      B^^B 
ed  $100  million  global 
ad  campaign.  The  emotional  ads  are 
handled  by  Young  &  Rubicam:  A  boy 
reaches  out  to  a  guitar.  "Make  your- 
self heard"  is  the  tag  line. 

Can  this  old-line  Swedish  outfit 
convert  itself  into  a  top-notch  mar- 
keter of  consumer  products?  It's 
trying  hard,  but  Chief  Executive 
Nilsson  will  have  an  uphill  battle 
turning  his  marketing  executives 
from  the  PTT  (post,  telephone  and 
telegraph)  era  into  hipsters  who 
know  how  to  sell  sizzle. 

Ericsson  is  understandably  proud  of 
its     mobile     systems     division.     It 


Code  Division  Multifl 
Access  (CDMA),  a  systel 
in  which  voice  is  scrail 
bled,    compressed    ail 
then    decoded    at    tl 
receiving  end.  Ericsscl 
instead  pushes  its  Tir.l 
Division  Multiple  Acca 
(TDMA)    technology, 
system     that     digitis 
voice  and  compresses! 
so  that  several  corners! 
tions   can   travel    on 
single  radio  frequency 
an  assigned  time. 
A    mistake?  Ask    til 
head  of  Ericsson's  mobile  systemsl 
bland  question  about  market  shal 
and  he  has  a  hissy  fit.  At  a  recent  an| 
lysts  meeting  at  the  Painters  Hall 
London,  Nilsson  boasted  that  "clol 
to  40%  of  the  world's  mobile  sull 
scribers  are  hooked  up  to  Ericssc] 
networks."  A  bit  misleading,  thougj 
An  Ericsson  mobile  system  vice  pre 
ident  concedes  that  this  40%  figuil 
applies  only  to  switches.  Ericssonl 
share  of  the  total  network  businesl 
claims  Lindberg,  is  25%  and  slippinl 
Meanwhile,  Ericsson's  plain  old  tel  J 
phone  service  core  is  still  losing  mone 


Ticker 

Company/country 

—Sales  ($mil) — 
1997          1993 

Net  income  (Smil) 
1997           1993 

Market  value  (Smil) 
1997          1993 



P/E- 

1997 

1993 

ALA 

Alcatel  Alsthom/France 

$31,845 

$27,707 

$800 

$1,251 

$20,849 

$20,332 

27 

17 

ERICY 

LM  Ericsson/Sweden 

21,970 

8,142 

1,564 

366 

36.929 

8,928 

24 

33 

LU 

Lucent  Technologies/US 

26,360 

17,734 

1,565 

430 

51.285 

NA 

34 

NA 

MOT 

Motorola/US 

29.794 

16,963 

1,180 

1,022 

34.089 

25,736 

25 

25 

NIPNY 

NEC/Japan 

43,933 

28,166 

813 

-362 

17,544 

11,312 

27 

NM 

NOKA 

Nokia/Finland 

10,134 

4,162 

1,153 

135 

20,259 

3,270 

17 

24 

NT 

Northern  Telecom/Canada 

15,499 

8.181 

832 

62 

23,155 

7,757 

41 

NM 

SMAWY 

Siemens/Germany 

63,731 

50,583 

1.427 

1,117 

34,389 

27.501 

23 

20 

NA:  Not  available;  spun  off  from  AT&T  in  1996.  NM:  Not  mea 

ningful. 

Sources:  Morgan  Startle 

y  Capital  Intern 

itional  via  OneSource  Info 

mat/on  Services;  IBt : 

In  the  past  five  months  Ericsson  added  another  $30  billion  to  its  market  cap.  Too  much  too  soon? 


operators  drop  the  handset  subsidies, 
consumers  are  going  to  get  sticker 
shock.  Ericsson,  Nokia  and  Motoro- 
la— and  the  new  Asian  players  fast 
coming  on-line — will  fight  for  cus- 
tomers. "It's  going  to  get  tough," 
concedes  Johan  Siberg,  president  of 
Ericsson's  mobile  phone  unit. 

To  bolster  its  appeal  with  mobile 
phone  consumers,  Ericsson  is  con- 
stantly adding  new  premium  features, 


accounts  for  43%  of  revenues.  The 
core  of  this  business  is  its  fixed-line 
axe  switch,  upgraded  and  tweaked  for 
the  mobile  market.  Ericsson  just 
spearheaded  an  Asian-EU  standards 
agreement  for  the  next-generation 
wideband  technology,  called  WCDM  \. 
Right  now,  however,  there's  a  gamble 
closer  to  home.  Ericsson  is  studiously 
ignoring  a  technology  emerging  from 
the  U.S.  (Forbes,  Apr.  7,  1997)  called 


a  victim  of  price-cutting  and  the  fad 
that  Ericsson  has  very  little  to  offer  i 
the  vital  area  of  data  transmission.  Th 
division's  hard-driving  executive 
Aiders  Igel,  says  he  will  turn  Infocoi 
around  by  year-end.  It  helps  that  h 
can  tap  a  potential  $7  billion  cash-anc| 
debt  war  chest  for  acquisitions. 

Ericsson  has  come  a  long  way  in 
few  wars,  but  for  die  next  few  years  th  | 
going's  going  to  be  a  lot  tougher. 
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Life's  never  easy  in  the  garment  business. 
Who  needs  a  couple  of  murders  in  the  bargain? 

Whodunit? 


By  Kelly  Barron 

Leonard  Rabinowitz  was  in  Paris 
meeting  with  suppliers  in  1995,  when 
his  hotel  room  phone  rang  at  3  a.m. 
His  chief  financial  officer  had  just 
been  murdered.  It  looked  like  a  hit 
job) — and  was  the  second  time  in  five 
months  that  an  executive  at  Carole 
Little,  the  Los  Angeles-based  clothes 
designer,  had  been  killed. 

The  first  victim  was  a  newly 
appointed  vice  president  who  had 
been  in  charge  of  cutting  costs  by 
winnowing  Carole  Little's  subcon- 
tractors who'd  been  sewing  dresses, 


blouses  and  pantsuits  for  the  compa- 
ny. The  cfo,  victim  number  two, 
obviously  controlled  the  purse 
strings.  Had  the  reductions  in  sub- 
contractors spawned  the  violence? 
Police  couldn't  identify  a  clear 
motive. 

A  devastated  Rabinowitz  headed 
back  to  Los  Angeles  and  the  private 
company  that  he  had  founded  with 
his  former  wife,  Carole  Little,  back 
in  1974. 

Death  wasn't  the  only  menace 
hanging  over  the  couple.  For  two 


decades  Rabinowitz  had  successfi  / 
marketed  Carole  Little's  flowiil 
bold  print  fashions  to  young-mind', 
affluent  women  who  wanted  to  lc:< 
smart  around  the  house  and  at  wo<p 
Carole  Little's  clothes  were  depa- 
ment  store  mainstays  along  with  Is 
Claiborne  and  Jones  New  York.  TF 
had  made  Little,  the  designer,  a..  I 
Rabinowitz,  the  numbers  guy,  vt; 
wealthy 

Now  they  were  barely  hanging 
in  the  rough-and-tumble  garme 
business.  Against  their  better  jui 
ment  they  had  been  forced  to  dik 
their  designer  image.  Departme 
stores  were  cutting  back  on  t 
number  of  vendors  they  would  d 
with,  and  to  keep  many  accour 
Carol  Little  had  to  broaden  its  lin 
and  service  more  stores,  not  just  t 
upscale  ones.  Initially,  that  was  te 
rific  for  sales,  which  shot  up  5( 
from  1993  to  1994,  but  lousy  for  t 
bottom  line.  With  inventory  pilii 


up,  stores  had  to  mark  down  dresses 
md  cut  their  margins  by  half,  to 
'^  E0%.  As  a  result,  Carole  Little  had  to 
iav    S13    million    in    "markdown 
noney" — cash  paid  to  department 
'.tores  when    merchandise   is   sold 
vlow  the  expected  price, 
i    Instead  of  creating  clothes  for  her 
>riginal,  more  fashion-conscious  cus- 
omers,  Little  was  altering  her  designs 
o   suit    mainstream    markets.    "We 
deliberately]     made     the     product 
Mand,"  recalls  Little,  now  in  her  "mid- 
itfics."  Meaning:  adding  elastic  waist- 
bands to  more  garments  to  fit  the  aver- 
age pear-shaped  woman;  using  basic 
colors  like  white  and  blue,  instead  of 
•more  fashionable  tones  like  mauve, 
i    Sales,  which  peaked  in   1994  at 
5375   million,   flattened   in    1995. 
losses  in  that  year  climbed  to  $19 
million.  "All  of  this  was  Hying  by 
tne,"  says  Rabinowitz.  "When  I  final- 
ly woke  up,  I  had  to  take  a  good  long 
look  at  the  company."  He  and  Little 
contemplated  bankruptcy  or  selling 
■■the  company. 

Just  in  time,  they  pulled  back  from 
I  It  he  brink.  They  consolidated  opera 
jltions  into  a  new  headquarters 
llcquipped  with  high-tech  warehous- 
ing, and  even — at  the  risk  of  offend- 
ing department  chains — cut  back 
jlsharplv  on  the  number  of  stores  they 

I  (serviced. 

Meantime,  Little  went  back  to 
■doing  what  she  always  did  best: 
designing  practical,  sophisticated 
llclothes.  She  developed  camisoles 
■  Iwith  straps  wide  enough  to  cover 
la  bra  strap,  crocheted  sweaters  to 
|  wear  over  other  tops  or  dresses  and 

I I  knit  wool-blend  sweaters  trimmed  in 
j  take  fur.  She  designed  a  new  moder- 
flatcly  priced  Saint  Tropez  line  of 
II sportswear  and  dresses,  which  sell 
I    between  $49  and  $79,  compared 

with  Carole  Little's  $78-to-$188 
M  line.  Though  downscale  in  price,  the 
'I  new  line  makes  few  concessions  to 
H  mass  taste. 

Against  the  skepticism  of  some 
™  department  store  buyers,  she  recent- 
ly added  capri  pants  in  a  black  matte, 
f    soft  jersey  fabric.  "I'm  not  trying  to 
please  everyone  in  the  world  any- 
(]  more,"  Little  says.  "I'm  just  going  for 
!  a  certain  customer." 

And  wooing  her  hard.  Example: 
I  The  original  button  and  zipper  fly 


design  for  cargo  pants  proved  too 
constricting;  Little  retooled  with  a 
drawstring  waist.  And  though  she 
hates  public  appearances,  Little  is  get- 
ting to  know  the  shopper  firsthand 
through  personal  appearances  at 
select  department  stores — followed 
by  hour-long  Q&As  with  customers. 
The  company  now  sells  to  half  the 
stores  it  dealt  with  in  1994,  reducing 
sales  by  nearly  half,  to  about  $187 
million  last  year.  But  Rabinowitz 
expects  to  turn  a  small  profit  this 
year,  up  from  a  $9  million  loss  last 
year.  Some  department  stores,  such  as 
Macy's  West,  are  waiting  to  see  how 


the  new  lines  do  before  they  commit 
to  additional  locations. 

There's  still  a  certain  nervousness 
these  days  at  Carole  Little,  which 
maintains  tight  24-hour  security  and 
a  staff  of  nearly  25  guards.  The  mur- 
ders are  still  unsolved.  "I  don't  know 
if  we  will  ever  know  completely  what 
happened,"  says  Glendale,  Calif. 
Sergeant  John  McKillop,  who  was 
involved  with  die  police  investigation. 
Little  and  Rabinowitz  probably  aren't 
targets  of  any  vendetta  because 
they're  too  far  removed  from  the 
subcontractors. 

A  tough  way  to  make  a  buck.     M 


Wyse  was  just  another  small  computer  outfit  headed 
for  extinction.  Until  Doug  Chance  came  along. 

Resurrection 


By  Julie  Pitta 


In  pitiless  Silicon  Valley,  a  young 
company  rarely  gets  a  second  chance. 
That's  why  it's  doubly  surprising  to 
find  Wyse  Technology  Inc. — which 
had  a  spectacular  rise  and  fall — still 
very  much  among  the  living. 

In  the  early  1980s  Wyse  was  the 
leading  independent  maker  of  video 
display  terminals — the  devices  that 
preceded  PCs  on  corporate  desktops. 
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Wyse  was  founded  by  Hong  Kong 
emigre  Bernie  Tse  and  his  Taiwanese 
wife,  Grace,  with  $1 .6  million  in  ven- 
ture capital.  Exploiting  Taiwan's  well- 
trained  and  low-cost  work  force, 
Wyse  developed  a  cheap  but  high- 
quality  alternative  to  IBM's  terminals. 
By  1987  Wyse  revenues  had  reached 
$260  million,  and  its  stock,  which 
began  trading  a  year  earlier  at  $7, 
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jumped  to  S39.  Market  capitalization 
at  peak:  $464  million. 

The  Tse  couple  weren't  dumb. 
They  saw  the  PC  coming  and  knew  it 
threatened  their  business.  So  they 
decided  to  get  into  computers,  but 
thev  blew  it.  When  Wyse  used  a  fac- 
tory in  Hong  Kong  to  grind  out 
inexpensive  PCs,  the  results  were 
calamitous.  In  the  worst  quarter, 
more  than  a  third  of  its  machines 
were  sent  back  by  distributors 
because  of  defects.  Wyse  drafted 
nearly  every  employee  to  help  assem- 
ble computers.  "There  were  guys 
with  tattoos,  earrings  and  screw- 
drivers," says  a  former  marketing 
manager.  "We  had  no  idea  what  we 
were  doing." 

Customers  defected.  Between 
1989  and  1990  Wyse  lost  more  than 
SI 00  million  on  PCs.  A  year  later  the 
company  was  sold  for  $270  million 
to  a  consortium  that  included  the 
Taiwanese  government  and  Morris 
Chang,  a  former  Texas  Instruments 
executive  turned  Taiwanese  semicon- 
ductor magnate.  The  consortium 
took  Wyse  private. 

Under  new  management,  Wyse 
just  limped  along  until  Douglas 
Chance  arrived  on  the  scene.  An 
executive  vice  president  at  Hewlett- 
Packard,  Chance  was  lured  to  Wyse 
in  October  1994 
with  a  2%  stake  in 
the  company.  He 
quickly  sized  up 
Wyse's  prospects: 
While  the  PC 
business  was  still 
losing  money,  the 
company's  long- 
neglecttd  termi- 
nals business  was 
highly  profitable. 
The  outlook  for  its 
PCs  was  grim  in  a 
market  that  was 
fast  consolidating  into  a  relatively  few 
hands.  Without  national  distribution 
or  a  direct  sales  force,  "the  Wyse 
brand  didn't  have  a  lot  of  value," 
recalls  Chance.  "We  had  a  fire  sale  at 
the  warehouse  and  got  rid  of  most  of 
that  stuff,"  he  says.  Wyse  went  right 
out  of  the  pc:  business. 

"What  we  needed  next  was  a  really 
big  idea,"  Chance  says.  Instead  of 
making   PCs,  Wyse  would   make   a 


Wyse's  new  "Winterm"  machine  at  a  Federal  Express  warehouse  in  Silicon  Valley 

The  big  mo:  An  order  for  35,000  terminals  will  help  Wyse  boost  revenues  40%. 


After  a  calamitous  attempt 
to  manufacture  personal 
computers,  <<the  Wyse 
brand  didn't  have  a  lot 
of  value,"  says  Chance. 
"What  we  needed  next  was 
a  really  big  idea."  The  key 
was  a  new  hybrid  machine, 
part  PC,  part  terminal. 


machine  that  would  compete  with 
them.  In  late  1994  he  ordered 
a  small  group  of  engineers  to  design 
a  new  computing  device  that  would 
be  part  PC,  part  terminal.  Like  a 
PC,  the  machine  would  run  on  a 
microprocessor  so  that  data  could 
be  manipulated  as 
well  as  displayed. 
But  unlike  a  PC, 
it  would  lack  a 
pricey  disk  drive. 
Data  would  reside 
on  a  computer 
server  and  be 
accessed  through  a 
computer  net- 
work. Wyse  was 
sort  of  going  back 
to  its  past. 

Chance  figured 
his  machines  had 
cost  going  for  them.  First,  he  priced 
the  machines  dirt  cheap,  about  S500 
each.  Because  terminals  are  so  much 
easier  to  maintain  than  temperamen- 
tal disk  drives,  users  could  also  save  a 
bundle  on  repairs — which  typically 
eat  up  more  than  half  of  most  data 
processing  budgets. 

Chance  considered  going  with 
Java,  the  promising  new  operating 
system  designed  by  Sun  Microsys- 


tems; after  all,  the  "network  comput| 
er"  system  was  a  natural  fit  for  Wyse'-i 
new  machine.  But  he  settled  on  Win  i 
dows,  the  dominant  operating  system 
from  Microsoft.  Why?  Java  requirei 
more  processing  power  than  a  light ' 
weight  version  of  Windows  designee, 
for  terminals  and  was  therefore  mor 
expensive — Sun  Micro's  JavaStatio: 
is  priced  at  $699  without  a  monitoi 
Then,    too,    Java-based    machine  I 
couldn't  run  the  hundreds  of  appli 
cations  software  programs  written  fo 
Windows  and  critical  to  most  corpo ' 
rate  customers. 

Smart  moves,  it  turns  out.  Wys  i 
began  shipping  its  "Winterm"  (that'  i 
Windows  terminal)  in  January  199c 
filling  large  orders  for  Wal-Mart  an> 
NationsBank.  Its  biggest  coup  ha 
been  Federal  Express.  A  year  ag' 
FedEx  invited  six  companies — incluc 
ing  Sun,  Oracle  and  IBM — to  design 
network  computer  to  replace  it 
70,000  aging  terminals.  After  a  yea 
of  tests,  FedEx  picked  Hewlett 
Packard  for  low-cost  PCs  and  Wyse  fc 
Winterms — 35,000  or  more  of  then 

That  order  should  help  revenue 
jump  40%  this  year,  to  $256  millior  i 
Says  a  delighted  Chance:  "I  didn'J 
expect  this  to  tee  up  so  quickly." 

Neither  did  anvone  else. 
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tough    customer. 


£>Al  From  boulevards  to  back  roads .  For  legions  of  motorcycle 
enthusiasts  nothing  evokes  the  rugged  spirit  of  America  like 
the  thunder  of  a  Har  ley  -Davids  on-.  S^fe  Rockwell  automation 
systems  help  ensure  the  uncompromising  standards 
of  the  Harley  engines  whose  sound  now  excites  the 
imagination  of  a  new  generation  of  riders  .  (j£Jj  Just  as 
the  successes  of  so  many  other  equally  demanding 
customers  resonate  with  innovative  answers  from  Rockwell. 
\B/  Whether  it's  the  semiconductor  chip  that  lets  a 
digital  cellular  user  finish  a  long  day's  business 
on  a  single  battery  charge.  |\J^I  The  avionics  that  guide 
an  airliner  to  a  fog-shrouded  island  using  satellite  and 
microwave  technology.  /|Q|4  Or  the  call  center  technology 
that  helps  a  small  manufacturing  firm  handle  customer 
inquiries  as  efficiently  as  a  Fortune  500  company. 
Bold  ideas  for  those  who  refuse  to  conform  to 
the  status  quo.  (  1  Because  whatever  your  business, 
the    bottom     line     is     this.    \Jl&    You   succeed.      We   succeed. aM 


Rockwell 

Electronic   Controls   and  Communications 
www . rockwell . com 


your  own  business 
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Here's  one  Silicon  Valley  outfit  that's  solved 
its  recruitment  problems.  Genesys  imports 
its  engineers  directly  from  eastern  Europe. 

The  Russia  house 


By  Scott  McCormack 

One  fine  day  in  1994 
Gregory  Shenkman's 
company  had  a  surprise 
phone  call  from  the  FBI. 
The  feds  had  questions 
about  San  Francisco- 
based  Genesys  Telecom- 
munications Laborato- 
ries, Inc.,  the  eight- 
year-old  software  com- 
pany Shenkman  had 
launched  with  friend 
and  fellow  Russian 
emigre  Alec  Miloslavsky, 
35.  What  were  the  feds 
looking  for? 

"They  thought  we 
were  a  front  for  the 
Russian  mafia,"  says 
Shenkman,  36.  It  seems 
that  Genesys'  payroll  ^^BB 
was  packed  with  recent 
arrivals  from  the  former  Soviet  Union 
and  eastern  Europe.  The  FBI  eventu- 
ally stopped  snooping.  Genesys  had 
convinced  them  that  it  hired  com- 
puter programmers  from  eastern 
Europe  for  the  same  reason  Willy 
Sutton  robbed  banks:  Because  that's 
where  the  jackpot  was.  Attracting  and 
keeping  talent  is  tough  for  any  com- 
pany. It's  a  daily  struggle  in  a  high- 
tech  field  like  computer  telephony — 
integrating  telephones  with  computer 
networks  and  databases — where 
annual  turnover  among  programmers 
can  be  as  high  as  30%. 

Genesys  creates  sophisticated  soft- 
ware that  allows  large  companies, 
from  MCI  to  Chase  Manhattan,  to 
access  detailed  account  information — 
and  thereby  better  manage  customer 
service.  This  minimizes  the  time 
operators  spend  on  the  phone,  and 
saves  customers  from  being  bounced 
from  department  to  department. 
Genesys  offered  one  of  the  first  pro- 
grams to  integrate  incompatible  com- 
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Genesys  founders  Greg  Shenkman  and  Alec  Miloslavsky 
$100  million  smiles. 


puter  and  phone  systems. 

Because  there  aren't  enough  U.S.- 
trained  technicians  to  do  this  kind  of 
work,  many  Silicon  Valley  startups  look 
overseas.  That's  where  it  gets  tricky. 
Each  year  Uncle  Sam  admits  65,000 
highly  skilled  workers  from  abroad  on 
six-year  H-1B  visas.  For  Genesys 
employees,  green  cards  often  follow 
under  a  policy  favoring  "outstanding 
researchers."  The  1998  U.S.  visa  quota 
has  already  been  filled.  A  bill  to  expand 
the  visa  cap  to  95,000  is  bouncing 
around  Congress,  but  won't  be  imple- 
mented soon.  Immigration  is  one 
political  hot  potato. 

Miloslavsky  and  Shenkman  can't 
change  the  laws,  but  their  background 
gives  them  an  edge  when  it  comes  to 
prospecting  in  eastern  Europe.  They 
met  over  a  card  game  in  San  Francis- 
co's tight-knit  Russian  community  in 
1980,  after  their  families  tied  the  Soviet 
Union.  Miloslavsky  studied  civil  engi- 
neering at  the  University  of  California 
at  Berkeley,  and  eventually  worked  for 


Steve  Jobs  at  Pixar.  Shenkman  headec 
for  the  telecom  industry  and  became ; 
consummate  salesman.  He  convincec 
his  parents  to  take  out  a  $75,000 
second  mortgage  to  launch  Genesys 
Miloslavskv's  family  also  chipped  ir 
about  $75,000. 

With  little  cash  for  salaries  and  nc 
product,  they  needed  people  whc 
would  contribute  sweat  equity  anc 
wouldn't  haggle  about  working  con 
ditions  or  starting 
salaries.  "It  was  oui 
strategic  asset,"  say: 
Shenkman.  "We  knew 
this  pool  of  tremendous 
ly  talented  people  fron 
Mother  Russia."  Their 
first  overseas  hire  was  . 
childhood  friend  o 
Miloslavskv's,  whose 
Moscow  connections 
helped  snare  another  five 
senior  computer  sciem 
tists.  Genesys  took  card 
of  everything — arranging 
for  visas,  picking  up  new 
arrivals  at  the  airport 
finding  apartments  anci 
schools  for  their  children 
even  cosigning  loans  anc 
mortgages. 

Today  Genesys  ha: 
500  employees;  nearly 
70%  of  its  technical  staff  is  foreign 
Programmers  are  referred  to  not  by 
area  of  expertise  but  by  origin — ovei 
here,  the  St.  Petersburg  group;  dowr 
the  hall,  the  team  from  Moscow,  thei 
Vladivostok  and  Kiev. 

The  lean  days  are  past.  With  expect 
ed  profits  of  $8  million  on  revenues  o 
$81  million  for  the  fiscal  year  endec 
June  30,  the  company  now  pays  com 
petitive  salaries.  Since  going  public  las 
year,  Genesys  has  created  60  paper  mil 
lionaires,  many  of  diem  Russian  immi 
grants  born  and  raised  under  commu 
nism.  Shenkman  and  Miloslavsky  an 
now  worth  $100  million  each. 

Shenkman  claims  his  employe< 
turnover  is  just  3%  a  year — low  by  Sil 
icon  Valley  standards,  but  he's  no 
taking  any  chances.  Genesys  collabo 
rates  closely  with  Russia's  premier  insti 
unions,  Moscow  University  and  Phys 
tech,  and  puts  recruits  to  w  ork  at  loca 
development  centers.  If  they  prov< 
their  wordt,  it's  off  to  San  Francisco— 
if  they  can  get  visas.  ■ 
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good    call. 


^^  A  Sony  spread- spec t rum  cordless  phone  transmits 
clearly.  Securely.  With  up  to  three  times  the  range  of 
regular  900  MHz  cordless  handsets  .  ^^  And  its  appeal 
goes  much  farther  than  that.  ^^  Sony  called  on  Rockwell 
semiconductor  technology  to  create  the  most  feature-rich 
and  user-friendly  digital  cordless  products  on  the  market. 
We'  re  giving  countless  other  customers  plenty  to 
talk  about  too.  ^^  Whether  it's  the  automation  system 
that  helps  a  motorcycle  manufacturer  turn  raw  metal 
into  rolling  thunder.  (^^  The  call  center  technology  that 
lets  an  overnight  express  service  respond  to  more  than 
half  a  million  customers  a  day.  Wjgj  Or  the  avionics  display 
that  paints  a  picture  of  distant  weather  for  an  airliner 
navigating  through  the  night.  Q^  Good  calls  for  companies 
seeking  smart  answers.  (yj|)  Because  whatever  your  business, 
the    bottom    line    is    this,    ^fi       You   succeed.      We   succeed. SM 


Rockwell 


Electronic  Controls   and  Communications 
www . rockwell . com 


your  own  business 


They  turned  Jack  Gilbert  down  when  he  tried  to  buy  the 
outdoor  gear  company  he  was  running.  Big  mistake. 

Don't  get  mad- 
get  even 


By  Anne  Linsmayer 

On  Halloween  morning  in  1993 
Jack  Gilbert  walked  into  the  office  of 
his  bosses  at  Odyssey  International 
Ltd.  in  Berkeley,  Calif,  and  made  his 
final  offer  to  buy  from  it  Sierra 
Designs,  the  outdoor  gear  company 
of  which  he  was  president.  Odyssey,  a 
holding  company  that  owned  Sierra 
Designs,  The  North  Face  and  several 
other  equipment  brands,  was  bank- 
rupt, and  its  parlous  financial  shape 
was  a  hindrance  to  Sierra,  and 
Gilbert.  "I  said,  'Let  me  buy  it  or  I'll 
walk,'"  he  recalls.  Faced  with  that 
choice,  they  told  him  to  take  a  hike. 

Gilbert  had  lined  up  $2  million 
from  the  Park  City,  Utah-based 
Powdr  Corp.,  owner  of  ski  resorts  in 
the  West.  Okay,  so  Gilbert  would 
start  his  own  company.  The  ski  folks 
were  still  willing  to  back  him.  It 
would  be  called  Mountain  Hardwear. 
By  two  o'clock  that  afternoon  Gilbert 
had  hired  away  six  Sierra  Designs 
employees,  including  two  of  the 
world's  top  tent  designers.  He  and 
his  team  among  them  pooled  $1  mil- 
lion, most  of  it  Gilbert's. 

There  was  a  deadline  to  meet. 
Gilbert  had  three  months  to  get  a 
new  product  line  out  for  the  crucial 
Outdoor  Retailer  Winter  Market — a 
trade  show  that  could  make  or  break 
the  young  company. 

The  $5  billion,  outdoor  retail 
industry  is  a  rough  place.  Though  it 
was  built  largely  by  counterculture 
types  who  once  preached  love,  there 
was  little  love  lost  among  the  com- 
petitors. Gilbert  had  worked  at  two 
of  the  pioneering  firms  (The  North 
Face,  then  Sierra  Designs),  and  he 
knew  they  would  scarcely  welcome  a 
newcomer,  especially  since  he  had 
poached  several  employees. 


To  prepare  for  the  fray,  Gilbert's 
team  developed  a  line  of  tents,  out- 
door clothing  and  sleeping  bags. 
They  were  designed  for  the  premi- 
um-priced end  of  the  market,  with 
sleeping  bags  priced  as  high  as  $600 
at  retail.  Two  hasty  trips  to  Hong 
Kong  to  set  up  outsourcing — then 
there  were  problems.  Prototype 
parkas  had  to  be  made  without  Gore- 
Tex;  the  flaps  on  zippers  wouldn't 
close.  Back  they  went. 

Gilbert,  now  54,  had  to  be  fussy. 
When  you  pay  $500  for  a  tent,  you 
don't  want  the  seams  to  rip  in  a  mild 


wind,  and  you  expect  those  litt 
extras.  Examples:  tent  windows  mac 
of  uvx  film  that  won't  crack  at  lol 
temperatures  (-66  degrees);  moil 
elbow  room  in  a  jacket  to  make  gral 
bing  an  ice  pick  easier  for  the  mouii 
tain  climber;  a  new  leash  on  a  jack 
cord-lock  that  lets  you  tighten  yoi 
hood  with  one  hand. 

By  the  time  the  trade  show  rollej 
around  in  early  1994,  Mountain  Hari 
wear  was  ready  with  a  basic  line  < 
clothes.  Retailers  were  wowed:  Th< 
loved  the  jackets  with  special  pockets  t 
fit  walkie-talkies, 
snug-fitting  hood 
Gilbert  walked  aw; 
with  some  k 
accounts.  Adventui 
16,  a  chain  of  sil 
stores  in  souther 
California  that  tradi 
tionally  supporte 
mostly  Patagonia  an 
The  North  Face,  w? 
an  early  convert.  B 
the  end  of  its  first  ya 
Mountain  Hardwes 
had  signed  on  all  i 
its  1 06  targete 
stores,  pulling  in  re\ 
enues  of  $1.3  millioi 
This  year,  with  ii 
gear  in  over  60' 
high-end  shop 
Mountain  Hardwe; 
expects  to  ear 
nearly  $2  million  o 
$17  million  in  re\ 
enues.  There  hav 
MHMi  been    a    couple    c 

rockslides.  Last  yea 
for  instance,  the  company  was  sue 
by  a  Japanese  maker  of  sleeping  bag 
that  stretch;  it  accused  Gilbert  c 
copying  its  technology  for  "Craz 
Legs,"  which  Mountain  Hardwea 
uses  in  its  most  popular  bags.  Eve 
though  Gilbert's  company  owns 
patent  on  "Crazy  Legs,"  the  bags  ha 
to  come  off  the  shelves. 

But  there  have  been  triumphs,  toe 
Mountain  Hardwear  now  has  five  c 
the  top  ten  bestselling  tents  at  spe 
cialty  stores.  The  North  Face,  now 
separate  public  company,  has  zero. 

Sierra  Designs?  Sold  to  anothe 
buyer — and  making  a  comeback  b 
finding  a  new  niche:  the  women 
outdoor  market. 


Mountain 
Hardwear's 
Jack  Gilbert 
Soft  goods 
tough 
enough  for 
Mt.  Everest 
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Connecticut 

Helping  Business  Grow  Through  Technology  and  Teamwoi: 


Governor  John  G.  Rowland 


David  Freeman 

Chairman.  President  and 
Chief  Executive  Officer 

LOCTITE 
CORPORATION 


Loctite  Corporation,  a  leading  creator,  manufacturer 
and  marketer  of  specialty  adhesives,  sealants  and 
coatings,  sells  more  than  1,000  producls  in  more 
than  80  countries  worldwide  and  provides  thousands  of 
manufacturers  around  the  world  with  technology- 
based,  customized  solutions  to  their  design  problems. 
Loctite  engineers  partner  with  manufacturers  in  o 
range  of  industries,  particularly  in  the  automotive, 
electronic  and  medical  fields.  By  designing  in  Loctite 
solutions  early  on,  manufacturers  save  time  and 
money  in  production. 

As  you  can  imagine,  research  and  development  are 
key  to  Loclite's  success.  That's  one  reason  Loctite's 
world  headquarters  ore  in  Hartford,  and  the  compa- 
ny's North  American  Group  headquarters  and  one  of 
four  worldwide  engineering  centers  for  research  and 
development  are  in  nearby  Rocky  Hill.  "With  its  highly 
skilled,  well-educated  workforce,  Connecticut  is  the 
ideal  location  for  a  high-tech,  R&D-based  business  like 
Loctite,"  says  David  Freeman,  Loctite's  chairman,  pres- 
ident and  chief  executive  officer. 


&®enn 


Connecticut's  Economic  Competitiveness  Strata! 


In  February  1998,  Governor  Rowland 
announced  a  new  economic  competitive- 
ness strategy  for  Connecticut  called 
Partnership  for  Growth.  This  bold 
public/private  initiative  identified  six 
industry  groups  key  to  Connecticut's  eco- 
nomic future:  Financial  Services,  Health 
Services,  Tourism  &  Entertainment,  High 
Technology,  Manufacturing,  and 
Telecommunications  &  Information. 

The  activation  of  these  six  industry 
clusters  will  drive  legislative,  program- 
matic and  organizational  changes  to 
further  improve  the  business  environ- 


Jim  Perakis 

Chief  Executive  Officer 

HYPERION 
SOFTWARE 


Headquartered  in  Stamford,  Connecticut,  with  offices 
in  26  countries,  Hyperion  Software  is  a  market 
leader  in  the  development  and  implementation  of 
analytic  financial  software.  Hyperion  Internet-enabled 
applications  support  and  enhance  enterprise-wide  finan- 
cial processes  -  including  planning  and  budgeting,  multi- 
source  consolidation,  multidimensional  analysis  and  ana- 
lytic accounting.  Hyperion  clients  total  more  than  3,300 
-  including  more  than  50  percent  of  the  Fortune  500 
and  40  percent  of  the  Financial  Times  European  Top  100. 

For  more  information  about  Hyperion  Software 
solutions  and  how  they  can  help  improve  your  company's 
financial  performance,  call  800.286.8000.  Or  visit  our 
Web  site  al  www.hyperion.com 
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Hyperion 

J    JL      SOFTWARE 


Listen  to  your  business. 


ment  in  Connecticut. 

The  strategy  is  off  to  a  strong  start. 
New,  pro-growth  measures  in  place  I 

•  Expand  the  20%  R&D  tax  credit 
carry-forward  period  to  1  5  yea 
for  all  businesses 

•  Expand  the  6%  R&D  tax  credit  t 
medium  and  smaller-sized  compai 
(previously  available  only  to  tho 
with  $200  million  or  more  in  Re 
expenditures) 

•  Provide  $30  million  to  create  lo 
ratory  and  incubator  space 

•  Provide  additional  resources  to 
Department  of  Economic  and 
Community  Development  for  trar. 
portation,  infrastructure  and  wor    ! 
force  development. 

Coupled  with  an  impressive  list  of 
pro-business  measures  enacted  since 
January  1995,  these  provisions  have- 
dramatically  improved  the  competitiv 
ness  of  Connecticut's  business  enviro 
ment. 


— 


Tax  Cuts  in  Connecticut 

($  Millions) 


Total  Taxes 

$1,544.9 

Income  Tax 
poration  Tax 
tor  Fuels  Tax 
Hospital  Tax 

^■■^  SI  38.6 
^^S130.2 
J£/P  SI  30.0 
^^"$92.8 

£BP  S123  ° 

1                 1                 1                 1 

1                 1 

Fiscal  1996  -  1999 

>eritance  Tax 
Tax  Rebate 

1                1 
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Jwecticut's  corporate  tax  was  instituted. 
tax  was  cut  by  one-third  and  will  be 
vn  to  7.5%  by  the  year  2000. 
3  encourage  capital  investments  and 
w  manufacturing  jobs,  Governor 
viand  signed  legislation  to  expedite 


tax  credits  to  Connecticut  companies 
purchasing  and  installing  additional 
machinery.  These  credits  are  10%  for 
companies  with  250  or  fewer  employ- 
ees and  5%  for  companies  employing 
up  to  800.  Businesses  are  also  given  a 


Van  B.  Honeycutt 

idem.  Chairman  and 
Hief  Exri  ■ii'.' 

COMPUTER 

SCIENCES 

CORPORATION 


hice  1991,  Computer  Sciences  Corporotion  has 
•^expanded  its  Connecticut  operations  to  10  sites 
/with  over  1,500  employees  who  provide  clients 

comprehensive,  value-added  information  technol- 
y  services.  An  outsourcing  revolution  leader,  CSC 
ngs  customer-focused  strategies  to  corporations  and 
vernment,  spurring  Connecticut's  economic  recovery 
strengthening  both  private  and  public  sectors. 
With,  clients  including  industry  leaders  General 
mamics,  Southern  New  England  Telecommunications, 
d  The  United  Illuminating  Company,  CSC  also  part- 
rs  with  Connecticut  in  projects  as  varied  as  helping 
Hi  universities  train  residents  for  high-tech  careers, 
eating  an  automated  personnel  service  that  slashes 
sponse  time  from  eight  weeks  to  one  week,  and 
ntifying  SI  00  million  in  potential  state  revenues. 
An  international  corporation  with  45,000  employees 
60  nations  and  S6.6  billion  in  revenues  for  the  year 
iding  April  3, 1 998,  CSC's  professional  services  encom- 
ks  management  consulting,  information  systems  con- 
ilting  and  integration,  and  operations  support. 


Theodore  E.  Martin 

President  and 
Chie)  Executh  <  i  \ 

BARNES 
GROUP  INC. 


Barnes  Group  has  invested  more  than 
SI  00  million  in  its  three  businesses  over  the 
past  three  years  -  the  most  of  any  period 
in  its  140-year  history  -  to  build  a  world-class 
company  and  become  a  top-tier  performer  for  the 
long  term. 

Throughout  our  Connecticut  facilities  and 
around  the  world,  we  have  focused  our  efforts  and 
investments  on  enhancing  the  quality  of  our  people, 
strengthening  our  technology  and  expanding  our 
capabilities  -  all  with  an  eye  toward  serving  the 
customer  better  and  faster  than  ever  before.  This 
pursuit  has  helped  the  company  put  together  four 
straight  years  of  strong  profit  growth. 


BARI€S  A 

GROUP  INC  /VJlA 


break  on  the  property  taxes  paid  on 
computers,  printers  and  other  electronic 
data  processing  equipment. 

These  tax  credits,  which  can  be  car- 
ried forward  into  future  years,  help 
businesses  invest  in  the  equipment  they 
need  to  run  and  thrive.  They  have  also 
helped  bring  businesses  with  a  high 
concentration  of  data-processing  jobs 
to  Connecticut. 

Connecticut's  gas  tax  was  next.  In 
1  997,  a  six-cent-per-gallon  reduction  in 
the  gasoline  tax  was  signed  into  law 
and  will  be  fully  effective  in  1998.  A 
new  measure,  passed  in  the  spring 
1  998  session,  will  bring  the  total  gas 
tax  cut  to  seven  cents  per  gallon. 

To  ease  the  burden  on  families  and 
small-business  owners,  the  inheritance 
tax  is  being  phased  out.  By  the  year 
2005,  it  will  be  gone  entirely.  This 
important  tax  elimination  helps  keep 
capital  in  Connecticut. 


Robert  W.  Fiondella 

Chairman.  President  and 

Chief  Executive  Offit  ei 

PHOENIX 


Phoenix  Home  Life  Mutual  Insurance  Company  is 
proud  of  its  147-year  history  with  Connecticut. 
As  the  nation's  ninth-largest  mutual  life  insurer 
and  one  of  its  leading  money  managers,  we  offer  a 
diverse  portfolio  of  insurance  and  investment  products. 
Within  the  last  year,  we  expanded  our  life  insurance, 
investment  management  and  trust  operations. 

We  remain  committed  to  encouraging  Connecticut's 
growth  through  many  sponsorships,  including  the 
Phoenix  ATP  Tour  World  Men's  Doubles  Championship, 
the  Phoenix  WBCA  High  School  All-America  Game,  the 
New  England  Blizzard  of  the  American  Basketball 
League,  and  the  Phoenix  Classic  men's  college  basket- 
ball tournament,  and  fostering  projects  such  as  the 
building  of  the  Amistad. 

Phoenix  is  dedicated  to  helping  individuals  and 
businesses  develop  Phoenix  Fiscal  Fitness'  Programs 
for  every  stage  of  their  lives  and  believes  Connecticut 
has  a  promising  future. 


^Phoenix 
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Connecticut  Has  Paid  Off  its  Debt 

($  Millions) 
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State  surpluses  will  total  $756  mil- 
lion since  1995,  due  in  great  part  to 
the  spending  restraints  and  tough 
choices  made  by  government  officials. 
In  fact,  the  State's  Budget  Reserve  Fund 
is  at  its  highest  point  in  State  history. 

1 995  ushered  in  a  new  era  of  fiscal 
management  and  responsible  budgeting 
in  Connecticut.  The  State  that  has  made 
business  attraction  and  job  creation  a 


major  goal  is  running  itself  like  a  busi- 
ness. Connecticut's  financial  house  is  in 
order  and  the  State  is  now  one  of  the  most 
business-friendly  in  the  nation. 

Investing  in  Technology 

Connecticut's  8,600  high-tech  firms  are 
the  State's  most  vigorous  economic 
development  engines.  Almost  1  7%  of 
Connecticut  workers  are  employed  by 


the  technology  industry  —  the  larc 
percentage  of  any  state's  workforc 
the  country. 

Connecticut's  government  leader 
made  increasing  investment  in 
Connecticut's  high-technology  base 
priority  and  it  shows.  From  change, 
the  State's  tax  policy  to  new  and  ir 
vative  incentive  programs,  the  gro\ 
importance  of  high-tech  companies 
the  State's  economic  landscape  is 

For  example,  new  legislation  sp 
cally  targets  emerging  technology 
panies.  Biotech  firms  can  receive 
exemptions  on  sales,  use  and  prop 
taxes  for  equipment  used  in  researc' 
and  development.  Connecticut 
Innovations,  Inc.,  the  State's  high-te 
nology  venture  capital  corporation, 
offers  financing  for  pharmaceutical 
biotech  buildings  and  equipment 
Enterprise  Zone  benefits  were  exte 
to  biotech  firms  in  targeted  cities  \a 


Dan  Miglio 

Chairman  and 
Chief  Executive  Officer 

SNET 


S  NET's  breadth  of  advanced  capabilities  combined 
with  its  commitment  to  customers  is  outstanding. 
We  help  businesses  thrive  in  a  competitive  mar- 
ketplace with  customized,  cost-effective  voice,  video 
and  data  solutions. 

We  offer  wireline  and  wireless  communications;  net- 
work and  information  management;  Internet  access;  and 
publishing  and  advertising  services.  With  SNET  All 
Distance®,  our  award-winning  long  distance  service,  you 
can  call  around  the  state,  the  country  or  the  world.  And, 
we're  continuing  to  roll  out  our  SNET  americast™  cable 
TV  service. 

SNET  has  1 .5  million  customers  and  1 20  years  of  ded- 
icated service  to  Connecticut.  We're  uniquely  positioned  to 
help  our  customers  understand  and  use  new  technologies 
in  their  business  and  personal  lives.  SNET  has  announced 
an  agreement  to  merge  with  SBC  Communications  by 
year's  end. 


We  go  beyond  the  call 


Dennis  O'Dowd 

Chief  Executive  Officer, 
USA 

CREDITANSTALT 


We  are  the  US  operation  of  Creditanstalt, 
Austria's  leading  international  bank,  and 
member  of  the  Bank  Austria  Group.  Since 
inception,  our  focus  lies  in  financing  medium-sized 
companies  with  emphasis  on  mergers  and  acquisitions. 

After  1 2  years  in  Manhattan  we  researched 
alternatives  to  a  New  York  domicile  and  found  the 
business  and  tax  environment  of  Connecticut, 
combined  with  the  exceptional  communication  infra- 
structure, the  ideal  place  to  relocate. 

In  1996  we  moved  the  US  headquarters  to 
Greenwich,  becoming  the  first  foreign  bank  to  be 
domiciled  in  Connecticut.  We  are  proud  to  say  that 
we  have  not  lost  a  single  customer  -  on  the 
contrary,  we  have  lowered  our  operating  expenses, 
improved  the  quality  of  life  for  our  staff  and  gained 
access  to  Connecticut's  leading  industrial  and  service 
providers. 


CREDITANSTALT 


William  J. 
Clbes,  Jr. 

Chancellor 

CONNECTICUT 

STATE  UNIVERSITY 

SYSTEM 


Brainpower:  It's  Connecticut's  most  valuable 
resource.  At  CSU,  our  business  is  developin 
brainpower.  We're  integrating  the  latest 
information  technology  into  our  curriculum  and 
emphasizing  critical  thinking,  problem  solving  an 
teamwork  in  our  classes. 

As  Connecticut's  largest  university  system,  Cen 
Eastern,  Southern  and  Western  Connecticut  State 
Universities  are  meeting  the  needs  of  traditional 
students,  adult  learners  and  anyone  who  wants  tc 
keep  pace  with  our  rapidly  changing,  knowledge- 
based  economy. 

We're  directly  meeting  the  needs  of  business, 
with  R&D,  partnerships,  training,  faculty  expertise 
entrepreneurial  support. 

The  Connecticut  State  University  System.  Educ 
that  works  for  Connecticut. 
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prch  universities. 

Ranges  like  these  have  put 

1  necticut  on  the  fast  track  to  becom- 

bne  of  the  nation's  premier  high- 

nology  states.  In  the  top  fifty  fastest- 

iving  technology  companies  in 

inecticut,  the  average  revenue 

.er  the  past  five  years  has 
n  more  than  600%.  Some  compa- 
have  actually  recorded  five-year 
Arth  rates  of  more  than  3,000%. 
cording  to  the  1 997  Development 
ort  Card  for  States  compiled  by  the 
poration  for  Enterprise  Development, 
inecticut  is  one  of  the  top  ten  states 
Dme  important  technology  resource 
ings: 

2nd  in  number  of  patents  issued 
per  capita 

5th  in  university  R&D  expenditures 
at  doctorate-granting  institutions 
6th  in  Small  Business  Innovation 


•  9th  in  the  number  of  Ph.D.  scientists 
and  engineers  per  1 ,000  workers. 

Almost  $2  Billion  Invested  in  Higher 
Education  Over  the  Next  Five  Years 

Realizing  that  education  is  key  to  sup- 
porting the  State's  competitiveness  strate- 
gy and  the  future  growth 
of  technology-based 
companies,  the  State 
has  made  a  major  com- 
mitment to  investment  in 
this  critical  area.  Tuition 
fees  have  been  frozen 
and  administrative  costs 
reduced  at  state  schools. 
Financial  aid  has  been 
increased  by  $6  million 
annually  to  students  at 
both  public  and  private 
institutions. 

In  1995,  Governor 
Rowland  targeted 


$1  billion  in  new  investment  to  the 
University  of  Connecticut.  Called 
UConn  2000,  this  initiative  will  ensure 
UConn's  standing  as  one  of  the 
nation's  leading  public  research  univer- 
sities. The  program  has  already  born 
fruit  with  the  new  southwestern 


Connecticut  Corporate  Business  Tax 


rry  "Bud"  Torello 


President  and 
ef  Executive  Officer 
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1  Connecticut 

Economic  Resource  Center,  Inc. 


CONNECTICUT  ECONOMIC  RESOURCE  CENTER 


rhere  is  little  question  thai  Connecticut's  health 
core  landscape  will  have  a  decidedly  different 
look  at  the  turn  of  the  century  than  it  does  today. 
id  we  plan  to  be  o  chief  architect  of  those  changes. 
1  Our  merger  with  Anthem  Insurance  Companies,  Inc. 
•  II  help  us  improve  our  long-term  viability  in  an 
creasingly  competitive  marketplace.  As  part  of  one 
the  largest  health  care  management  companies  in 
e  U.S.,  we  are  better  positioned  to  work  to  keep 
:alth  care  affordable  and  help  ensure  that  the  care 
jr  members  receive  meets  the  highest  standards. 
Recently  we  were  named  the  top  Connecticut- 
'Bed  HMO  in  an  independent  survey.  Coupled  with 
jr  three-year,  full  accreditation  from  the  National 
jmmittee  for  Quality  Assurance,  this  evaluation  is 
;t  another  indication  of  the  value  we  bring  to  our 
islomers. 

Our  commitment  to  the  nearly  900,000  residents 
f  Connecticut  for  whom  we  provide  health  care  bene- 
is  and  managed  care  plans  will  not  change.  Our  plan 
-  and  will  continue  to  be  -  to  keep  you  healthy. 

Anthem  #f 


The  Connecticut  Economic  Resource  Center,  Inc. 
(CERC)  is  a  nonprofit,  private-sector  organization 
funded  by  1 1  of  the  State's  utilities  and  telecom- 
munications companies  and  the  State  government.  Since 
1 993,  it  has  served  as  a  one-stop  comprehensive  source 
of  information  for  businesses  and  economic  develop- 
ment professionals,  and  supported  and  promoted  eco- 
nomic development  in  Connecticut  through  marketing, 
lead  generation,  research  and  information  services. 


Our  mission  is  to  support  economic  development 
and  promote  Connecticut  as  a  prime  business  location. 
In  the  last  two  yeors,  CERC  has  provided  assistance  to 
half  of  the  companies  that  committed  to  relocating  in 
Connecticut,  and  has  referred  more  than  2,000  in-state 
companies  to  State  agencies  and  other  organizations 
for  service  and  support. 

For  more  information,  please  call  1-800-392-2122,  or 
visit  the  CERC  Web  site  at  www.cerc.com. 
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Connecticut  Has  Increased  Its  Budget  Reserve  Fund 

($  Millions) 


$600 


Operating  Surplus 
Rainy  Day  Fund 
Cumulative  RDF 


$300- 


University  of  Connecticut  campus  com- 
plex, which  opened  in  downtown 
Stamford  in  January  1998. 

In  addition,  $40  million  has  been 
allocated  to  build  a  new  biomedical 
research  facility  at  the  University  of 
Connecticut  Health  Center  in 


Ramani  Ayer 

Chairman.  President  and 
Chief  Executive  Officer 


THE  HARTFORD 


The  Hartford,  now  formally  known  as  The 
Hartford  Financial  Services  Group  Inc.,  has  been 
an  integral  part  of  the  Connecticut  economy  for 
almost  two  centuries. 

As  the  sixth-largest  employer  in  the  state,  we're 
particularly  proud  of  the  skills,  knowledge  and  work 
ethic  shown  by  our  Connecticut  employees.  We're  also 
supportive  of  the  leadership  roles  they  play  in  their 
individual  communities. 

Headquartered  in  Connecticut  since  1810,  The 
Hartford  has  over  SI  41  billion  in  assets  and  SI  3.3 
billion  in  revenue  and  is  a  worldwide  leader  in  the 
financial  services  industry. 


Bring  It  On.  <^> 


i  |i  i 

H  Ibtford 


Farmington.  Now  under 
construction,  the-Center 
has  already  attracted 
top  oncology  and  gene 
researchers  from  around 
the  country.  The  facility 
will  open  this  fall, 
ahead  of  schedule. 

In  1  997,  Governor 
Rowland  approved  the 

f  creation  of  a  public/pri- 

vate-sector matching 
gifts  initiative.  This  10- 
year  program,  to  bene- 
fit all  public  institutions 
of  higher  education, 
will  provide  more  than  $153  million  in 
State  endowment  support. 

More  than  $800  million  has  been 
dedicated  for  improvements  to  the 
Connecticut  State  University  System  (CSU) 
and  the  Community  Technical  College 
System  (CTCS)  —  which  play  a  key  role 


1998 
Estimated 


in  ensuring  a  highly  educated  workfc 
CSU,  made  up  of  four  universities 
provides  affordable,  quality  educatic 
thousands  of  Connecticut  students  ar 
critical  in  the  transfer  of  technology  f 
the  university  lab  to  the  shop  floor. 

CTCS,  and  its  1  2  two-year  colle 
plays  a  strategic  role  in  supplying 
ness  and  industry  with  a  skilled,  hi; 
trained  workforce.  The  colleges  ala 
work  directly  with  businesses  to  pre 
vide  specialized  training  and  conti 
ing  education. 

The  Bottom  Line 

Since  January  1995,  almost  200  • 
panies  have  relocated  or  expande 
Connecticut,  creating  over  16,00C 
new  jobs.  Many  have  come  from  I 
neighboring  states  of  New  York,  N 
Jersey  and  Massachusetts.  Howeve 
more  than  a  third  have  come  from 
variety  of  other  states  —  near  and' 


Philip  Austin 

President 

UNIVERSITY  OF 
CONNECTICUT 


y.5.  News  and  World  Report  identifies  the 
University  of  Connecticut  as  the  best  public 
research  university  in  New  England,  and  one  of 
the  besl  in  the  nation.  This  distinction  reflects  the  valuable 
resource  that  UConn  provides  to  the  region's  businesses. 

UConn's  approach  to  partnering  with  business  is 
multidimensional.  The  University  has  outstanding 
research  faculty  and  facilities  at  our  main  and  regional 
campuses  and  the  UConn  Health  Center.  We  are  an 
acknowledged  leader  in  numerous  areas,  including 
insurance  law,  biotechnology,  photonics,  drug  develop- 
ment, material  science,  environmental  research,  and 
marine  sciences.  Our  Stamford  campus  houses  the 
innovative  Connecticut  Information  Technology 
Institute  (CITI).  an  endowed  community  partnership 
that  identifies  technology  education  needs  and  pro- 
vides state-of-the-art  solutions. 

Clearly,  UConn  is  one  reason  businesses  are  moving 
to  Connecticut,  and  an  important  reason  why  so  many 
others  here  continue  to  grow  and  prosper. 

0 UCONN 


Joseph  A. 
Zaccagnino 

President  and  Chief 
Executive  Officer 

YALE  NEW  HAVEN 
HEALTH  SYSTEM 


Yale  New  Haven  Health  Syslem  is  built  on  a 
lion  of  leadership  and  quality  patient  core 
extends  back  to  the  founding  of  Yale-New 
Haven  Hospital  in  1 826  as  the  nation's  fifth  hosj 

Yale  New  Haven  Health  System,  which  incl 
Yale-New  Haven  Hospital,  Yale-New  Haven  Childr    r 
Hospital,  Bridgeport  Hospital  and  Greenwich  Hos|    r 
and  their  physician  networks,  is  Connecticut's  lart 
and  most  comprehensive  integrated  health  care  c    •, 
ery  and  financing  system.  Along  with  these  Syste 
members,  the  Westerly  Hospital  in  Rhode  Island  i 
participates  in  the  Yale  New  Haven  Health  Manoc 
Care  Network. 

A  leader  in  redesigning  the  delivery  and  finar 
of  high-quality,  cost-effective  health  care,  the  Sys 
provides  nationally  recognized  medical  leadershi| 
broad  array  of  health  care  services,  as  well  as  co 
rate  and  management  services  and  system-ownei 
insurance  products. 


VA 


Yale  New  Haven 
Health 
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fjnduding  Arizona,  California, 
orado,  Florida,  Illinois,  Kansas, 
ine,  Michigan,  Minnesota, 
souri,  Nevada,  New  Hampshire, 
10,  Pennsylvania,  Tennessee,  Texas 
I  Vermont.  Companies  have  also 
cated  or  expanded  to  Connecticut 
i  such  countries  as  Canada, 
land,  France,  Germany,  Israel, 
rway  and  Switzerland. 

C  necticut  Business: 

Her  Feeling  More  Confident 

l.v  do  Connecticut's  businesspeople 
about  the  state?  The  ones  who 
e  seen  it  all  and  are  the  toughest 
cs?  How  do  they  feel  about  doing 
iness  in  Connecticut? 
i  a  word:  bullish.  The  Connecticut 
iness  Confidence  Index,  an  inde- 
idenf  quarterly  survey  that  measures 
udes  about  doing  business  in  the 
te,  is  at  its  highest  level  in  five 


years.  The  index  has  been  positive  for 
nine  consecutive  periods,  reflecting  an 
increasingly  favorable  outlook  for  the 


prospects  for  growth  in  Connecticut. 

The  competitiveness  strategy  has 
taken  hold  and  Connecticut's  Partnership 


Connecticut  Business  Confidence  Index 


%  responding  positively* 


ovj  - 

_    - 

60- 

—    — 

— , 

— 

—»'—'                  — 

*~ 

40- 

-   ~    - 

1 

,1 

20- 

0- 

1 

1 

1 

1 

D~     0.     S>,     J>,      D.     *.     P.     P.     D.     .£>,      t>-     £>-.    £L     SL     D,      D,      .D.    D-.     S>±     Bs.    S>~     B~ 


Eileen  S.  Kraus 

Xburmtm-Connecticut 
Fleet  National  Hank 

Richard  A. 
Hlgginbotham 

|tf  <$  CEO-Conneclit  ul 

\ational  Bank  s 


FLEET  FINANCIAL  GROUP 

'IF  hanks  to  Connecticut  roots  that  began  more  than 
I  205  years  ago,  Fleet  Bank  has  a  tradition  of 
1  unparalleled  commitment  to  Connecticut. 
1 1  Today,  we  are  a  vibront  force  in  Connecticut's  econ- 
omy with  180  branch  offices,  more  than  5,000 
^ployees,  and  assets  that  exceed  SI  8  billion  in  the 
r+rvice  of  local  businesses  and  consumers. 
*  These  services  offer  the  extensive  depth  and  innova- 
te breadth  that  our  customers  expect  of  an  $84  billion 
♦wncial  services  company:  commercial  and  consumer 
"forking,  corporate  finance,  insurance,  asset-based  lend- 

g,  equipment  leasing,  government  banking,  invest - 
•fent  management,  mortgages  and  student  loans. 
\  And  we  remain  committed  to  serving  Connecticut's 
"jjture  with  products  and  services  that  will  continue  to 
^Kler  this  productive  partnership. 


JM Fleet 

Ready  When  You  Are 


George  David 

(  hittmnm  and 
{'hut  i.Ui  utive  OffU  <  > 

UNITED 
TECHNOLOGIES 
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'onnecticut  and  United  Technologies  are  tightly 
bound.  We  were  born,  grew  ond  prospered  here. 

•Today  we  are  a  global  enterprise  with  more  than 
half  of  our  sales  overseas  and  doing  business  in  all 
but  five  nations  of  the  world.  But  we're  still  head- 
quartered here,  manufacturing  our  Pratt  &  Whitney  jet 
engines,  Sikorsky  helicopters  and  Hamilton  aerospace 
systems  here. 

Connecticut  has  a  remarkable  workforce.  We 
know,  as  the  state's  largest  private  employer.  As 
employees,  we're  thrilled  to  live  and  work  here.  And 
as  employer  and  employees  alike,  we  like  our  slate's 
institutions  and  traditions. 

As  global  as  we  are,  we're  Connecticut  born  and 
based,  all  the  way  and  proud  of  it. 


%:.  United 
Technologies 


W.C.  Steere  Jr. 

Chairman  and 
( in,  1 1  i,'.  utive  (>lli<  <i 

PFIZER 


As  one  of  the  world's  leaders  in  health  care, 
Pfizer  is  committed  to  innovative  research  and 
development.  Our  products  are  helping  people 
enjoy  longer,  healthier  and  more  productive  lives. 

Pfizer  Central  Research,  headquartered  in  Groton, 
Connecticut,  is  our  primary  pharmaceutical  and  animal 
health  research  center.  The  Groton  site,  which  occu- 
pies a  137-acre,  75-building  complex,  is  the  compa- 
ny's largest  combined  research  and  manufacturing  site 
in  the  world. 

Pfizer  is  the  fourth-largest  employer  in  the  Groton 
area,  employing  over  3,700  people.  Several  major 
construction  projects  for  manufacturing,  R&D  and 
water  treatment  have  recently  been  completed,  and  a 
new  major  lab  facility  is  currently  under  construction. 


(J^^ 
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Bradley  International  Airport  Expansion 

A  $  1  35  million  expansion  and  improvement  plan  for  Bradley  International 
Airport,  outside  Hartford,  was  announced  in  February.  "We  want  Bradley 
International  to  be  ready  to  meet  the  transportation  and  business  needs  of  the 
new  millennium,"  said  Governor  Rowland.  "As  the  second-largest  airport  in  New 
England,  it  is  an  important  strategic  asset  to  our  State  and  region's  long-term  eco- 
nomic growth." 


Restructuring  to  Lower  the  Cost  of  Electricity 

On  April  29,1998,  Governor  Rowland  signed  into  law  a  bill  deregulating  the 
generation  of  electricity  in  Connecticut.  Deregulation,  to  take  effect  in  the  year 
2000,  opens  the  door  to  competition  for  power  supplies  and  lower  electric  util- 
ity rates  for  businesses  and  consumers.  A  mandatory  10%  reduction  will  be 
effective  January  1,  2000. 

"Electric  restructuring  is  one  more  way  we  are  making  Connecticut  a  more 
competitive  location  for  business,"  stated  James  F.  Abromaitis,  Commissioner  of 
Economic  and  Community  Development.  "Add  to  this  all  the  bold  pro-business 
measures  enacted  since  1  995  and  the  advancement  of  the  industry  cluster  ini- 
tiative and  we've  got  an  impressive  story  to  tell." 


Peter  S.  Janson 

President  and 
Chief  Executive  Officer 


H.  Edward  Hanway 

President 


ABB  INC. 


ABB  is  a  S5.8  billion  engineering,  manufacturing 
and  technology  company  whose  roots  in 
America  go  back  146  years.  Today  we're 
worldwide  leaders  in  electric  power  generation,  trans- 
mission and  distribution  and  industrial  applications. 
We're  renowned  for  our  commitment  to  techno- 
logical innovation,  our  contribution  to  international 
trode  -  3C  percent  of  our  revenues  are  derived  from 
exports  -  and  our  achievements  in  protecting  the 
environment.  We're  involved  in  community  activities, 
with  particular  emphasis  on  the  Special  Olympics, 
encouraging  the  volunteer  support  of  employees  in 
the  41  states  where  we  are  located. 

With  headquarters  in  Connecticut,  and  3,000  of  our 
22,000  people,  we  have  strong  ties  to  the  stote  and 
share  its  confident  outlook  for  the  future. 


**IPIP 


CIGNA 
HEALTHCARE 


CIGNA  HealthCare  and  its  predecessor,  Connecticut 
General  Life  Insurance  Company,  have  been  proud 
to  call  Connecticut  home  for  more  than  1 30  years. 
From  its  first  group  health  insurance  policy  in 
1913  serving  Hartford  Couranl  employees,  CIGNA 
HealthCare  has  grown  to  now  provide  managed  health 
care  and  indemnity  insurance  coverage  to  more  than 
1 2  million  Americans,  and  dental  care  and  mental 
health  coverage  to  more  than  21  million  people.  Our 
Bloomfield,  Connecticut,  facility  is  the  headquarters  of 
a  nationwide  health  care  leader  that  last  year  generat- 
ed more  than  $19  billion  in  revenue. 

We're  proud  to  offer  an  unparalleled  portfolio  of 
health  care  products  and  services.  Our  goal  is  to  keep 
people  well  with  preventive  care  programs  that  focus 
on  childhood  immunizations,  well-woman  exams,  pre- 
natal care  and  annual  checkups. 

CIGNA  HealthCare  and  Connecticut:  Leading  the 
wav  to  a  healthier  future. 


CIGNA  HealthCare 

A  Business  o)  Caring. 


for  Growth  initiative  is  moving  the  $ 
in  exciting,  new  directions. 

For  More  Information 

To  find  out  how  Connecticut  can  I 
your  business  be  more  competitive 
today's  global  economy,  call  the 
Connecticut  Economic  Resource  G 
(CERC)at  1-800-392-2122,  or  I 
CERC's  Web  site  at  www.cerc.cor 


Writer:  Mike  Leahy,  JM  Leahy  & 
Associates,  Farmington,  Connectic 

CONNECTICU 

The  State  That  Thinks  Like  a  Busin 
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1  Connecticut 

"        Economic  Resource  Center,  Inc. 

in  partnership  with 

Connettkut  Department  of  Etonomk 
and  Community  Development 
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Michael  J.  Critelli 

Chairman  and 
Chief  Executive  Officer 

PITNEY  BOWES 


Pitney  Bowes  began  doing  business  in  Connec 
more  than  75  years  ago  when  it  developed 
postage  meter  -  an  efficient  and  cost-effecti 
mailing  product.  Today,  the  number  of  ways  to  co 
municate  has  increased  dramatically,  adding  digit 
and  electronic  options  to  mail,  overnight  package: 
photocopies  and  facsimile  documents. 

Pitney  Bowes  is  keeping  pace  with  these  innovi 
tions  by  adding  value  to  every  message  we  touch, 
measured  in  terms  of  reduced  cost  and  increased 
bility,  security,  privacy,  convenience,  effectiveness 
impart.  We  are  aggressively  moving  into  the  unta 
small  office/home  office  market  and  the  growing 
international  market. 

Through  our  commitment  to  product  innovation 
and  experience  in  meeting  customer  needs,  Pitne) 
Bowes  is  uniquely  positioned  to  recommend  the 
messaging  solutions  that  provide  the  best  value  fc 
over  two  million  customers  worldwide. 


in 


I  Pitney  Bowes 


Special  Advertising  Feature 


Thanks  For  Thinking  Of  Us. 

Whether  for  a  vacation  destination,  or  business  relocation, 
Connecticut  has  what  you're  looking  for. 


orbes  readers  are  known  for  their 
y  and  sophistication.  So,  just  the  fact 
you're  thinking  about  Connecticut 
:es  us  particularly  proud. 
Visitors  to  our 
:  admire  our 
"1    ity  of  life.  It's 
eat  place  to 
and  raise  a 

ily.  For  business,  it's  hard  to  top 
ything  we  offer.  And,  now  that 
raers  in  full  swing,  there's  never 
n  a  better  time  to  experience 
inecticut  firsthand. 
We  may  be  geographically 
JL  But  that's  our  big  advantage, 
can  hop  in  your  car  and  be 
iere,  or  do  just  about  any- 
|  in  a  couple  of  hours. 
like  to  fish?  Picnic?  Unwind 
he  beach?  We've  got  you 
ered  with  over  125  state 
ks  and  forests  and  more  than 
miles  of  shoreline. 
Are  you  the  adventurous  type? 
'"  allenge  yourself  with  sailing,  boating, 

ling,  ballooning,  or  snow  and  water 
-i  ng.  Try  your  luck  at  world-class  casinos, 
take  in  some  heart-pumping  auto  racing 
amous  Lime  Rock  Park.  If  it's  action 
1  seek,  you  won't  be  disappointed. 
Golf?  Oh,  baby.  Connecticut  has 
more  golf  courses  per 
square  mile  than  any 
state  in  the  country. 
And  we're  not  talking 
run-of-the-mill  golf, 
I    either.  Choose  from 
~'~*~  I    such  unique  courses 

Richter  Park,  rated  one  of  the  top  50 
blic  courses  in  the  nation  by  Golf 


Digest.  Or  Lyman  Orchards,  with  a  Gary 
Player  Signature  Course  and  another 
course  designed  by  Robert  Trent  Jones. 
Get  away  from  it  all.  Clear  your 
head.  Start  with  a  trip  back  in 
time  at  Americas  largest  and  most 
distinctive  mantime  museum, 
Mystic  Seaport.  Then  drive  along 
our  coast  and  visit  towns  and  villages 
rich  with  colonial  history,  crafts  and  festivals 
-  like  Essex,  rated  the  #1  small  town  in 


America  by  author  Norm  Crampton.  After 
that,  turn  inland  and  expenence  miles  of 
rolling  farmlands;  unspoiled  forests,  lakes 
and  streams;  and  towns  with  characters 
and  cultures  all  their  own.  You'll  feel 
great.  Rejuvenated.  We  promise. 

City  lovers,  we 
haven't  forgotten 
you.  Connecticut's 
urban  centers 
pulse  with  energy, 
excitement  and 
commerce.  They're  home  to  acclaimed 
museums  and  music  theaters,  Broadway- 
bound  plays,  renowned  eateries  and 
businesses  of  all  types.  Day  and  night, 
there's  always  something  to  do. 


A  monopoly  on  convenience.  Our 

highways,  railways  and  telecommunication 
systems  are  some  of  the  most  modern 
you'll  find  anywhere.  Bradley  International 
Airport  is  your  gateway  to  the  world, 
moving  millions  of  passengers  and 
130,000  tons  of  cargo  annually.  Combined 
with  Connecticut's  proximity  to  Boston  and 
New  York,  and  a  location  within  a  500-mile 
radius  of  a  third  of  all  U.S.  manufacturing, 
it's  no  wonder  why  so  many  national 
and  multinational  corporations 
have  put  down  roots  here. 
Business  and  the  state: 
A  perfect  partnership. 
Connecticut's  leaders  under- 
stand the  intricate  relationship 
between  quality  of  life  and  the 
successful  running  of  a  business. 
Governor  Rowland  and  the 
state  legislature  have  supported 
programs  that  stimulate  major 
investments  in  cultural  centers, 
urban  downtowns,  parks  and 
the  environment. 

And,  as  further 
testament  to  our 
state's  total  commit- 
ment to  quality  of 
life,  First  Lady  Patty 
Rowland  heads  up    I 
Connecticuts  tourism  initiative. 

We  truly  cherish  all  we  have  here  in 
Connecticut.  But  we  also  like  to  share. 
Whether  for  work  or  play,  come  on 
and  join  us.  We're  thinking  of  you. 
Call  for  our  Vacation  Guide. 

Connecticut 

1-800-CT  BOUND 

(1-800-282-6863) 


Cheap  diesel  fuel  and  squeaky-clean  showers  lure  truckers 

to  Jay  Call's  truck  stops.  Once  he  gets  them 

there  he  sells  them  all  kinds  of  things— even  insurance. 


King  of  the  road 


By  Kelly  Barron 

Just  as  interstate  truck- 
ing has  progressed  from 
rickety  bobtails  to  stream- 
lined cabs,  Flying  J  truck 
stops  are  miles  removed 
from  the  little  gas  station  in 
Soda  Springs,  Idaho  where 
truckers  used  to  pull  in  for 
a  load  of  diesel  and  a  cup 
of  coffee. 

Jay  Call  dropped  out  of 
Brigham  Young  University 
in  1960  to  manage  that 
little  station  for  his  dad, 
and  went  on  to  build  his 
own  company,  Brigham 
City,  Utah-based  Flying  J, 
a  business  that  generated 
operating  earnings  of  $98 
million  on  revenue  of  $1.6 
billion  last  year.  Call  owns 
69%,  with  the  remainder 
shared  among  key  man- 
agers and  employees. 
Forbes  figures  Call's  net 
worth  to  be  about  $350 
million. 

Each  of  Flying  J's  115 
units,  sprinkled  along  the 
nation's  major  arteries, 
generates  revenues  of 
roughly  $45,000  a  day. 

That  entails  a  lot  more 
than  pumping  bargain- 
priced  diesel  fuel.  Call  real- 
ized a  basic  concept: 
Truckers — and  other  road 
warriors — want  and  now 
can  afford  the  comforts  of  iHm 
life,  efficiently  delivered  in 
tidy  surroundings. 

Inside  the  24-hour  convenience 
store  at  Flying  J's  Ogden,  Utah  stop, 
Madonna's  music  wafts  over  browsers 
trolling  hospital-clean  aisles.  Offer- 
ings range  from  books  entitled  The 
Power  of  a  Praying  Wife  to  $70  Long 
Haul  boots.  Nearby  there's  a  lounge, 


Flying  J's  Jay  Call  and  J.  Phillip  Adams  at  Colorado  truck  stop 
Home  on  the  highway  for  road  warriors. 


where  truckers  can  watch  CNN,  a 
buffet  restaurant  serving  hand-carved 
roast  beef,  private  showers  and 
phones. 

"They've  got  some  of  the  cleanest 
showers  around.  But  their  prices  are 
outrageous,"  grimaces  Louisiana 
flatbed  trucker  Ronald  Wall,  as  he 


puts  a  $4.50  can  of  Nabij 
co  Easy  Cheese  spread  ba<j 
on  the  shelf. 

The    comment    wonf 
likely  ruffle  Call.  Plenty  « j 
others  shop  and  dine  insic 
the  Flying  J,  where  traffl 
counts  number  4,000  a  i 
and  margins  are  56%,  cor 
pared  with  4%  for  dies') 
fuel.    He's   earned   thosj 
premium  profit  margins  bl 
understanding    his     cu;f 
tomers.         Time-presse 
truckers,  for  example,  ca 
buy  a  shower  while  pi 
chasing    fuel    at    one    (l 
Flying  J's  pumps.  A  receirl 
prints      out      a      showe. 
number  and  a  private  codd 
The  driver  punches  it  in  t| 
enter  a  spotless  room  wit 
a  sink,  toilet  and  showtl 
stall.  Flying  J  provides  twJ 
clean  powder  blue  towed 
and  a  fresh  bar  of  soap,  ll 
costs  $5,  but  truckers  cal 
get    a    free    shower    fcl 
buying  50  gallons  of  fuel.  I 
At  some  Flying  J  local 
tions,  truckers  take  nearrJ 
700    showers    each    daJ 
bringing       in       roughlj 
$400,000  a  month. 

Another  amenity:  privati| 
phones.  Truckers  are 
frugal  group,  rarely  usinj 
cell  phones.  And  mosj 
spend  the  night  in  theij 
cabs,  so  they're  always  i:[ 
need  of  somewhere  fcj 
make  a  confidential  call] 
"You  can  talk  to  your  wif  I 
or  girlfriend  and  no  on! 
will  know,"  says  Call,  58| 
rapping  on  the  solii 
wooden  door  of  one  of  th 
truck  stop's  phone  booth? 
How  did  this  smart! 
dressed  guy — usherin; 
Forbes  around  in  hi 
brand-new  Jaguar — gaii 
such  a  feel  for  the  guys  in  the  bi| 
rigs?  Gas  stations  and  truck  driver 
were  part  of  his  childhood.  Hi 
father,  Osborne  Call,  ran  five  gas  sta 
tions  and  an  automobile  dealership 
But  the  son's  independent  streal 
soon  had  him  striking  out  on  hi 
own,  using  his  share  of  profits  fron 
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Taking  a  Position 
on  Wall  Street. 

THE  PLACE:  A  tight  parking  space 
in  New  York's  fast-paced  financial 
district.  v 

THE  CAR:  The  quick  and  nimble    V 
DeVille  Concours  with  Magnasteer, 
intelligent  power-assisted  steering 
that  makes  getting  into  tight  spots 
surprisingly  easy. 

THE  MORAL:  The  smart  money  always 
seems  to  know  the  right  moves. 

•  300-hp  Northstar  System 

•  StablllTrak 

•  Road-Sensing  Suspension 

•  Variable  Speed-Sensitive  Steering 

•  Driver  &  Front  Passenger  Next  Generation 
Air  Bags 

•  Side-Impact  Air  Bags 

•  Available  OnStar  System 

•  Call  1-800-333-4CAD  or  go  to  www  cadlllac.com 


<« 
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©1998  Gm  Corp  All  rights  reserved.  Always  use  safety  belts  and  proper  child  restrai 
even  with  Next  Generation  Ajr  Bags.  See  the  Owner's  Manual  for  more  safety  inform cT  c^ 
CADILLAC*  DEVILLE.  CONCOURS»  MAGNASTEER*  NORTHSTAR,,  ONSTAR*  STABILITGAK  , 


nssance 
Person  wants  a 
hotel  that 
doesn't  just  give 
lip  service  to 
guest 
satisfaction. 


At  Renaissance,  we  don't  just  talk  about  personalized  attention,  we  graciously  provide 

it  every  day.  Perhaps  that's  why  we  were  ranked  the  "Highest  Upscale* 

Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer 

Magazine/J.D.  Power  and  Associates  study.**  You  see,  we  believe  catering  to  our 

guests  is  the  essence  of  Renaissance  Hospitality."  It  means  if 

you  make  a  request,  it  is  attended  to.  No  matter  what.  And  at  every  Renaissance  hotel, 

you'll  enjoy  superb  dining,  comfortable  accommodations 

and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels  &  Resorts  in 

23  countries  worldwide  where  you  can  experience  a  Renaissance.  You'll  find  we  offer 

a  variety  of  services— except,  of  course — lip  service.  Call  1-800- HOTELS-1  or 

your  travel  agent,  or  visit  us  at  renaissancehotels.com. 

It's  time  for  a  Renaissance.  RENAISSANK 

HOTELS  AND  RESORT! 

"Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  "Frequent  Flyer  i.  igazine/J.D.  Power  and  Associates  1998  Upscale  Hotel  Chain  Guest  Satisfaction  Study.1"  Study  conducted  8  J 
frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  I   upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 
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Keep  on  truckin' 

Trucking  industry  revenues 
have  surged  60%  over  the  past 
seven  years. 
Tracking  revenues'  ($billtons) 


-90     -91     -92     'S3      ?4      -96      -96     '97E 

•Matty  commerce.  E  Estimate.  Sate*  Enc  Transportation  Foundation. 


he  Soda  Springs  station. 

From  1965  to  1975  he  opened  36 
ural  gas  stations.  He  spent  Mondays 
n  the  office,  and  the  rest  of  the  time 
flying  to  visit  sites.  He  grew  tired  of 

aking  business  calls  in  windblown, 
unbaked  phone  booths.  And  finding 
clean  shower  on  the  road  was  nearly 
mpossible. 

So  in  1979,  when  1-15  plowed 
(through  Ogden,  he  decided  to  build 
a  gas  station  that  would  take  some  of 
the  pain  out  of  life  on  the  road. 
Gasoline  prices  were  on  the  rise,  and 
the  federal  government  was  imposing 
fuel-use  regulations,  but  trucking  had 
been  deregulated  and  was  growing. 
Integrated  oil  companies  had  their 
hands  full  with  the  gasoline  market 
and  hadn't  developed  good  diesel 
retailing  networks.  (That's  still  true, 
although  Conoco  Corp.  today  has  an 
interest  in  some  of  Flying  J's  truck 
stops.) 

With  $1.8  million  from  a  county 
industrial  bond,  backed  by  cash  flow 
from  his  gas  stations,  Call  built  a 
truck  stop  on  20  acres  at  Ogden. 
Instead  of  focusing  on  the  trucks, 
with  mechanics  and  tire  shops,  he 
catered  instead  to  the  drivers  them- 
selves. A  neatnik  who  has  been 
known  to  hire  employees  based  on 
how  clean  they  keep  their  cars,  Call 
kept  his  site  spotless.  That,  along  with 
fuel  bays  for  cars  and  recreational 
vehicles,  helped  bring  in  traffic  from 
the  general  public.  Within  months 
the  truck  stop  was  pumping  500,000 
gallons  a  month — three  times  as 


much  as  one  of  Call's  gas  stations. 

"It  was  dumb  luck,"  he  says,  not 
really  meaning  it. 

For  the  past  ten  years  Flying  J's 
revenue  has  grown  at  a  compounded 
annual  rate  of  23%;  same-store  sales 
at  the  truck  stops  are  currently  run- 
ning about  13%.  Call  takes  a  backseat 
nowadays,  spending  most  of  his  time 
on  his  7,000-acre  ranch  in  Montana. 
Company  President  J.  Phillip  Adams, 
42,  handles  day-to-day  operations. 
He  runs  a  tight  ship.  Using  a  labor 
matrix  built  from  transaction  data 
that  determine  the  busiest  times,  he 
effectively  allocates  workers  back  and 
forth  between  such  tasks  as  manning 
the  cash  registers  and  cleaning.  Bath- 
rooms are  scrubbed  every  30  min- 
utes, and  fuel  bays  are  steam-cleaned 
each  morning. 

Most  of  the  company's  middle 
management  has  been  recruited  from 
the  food  service  and  hospitality 
industries,  lending  the  company 
expertise  to  run  convenience  store 
and  restaurant  operations.  Unlike  its 
competitors,  Flying  J  likes  to  keep  all 
operations — and  profits — in-house. 
No  Burger  Kings  or  Subways  on  site. 

An  accountant  by  training,  Adams 
ekes  revenue  out  of  every  move  a 
trucker  might  make.  He  installed 
computer- automated  Roadlink  ter- 
minals where  drivers  can  go  on-line 
to  broker  their  freight.  The  service 
generates  anywhere  from  $1  to  $5 
per  use.  He's  also  begun  to  sell 
insurance  through  the  Roadlink  ter- 
minals, and  soon  will  begin  rolling 
out  banks,  100%  owned  by  Flying  J, 
at  the  truck  stops. 

Flying  J  keeps  drivers  coming  back 
with  Frequent  Fueler  cards  that  enable 
them  to  earn  discounts  and  prizes. 
Trucking  companies  complain  that  the 
promotions  make  Flying  J  stops  so 
busy  that  truckers  have  more  acci- 
dents. But  Adams  isn't  complaining. 

He's  marketing  heavily  to  the  gen- 
eral public.  Flying  J  plans  to  develop 
smaller  stops  in  more  urban  settings 
to  appeal  to  commuter  traffic  as  well 
as  truckers;  commuters  could  do  with 
a  bit  of  pampering,  too.  "There's  no 
limit  to  what  we  can  market  to  those 
people,"  Adams  says.  Right  now  he's 
sprucing  up  Flying  J's  food  service 
with  200-seat  Country  Market  Buffet 
restaurants.  WMk 
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!\>  Harriott  rewards  - 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 

been  easier  to  earn  free  vacations. 

You  can  earn  points  at  eight 

different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 
North  America:  Arizona:  Scottsdale  •  California: 
Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  •  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  *  Hawaii:  Maui 

•  Illinois:   Chicago,    Oak    Brook,    Springfield 

•  Maryland:  Baltimore  *  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  *  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Dusseldorf, 
Hamburg,  Heidelburg,  Karlsruhe,  Cologne, 
Leipzig,  Munich  •  Russia:  Moscow  •  Switzerland: 
Zurich  •  The  Netherlands:  Amsterdam  •  United 
Kingdom:  London  •  Turkey:  Antalya,  Istanbul  • 
Asia-Pacific:  China:  Hong  Kong  (2)  •  India:  Goa 

•  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo 

•  Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  •  United  Arab  Emirates: 
Dubai  •  Australia:  Sydney  •  Middle  East:  Egypt: 
Alexandria  •  Israel:  Jerusalem 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 


computers  &  communications 


Silicon  Valley's  Indian  immigrants  are  moving 
from  the  research  labs  to  the  executive  suite. 
Kanwal  Rekhi  leads  the  way. 

The  venture 
capitalist  from 
Kanpur 


By  Julie  Pitta 

When  Kanwal  Rekhi  paid  a  visit  to 
Exodus  Communications  three  years 
ago,  the  Internet  services  outfit  was 
crammed  into  a  10-by-  10-foot  room 
packed  with  computers  and  people. 
The  owner,  an  Indian  immigrant 
named  K.B.  Chandrasekhar,  was  not 
the  world's  most  focused  person. 
Himself  an  immigrant  from  India 
and  a  graduate  of  the  Indian  Insti- 
tute of  Technology,  Bombay,  Rekhi 
had  been  invited  to  invest  in  Exodus. 
"I  liked  Chandra,"  Rekhi  recalls. 
"But  there  were  things  about  his 
business  plan  I  hated." 

Chandrasekhar  and  his  friends 
were  selling  a  smorgasbord  of  Inter- 
net-related products  and  services. 
Rekhi  wrote  a  $200,000  check  on 
the  condition  that  Exodus  drop  most 
of  its  services  and  concentrate  on 
only  a  few.  Six  months  later,  with 
Rekhi's  help,  Exodus  raised  another 
$3  million. 

Today  Exodus  counts  Oracle 
Corp.,  CBS  SportsLine  and  Hewlett- 
Packard  among  its  customers.  After 
an  initial  public  offering  earlier  this 
year,  the  company  is  valued  at  $556 
million.  Four  years  earlier  it  had  been 
just  a  lightbulb  in  Chandrasekhar's 
head,  and  the  founder  himself  had 
been  in  the  U.S.  only  four  years. 

Rekhi,  52,  made  his  millions  sell- 
ing his  own  startup,  Excelan,  nine 
years  ago.  In  the  last  few  years  he  has 
become  the  dominant  investor  in  and 
sage  to  Silicon  Valley's  affluent 
Indian  community.  In  the  past  three 
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years,  Rekhi  has  funded  12  sma 
companies — all  but  one  started  b 
Indian  immigrants.  Already  his  $ 
million  initial  investment  ha 
returned  him  $20  million,  just  fror 
selling  parts  of  the  companies  he  ha 
backed. 

Rekhi  is  a  large  and  rumpled  ma 
with  a  heavy  accent  and  a  rapid-fir, 
delivery.  "I'm  not  smooth,"  he  says 
stating  the  obvious.  The  edges  ma 
be  rough,  but  the  resume  is  impres 
sive:  a  Master's  degree  in  electrics 
engineering,  two  decades  as  a  hard 
ware  designer,  founder  of  a  successf 
startup  and,  before  striking  out  as 
venture  capitalist,  board  member  aru 
chief  technology  officer  for  Novell. 
Inc.    "In   a  very  short   time   he' 
become  a  very  important  player,"  say ! 


Indian-American  high-tech  investor  Kanwal  Rekhi 

"In  India  there's  the  tradition  of  the  guru. . . .  What  I  do  is  an  outgrowth  of  that. 
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'Novell    Chief    Executive  | 
Eric  Schmidt,  who  joined  \ 
he  networking  software-  g 
•naker  after  Rekhi's  depar- 
ture. Schmidt  appreciated 
lekhi's  role  in  setting  up 
N'ovelPs  valuable  software 
Subsidiary  in  India's  high- 
'ech  city,  Bangalore.  Rekhi 
persuaded     Schmidt     to 
invest  in  PlaceWare,  a  com- 
bany     he     funded     that 
designs  Internet  collabora- 
tion software  that  runs  on 
-he  Web. 

Silicon  Valley  is  a  net- 
working kind  of  place  and, 
tiven  the  number  and  the 
prominence  of  Indian- 
Dorn  engineers  and  entre- 
preneurs, these  people 
onstitute  a  kind  of  natur- 
al network.  Rekhi  is  at  the 
renter  of  it.  "Kanwal's  got 

good  nose,"  says  Yogen 

alal,  an  Indian-born  ven- 
tre capitalist.  "When 
someone  tells  me  Kanwal's 
in  on  a  deal,  I  take  a  look." 

In  the  nine  years  since 
Rekhi  sold  Excelan,  Indians 
have  moved  beyond  the  H^M 
engineering  ranks  into 
upper  management.  More  than  a 
dozen  Indian  immigrants  head  up 
prominent  Internet  startups.  Some 
have  cashed  in  big:  Hotmail  cofounder 
Sabeer  Bhatia  probably  pocketed  $100 
million  when  he  sold  his  Internet  mail 
service  to  Microsoft  Corp.  last  year  for 
an  estimated  $400  million. 

The  former  conventional  wis- 
dom— that  Indians  were  great  tech- 
nical minds  but  lousy  marketers  and 
executives — no  longer  holds  water. 

Many  of  them,  in  addition  to  hold- 
ing impressive  technical  degrees,  are 
honor  graduates  of  the  school  of  hard 
knocks.  Rekhi's  Sikh  family  fled  newly 
partitioned  Muslim  Pakistan  with 
little  more  than  the  clothes  on  their 
backs  and  eventually  settled  in  the 
Indian  city  of  Kanpur.  Rekhi  came  to 
the  U.S.  in  1967  to  get  a  Master's 
degree  in  electrical  engineering  at 
Michigan  Technological  University.  It 
might  be  hard  for  a  member  of  the 
class  of  1998  to  imagine,  but  there 
was  a  time  when  you  had  to  scramble 
to  survive  in  this  business.  Rekhi  was 
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Exodus  Communications  cofounder  K.B.  Chandrasekhar 

A  member  of  the  new  class  of  Indian-American  entrepreneurs, 


laid  off  from  his  first  three  jobs  after 
graduate  school.  "The  space  program 
and  the  war  in  Vietnam  were  winding 
down,"  he  explains.  "It  was  not  a 
great  time  to  be  an  engineer." 

In  1971  Rekhi  packed  up  his  wife, 
an  American-born  woman  he  met 
through  a  pen-pal  service,  and  moved 
to  San  Jose  for  a  job  at  Singer- Link,  a 
subsidiary  of  the  sewing  machine 
company  that  made  flight  simulators. 
Eventually  bored,  Rekhi  left  his  job  to 
join  Zilog,  Inc.,  a  microprocessor 
outfit  started  by  Federico  Faggin,  the 
engineer  who  co-invented  the  first 
popular  microprocessor. 

Still  restless,  a  year  later  Rekhi  and 
two  Indian  colleagues  started  Exce- 
lan to  build  add-in  boards  to  connect 
desktop  computers  into  a  local  area 
network:  Before  the  company  went 
public  in  1987,  the  backers  asked 
Rekhi  to  resign  as  chief  executive  in 
favor  of  retired  Hewlett-Packard 
executive  Richard  Moore.  "I  didn't 
look  the  part,"  Rekhi  says.  "It  was 
explained  to  me  that  by  hiring  Dick, 


they  were  preserving  my 
investment." 

That  experience  ex- 
plains in  part  Rekhi's 
determination  to  show 
that  Indians  can  run  com- 
panies as  well  as  engineer 
them.  After  Novell  bought 
Excelan,  Rekhi  joined 
Novell,  but  left  when  he 
was  passed  over  for  chief 
executive  in  favor  of 
Robert  Frankenberg. 

Rekhi  quit,  disillusioned 
but  no  longer  in  any  need 
of  a  steady  job.  In  earnest, 
he  began  networking  with 
fellow  Indians  after  he 
became  president  of  Indus 
Entrepreneurs,  an  associa- 
tion organized  to  help 
south  Asian  entrepreneurs. 
Not  all  of  Rekhi's  compa- 
nies have  fared  as  well  as 
Exodus,  which  netted  him 
more  than  $10  million. 
Intellimatch,  an  Internet 
employment  service,  and 
Nirvana,  which  designed 
tools  for  Web  site  develop- 
ment, flopped.  "It  was  such 
a  big  mismatch  between 
what  they  said  they  were 
going  to  do  and  what  they  actually 
delivered,"  he  says.  Rekhi's  brother,  an 
Intellimatch  founder,  has  a  new  ven- 
ture, but  without  backing  from  his 
brother.  With  Rekhi,  sentiment  comes 
second,  not  first.  "He  [his  brother]  is 
not  an  entrepreneur,"  Rekhi  says. 
"Still,  I  hope  he  proves  me  wrong." 

Meanwhile,  Rekhi  has  his  hands 
full  with  CyberMedia.  Three  years 
ago  the  company  introduced  a  prod- 
uct to  fix  bugs  in  other  software 
packages.  First  Aid  was  a  hit,  gener- 
ating $35  million  in  revenue  during 
its  first  year  on  the  market.  A  year 
later  the  company  was  in  trouble,  the 
victim  of  overexpansion.  A  second 
product  designed  to  automatically 
download  software  upgrades  for 
Internet  sites  flopped.  Rekhi  came  in 
as  chairman,  and  CyberMedia's  chief 
executive  left  soon  thereafter.  "It's 
important  that  I  straighten  it  out," 
he  says.  "My  reputation  is  at  stake." 
You  get  a  sense  that  he  feels  the 
Indian  community's  reputation  is 
somewhat  at  stake,  too.  WM 
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Think  fail-safe 


By  Nikhil  Hutheesing 

DO  YOU  HAVE  BACKUP  SYSTEMS  for  all 

the  technology  you  rely  on?  On  May 
19  a  lot  of  companies  learned  the 
hard  way  that  they  do  not.  That's 
when  an  on-board  computer  failed 
on  PanAmSat's  Galaxy  IV  satellite, 
knocking  out  90%  of  the  nation's 
paging  calls,  the  pay-at-the-pump 
option  for  4,300  Chevron  gas  sta- 
tions, the  broadcast  feed  for  Nation- 
al Public  Radio  and  at  least  one  on- 
line financial  service. 

Don't  blame  technology.  It  didn't 
have  to  be  that  way.  All  these  tech- 
nology users  could  have  installed 
backup  plans. 

"We  tell  every  company  that  if  its 
business  is  worth  a  damn,  it  will  make 
sure  it  is  served  by  more  than  one 
technology  vendor,"  says  Howard 
Anderson,  a  telecommunications  ana- 
lyst at  Yankee  Group.  "Understand 
that  there  are  things  you  can't  protect 
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Bad  things  happen 

Component 

Annual  breakdowns  expected 
among  1,000  machines* 

Motherboard 
Hard  drive 
Keyboard 
Floppy  drive 

204 

181 
80 
43 

Mouse 
Monitor 

40 
26 

Fan 

6 

Entire  PC 

1,027 

'Operating  24  hours  a  day. 

Source:  Reliability  Analysis  Center. 

PC  components  are  pretty  darned 
reliable,  but  if  you  put  a  lot  of  them  in 
one  box  and  keep  the  box  running  long 
enough,  something  will  break  down. 


against,  like  a  bomb  in  the  basement 
Then  make  sure  you  are  never  out  o 
service  for  more  than  four  hours." 

Technology  is  at  once  wondrousl; 
powerful  and  infuriatingly  unstable 
Digital  telephony  can  send  a  billioi 
bits  a  second  down  a  strand  of  fiber 
but  is  susceptible  to  software  crashe 
of  a  sort  unknown  in  the  days  o 
copper.  Computers,  electric  powe 
plants  and  databases  are  far  mon 
useful  when  linked  than  when  stand 
ing  alone,  yet  are  more  likely  to  fail 
too;  networks  propagate  faults.  You; 
laser  printer  is  going  to  fail  a  lot  mon 
often  than  your  old  Underwooc 
typewriter  did. 

"What's  insidious  about  technolog; 
is  that  we  gradually  incorporate  it  intc 
our  lives  and  over  time  we  becom< 
dependent  on  it,"  says  Richard  Cook 
an  anesthesiologist  and  researcher  witr 
the  Cognitive  Technologies  Lab  at  tht 
University  of  Chicago.  "We  aren'i 
aware  how  it  limits  our  daily  lives  unti 
it  disappears." 

What  do  you  do?  Insist  on  tech 
nology  that  is  100%  reliable?  There  i; 
no  such  thing  (see  table).  A  bettei 
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CUSTOMER     NEED 


SOLUTION 


Want  to  use  technology 

solutions  to  solve 

strategic  issues? 


Most  organizations  want  to  sharpen  their  understanding  of  how  the  convergence  of  infor- 
mation systems  and  telecommunications  can  deliver  long-term  competitive  advantage. 

One  organization-ALLTEL-is  making  the  point  of  convergence  clear.  By  coupling  the 
power  of  its  communications  expertise  with  information  technology  solutions,  ALLTEL  is 
delivering  business  value  daily  to  financial  services  institutions  and  telecommunications 
organizations  in  47  countries  around  the  world. 

With  its  intimate  industry  knowledge  and  30  years  of  experience  in  software  solutions, 
systems  integration,  and  outsourcing,  ALLTEL  is  uniquely  positioned  to  turn  your  vision 
of  the  future  into  practical,  profitable  reality,  today. 


1-888-2-ALLTEL 


www.alltel.com 
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ALWAYS  MORE  THAN  YOU  THOUGHT 


answer:  Allow  for  crashes.  Buy  redun- 
dant systems. 

Dr.  Cook's  beeper  did  not  go  out 
on  May  19  because  since  the  mid- 
1980s  the  University  of  Chicago's 
hospitals  have  used  a  local  paging  ser- 
vice that  does  not  rely  on  satellites. 
Instead  they  use  land  lines  and  wire- 
less connections. 

What  of  the  paging  services  them- 
selves? One  was  prepared  for  the 
PanAmSat  breakdown.  For  its  one-way 
paging  service,  Jackson,  Miss. -based 
SkyTel  aimed  transmitters  at  both  the 
Galaxy  IV  and  Spacenet  IV,  a  satellite 
operated  by  GE  American  Communi- 
cations. Haifa  minute  after  Galaxy  IV 
ran  amok,  the  SkyTel  system  switched 
smoothly  to  Spacenet  IV. 

SkyTel  is  prepared  for  other  disas- 
ters as  well.  The  company  has  an 
additional  messaging  system  in  Wash- 
ington, D.C.  just  in  case 
something  happens  to  the 
main  one,  in  Jackson.  "If 
you  don't  have  backup,  you 
are  at  the  mercy  of  the  satel- 
lite," says  Bruce  Deer,  vice 
president  of  network  devel- 
opment at  SkyTel.  "We  took 
precautions  to  make  sure  our 
customers  would  always  get 
a  page.  That  extra  cost  is  the 
cost  of  doing  business." 

Competitors  PageNet  and 
PageMart  took  a  day  to 
restore  service  in  big  cities 
and  up  to  four  days  to 
restore  nationwide  service. 
Technicians  needed  that 
much  time  to  point  hun- 
dreds of  transmitters  in  a 
new  direction,  to  catch 
another  PanAmSat  satellite. 
A  PageNet  spokesman  says 
that  its  low  prices  ($4  a 
month)  don't  give  it  the 
leeway  to  buy  redundant 
space  on  satellites. 

In  April  a  software  misun- 
derstanding between  two 
switches  brought  AT&T's 
frame  relay  service  to  a  halt, 
paralyzing  automatic  teller 
machines,  computer  termi- 
nals and  reservations  systems 
for  6,600  customers.  Because 
AT&T's  service  was  known 
for  its  strong  maintenance 
and  multiple  redundancies, 


"What's  insidious 
about  technology 


is  that  we  gradually 
incorporate  it 
into  our  lives  and 
over  time  we  become 
dependent  on  it." 


many  of  those 
customers  chose 
not  to  build  in 
redundancies  of 
their  own. 

A  big  mistake. 
Wells  Fargo, 
BankAmerica  and 
American  Express 
were  all  affected. 
Merchants  had  to  ^^^^ 
call  in  to  verify 

account  numbers.  In  some  cases,  they 
couldn't  get  through. 

Customers  of  MasterCard  didn't 
have  that  problem  because  Master- 
Card had  a  fallback  system.  When 
AT&T's  frame  relay  went  down,  Mas- 
terCard automatically  switched  to  an 
ISDN  service,  also  provided  by  AT&T. 
The  ISDN  backup  connected  the  mer- 
chant's bank  with  the  card  issuer  in 


When  catastrophe  hits, 
will  you  be  ready? 


1.  When  vendors  tell  you  their  products  have  all  the 
safety  features  you'll  ever  need,  make  them  prove  it. 

2.  If  you're  a  big  purchaser  of  a  technology,  demand 
"most-favored  nation"  status  to  ensure  priority  treat- 
ment in  the  event  of  an  outage. 

3.  Install  backup  systems  and  test  them  regularly. 
Better  yet,  get  your  employees  used  to  the  backup 
system  by  using  it  for  some  everyday  needs. 

4.  Don't  count  on  one  vendor  for  both  your  primary 
and  backup  systems.  That  way,  you  won't  be  ham- 
strung by  a  single  point  of  failure. 

5.  Put  your  backup  system  in  a  physically  separate 
place. 

6.  Build  your  networks  for  peak  capacity.  That  way, 
the  system  won't  crash  when  everyone  accesses  it. 

7.  Audit  your  system  every  year. 

8.  Equip  your  customer  service  staff  with  cellular 
phones  and  pagers  in  case  the  PBX  goes  down. 

9.  Have  two  long  distance  carriers. 

10.  Buy  backup  power — batteries  and  generators — 
for  your  computers. 

11.  Need  one  server?  Split  tasks  between  two. 

12.  Move  vital  records  to  a  faraway  site,  such  as 
Iron  Mountain. 

Source:  Yankee  Group 


order  to  authorij 
the  card's  use. 
provided  the  san| 
capability  as 
frame  relay  nel 
work  had — mah| 
taming  an  averag 
half-seconj 
response  time  po 
authorization. 

The  catclj 
though,  was  th.i 
MasterCard  was  in  the  process  <| 
upgrading  its  backup  systems  whe| 
the  AT&T  brownout  happenet 
"When  we  designed  our  network  I 
1995,  we  didn't  anticipate  a  1001 
frame  relay  outage,"  explains  Arthij 
Ahrens,  senior  vice  president  of  ope  ( 
ations  services  at  MasterCard  in  Si 
Louis.  The  result  was  the  systei 
didn't  have  enough  ports  for  everl 
member  bank  to  connect  tf 
the  network  simultaneousl  | 
MasterCard  had  had  the  pre 
science  to  back  up  its  backuj 
with  a  system  in  St.  LouJ 
that  processes  authorization 
on  behalf  of  its  members.  El 
mid-May  MasterCard  ha  j 
completed  and  tested  thl 
ISDN  service  that  providel 
100%  of  the  backup  it  needJ 
Technology  is  unstablt| 
but  at  least  it's  cheap.  This 
the  principle  behind  thl 
immensely  successful  RAll 
(redundant  arrays  of  indel 
pendent  disks)  approach  tf 
fail-safe  memory:  Instead  cj 
trying  to  make  a  disk  drivj 
infallible,  set  up  a  system  t| 
duplicate  data  files  across  a 
array  of  cheap  disks. 

Laser  printers  cost  a  thirl 
of  what  they  did  a  few  yean 
ago;  if  you  can't  afford  to  bl 
without,  buy  two  extras  an 
put  them  in  a  closet.  Back 
stop  your  high-speed  corpc 
rate  mail  network  with  dial 
up  Internet  service.  Assum| 
that   your   pbx   will   crasi 
someday  and  arrange  for  vifc  I 
employees  to  have  cellula 
service.  Fire-drill  a  sneakei 
net  for  the  day  when  you 
local  area  network  crashes 
And  don't  be  lazy:  Alway| 
back  up  your  hard  drive. 
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upload 


Remember  that  great  idea  you  had? 

(THE  CROSSPAD  DOES.) 

►  store  all  of  your  notes  on  your  PC 

►  search  your  notes  by  keyword  or  date 

►  convert  selected  handwriting  to  text 

►  cut  and  paste  into  other  documents 

►  e-mail,  print,  or  fax  notes  from  your  PC 


:=  The  CrossPad  With  IBM  Ink  Manager  software.  Take  notes  anytime, 
r^  anywhere  At  2  2  pounds  and  3/4"  thick,  it's  lighter  and  slimmer  than  a 
Hrr       laptop  Welcome  to  the  futuic  800-510-9660.  www.cross-pcg.com 


CROSS 


LSMMuH  soft* 

By  Joseph  R,  Garber 


n 


Teacher  on  the  Web 


You  don't  get  just  previews  for  other 
movies  when  you  go  to  the  theater  in  Sili- 
con Valley.  You  get  help-wanted  ads,  too. 

The  computer  programming  market  is 
particularly  tight.  If  you  need  a  junior  Java 
coder,  the  headhunters  will  charge  you 
$20,000  to  find  one — but  won't  guarantee 
that  he'll  stay  on  the  payroll  more  than  30 
days.  Insult  to  injury,  the  young  recruit  will 
demand  an  $80,000  salary  to  grace  your 
premises  with  his  short-lived  presence. 

Estimates  as  to  how  many  software  jobs 
are  going  begging  range  between  200,000 
and  400,000.  And  because  the  economists 
forecast  that  another  million  new  program- 
mers will  be  needed  within  the  next  nine 
years,  the  future  looks  grim.  Unless  your 
business  is  training  programmers. 

According  to  Montgomery  Securities 
analyst  Ellen  Julian,  the  $16  billion  world 
market  for  tech  training  will  hit  $28  billion 
in  the  year  2001.  No  surprise,  education 
companies  are  hot.  Case  in  point:  The  cbt 
Group,  an  Irish  outfit  with  sales  of  $118 
million,  trades  at  a  price  so  speculative  that 

it  makes  private  school 
J^„_^.J.^_^=_      tuition  look  cheap — 13 

times  sales. 

Like  most  of  its  com- 
petitors, CBT  uses  CD- 
ROM  software  to  teach 
programmers  the  kind  of 
skills  they  might  pick  up 
in  a  two-  or  three -day 
seminar.  A  four-hour 
course  retails  for  $200 — 
or  can  be  rented  by  large - 
volume  customers  for 
$50  or  less  per  student. 

The  appeal  of  a  CD- 
ROM  course  is  apparent. 
Trainees  learn  at  their 
own  pace,  at  their  own 
workstations — no  travel  expenses  for  cur- 
riculums  taught  in  distant  locales,  and  no 
downtime  away  from  the  office. 

But  CD-ROMs  aren't  perfect.  Installing 
software  on  hundreds  of  not  necessarily 
compatible  computers  is  a  hassle;  there's  no 
teacher  around  to  answer  students'  ques- 
tions; and  unless  you  watch  'em  all  the 
time,  you  never  can  be  sure  your  employees 


Remedial 
thinking  101 


Work  force  deficiencies 

Ability  to  work  in  a  team 


Computer  skills 
Technical  skills 
Basic  language  skills 
Basic  math  skills 


Sources:  National  Association  of  Manufacturers, 
Montgomery  Securities. 


Because  the 
schools  didn't 
do  their  job, 
Web-based  training 
firms  have  their 
work  cut  out 
for  them. 


aren't  faking  it. 

GDs  aren't  the  only  way  to  skin  a  cat.  Digl 
italThink,  a  two-year-old  San  Francisco 
startup,  believes  it  has  a  better  method. 

Created  by  three  Berkeley  B-school 
chums,  and  funded  by  Texas  Instruments 
and  Intel  (among  others),  DigitalThink  has] 
this  solution  to  the  training  conundrum: 
Don't  install  software  on  your  PCs  or  local 
network — use  the  World  Wide  Web  instead. 

Peter  J.  Goettner,  the  company's  34-year-j] 
old  president,  argues  that  the  Web  is  superi- 
or because  it's  indifferent  to  hardware  and 
operating  systems.  Whether  you're  running  j 
Unix,  Windows  or  Mac,  if  you  have  a 
browser,  you  can  take  DigitalThink's  cours-{ 
es  anywhere,  anytime.  Because  the  company! 
employs  a  pool  of  tutors,  students  with 
questions  can  E-mail  instructors  for  help 
(Goettner  guarantees  an  answer  within  24 
hours)  or  enter  an  on-line  chat  room  to  kick! 
ideas  around  with  other  trainees.  Best  of  all,| 
the  system  automatically  tracks  student 
progress — including  their  quiz  scores — 
giving  management  real-time  reports  on 
how  well  employees  are  doing. 

It's  an  attractive  proposition,  and  one 
that  has  been  embraced  not  only  by  such 
luminaries  as  Sun  Microsystems,  Johnson  &ij 
Johnson,  FedEx  and  Lucent,  but  also  by 
students  from  Moscow  to  Melbourne. 

Intrigued  by  Goettner's  claims,  I  logged 
on  to  www.digitalthink.com  and  slogged 
my  woefully  outdated  way  through  some 
courses.  (Okay,  I  didn't  pass  the  tests.  So 
what!)  I  was  so  impressed  that  later  I  told 
Goettner  that,  at  $325  to  $450  for  a  12-to- 1 
15-hour  course  (with  volume  discounts),  hej 
has  probably  underpriced  his  services. 

Does  that  mean  I  expect  DigitalThink  to 
eat  cbt  Group's  lunch?  No.  DigitalThink 
will  be  only  a  $5  million  company  this  year. 
More  to  the  point,  with  a  mere  50  courses 
on-line — versus  cbt's  600-plus  CD-ROMs — it| 
has  a  lot  of  catching  up  to  do.  Of  course, 
being  an  energetic  young  entrepreneur, 
Goettner  plans  to  do  precisely  that. 

My  advice:  If  you  need  to  get  your  soft- 
ware talent  up  to  speed  (especially  on  exotic  I 
Internet  languages),  check  out  Digital- 
Think — not  the  only  game  in  town  but  may- 
be the  most  ambitious. 


Joseph  R.  Garber's  E-mail  address  is  garber@well.com 
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you     can     feel     confident 
buying     anything      that 
appears     on     the      Web. 


I  s     long    a 


do  e 


*     \  * 


^ 


yh  jabulous  buys  on  everything  J  rum  sunglasses  la    /J^JCTJ^X     And  won't  misuse  01  mishandle  credit  information  So  you 
i,  the  Web  is  cm  extraordinary  pku  e  la  shop.  And    I     ™»"     \     <  an  even  [eel  comfortable  using  your  credit  .card.  The 
en  you  see  the  CPA  WebTrust  Seal  you  can  feel  safe    I  lAfphTrilCt )     new  CPA  WebTrust  Seal.  If  you  don't  sec  it,  just  keep 
>pping  there.  This  seal  assures  you  that  a  CPA  has  V    ***I^I]  J    surfing.  To  find  out  all  about  the  CPA  WebTrust  Seal 

rdned  the  business  practices  behind  the  site.  Has  reported    ^^tSHBS^"^    and  discover  how  you  can  now  shop,  worry-free,  on  the 
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The  BioVenture 
genomics  group 
includes  Incyte, 
Human  Genome 
Sciences, 
Affymetrix, 
Millennium,  Myriad 
and  Genome 
Therapeutics. 


The  latest  source  of  excitement  in  the 
biotech  industry  is  "pharmacogenomics," 
the  study  of  genetic  differences  that  affect 
your  chances  of  getting  sick  or  responding 
to  a  drug.  Pharmacogenomics  promises 
custom  drugs.  Instead  of  settling  for  a  pill 
that  works  some  of  the  time  in  all  of  the 
people,  a  drug  developer  could  get  one  that 
works  all  of  the  time  in  some  of  the  people. 
SmithKline  Beecham's  chief  scientific  offi- 
cer, George  Poste,  speaks  of  pharmaco- 
genomics as  the  savior  of  the  industry.  Wall 
Street  has  lofted  the  market  valuations  of 
gene-sequencing  companies  into  the 
stratosphere.  Perkin- Elmer,  for  years  an 
also-ran  instrument  maker,  last  month 
raised  its  visibility  (and  market  cap)  by 
forming  a  spinout  company  to  generate 
genomic  information. 

Is  the  enthusiasm  justified?  Yes,  but  the 
impact  is  going  to  be  later  rather  than 
sooner. 

The  new  discipline  could  change  the  drug 
market  by  reducing  the  rate  of  product  fail- 
ure in  clinical  trials.  More  than  one  drug 

has  failed  not  because  it 
^^^^^^^     didn't  work  as  planned  but 
because  different  patient 
subpopulations  responded 
to  it  differently.  If  pharma- 
cogenomics can  help  to 
recruit  those  patients  who 
should  respond  to  the  drug 
and  rule  out  those  who  will 
have  adverse  reactions,  it  will 
rescue  useful  remedies  that 
would  otherwise  have  been 
discarded.  Drugmakers  also 
hope  that  this  ability  to  fore- 
see who  will  benefit  will 
make  drugs  more  cost-effec- 
tive, and  thus  convince  man- 
aged care  companies  to  pay  for  them. 

But  before  you  get  carried  away  with 
the  prospects  for  a  revolution  in  medicine, 
consider  some  of  the  downside.  First  off, 
genes  don't  explain  all  or  even  most  of  the 
differences  in  how  patients  respond  to 
drugs.  More  important  is  how  well 
patients  comply  with  doctors'  orders. 
Throw  in  other  environmental  and  behav- 
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ioral  factors  (smoking,  drinking,  obesity 
and  so  on),  and  the  variability  exceeds  tha| 
contributed  by  any  genetic  differences  we 
will  ever  detect. 

Second,  nobody  wants  to  pay  for  the 
studies  required  to  figure  out  which  genetii 
differences  correlate  with  all  of  these  dis- 
eases and  drugs.  Recent  publications  sug- 
gest that  more  than  50  genes  are  involved 
in  heart  disease,  with  up  to  88  variations 
identified  so  far  in  just  one  of  those  genes. 
The  HMOs,  for  their  part,  won't  be  thrilled 
with  paying  for  expensive  new  tests. 

Such  costs  wouldn't  matter  much  if  they! 
went  along  with  such  blockbuster  drugs  as| 
Viagra  or  Prozac.  But  pharmacogenomics 
based  on  replacing  the  blockbuster  model  i) 
with  one  that  concentrates  on  a  larger 
number  of  narrower  products — a  drug,  say 
that  benefits  only  10%  of  arthritis  sufferers 

Finally,  ethical  issues  may  prevent  the 
gatekeepers  of  managed  care  from  realizing 
the  savings  claimed  for  customized  medi- 
cine. Patients  may  not  want  to  hear  that 
their  genes  make  a  seeming  wonder  drug 
non-cost-effective  in  their  case.  Many 
people  may  refuse  to  share  their  genetic 
information  with  a  health  maintenance 
organization's  accountants.  Genomic 
research,  of  course,  may  yet  pay  off  in  othe 
ways  than  by  making  targeted  drugs.  For 
example,  a  genetic  database  created  by 
Spectra  Biomedical,  a  division  of  Glaxo 
Wellcome,  found  an  unexpected  correlatior 
between  migraine  attacks,  serious  depres 
sion  and  variations  in  the  dopamine  D2 
receptor  (a  molecule  that  sticks  out  of  cer- 
tain nerve  cells).  This  receptor  is  a  major 
target  for  drugs  against  psychotic  disorders 
now  it  may  become  a  target  for  migraine 
drugs  as  well. 

Genomic  research  has  already  had  a  gooc 
run  on  Wall  Street  (see  chart).  You  could 
argue  that  this  biotech  subindustry  is  over- 
priced, but  you  can't  deny  that  it  is  going  6 
have  an  impact  one  way  or  another  on  21st 
century  medicine.  Among  the  privately  hel< 
companies  worth  watching:  Ontogeny 
(Cambridge,  Mass.),  Lexicon  Genetics 
(Woodlands,  Tex.)  and  Exelexis  Pharmaceu 
ticals  (Alameda,  Calif).  ■ 


Dr.  Cynthia  Robbins-Roth  is  a  principal  of  BioVenture  Consultants  and  the  editor-in-chief  of  BioVenture  Publishing. 
Her  book,  Alternative  Careers  in  Science:  Leaving  the  Ivory  Tower,  was  recently  published  by  Academic  Press. 
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WorldCom's  Bernie  Ebbers  has  convinced  Wall  Street 

he  can  work  wonders  with  MCI.  It  will 

be  a  wonder  if  he  can  make  the  deal  pay  off. 

Grand  illusions 


By  Toni  Mack  and  Bruce  Upbin 

The  euphoria  continues  over 
Worldcom's  $37  billion  offer  for  MCI 
Communications.  Worldcom's  stock 
has  spiked  to  $43  from  $31,  creating 
a  stratospheric  multiple  of  50.  World- 
corn  Chairman  Bernard  Ebbers,  56,  a 
former  motel  owner  who  stumbled 
onto  the  long  distance  resale  business 
in  1983,  is  just  short  of  being  deified 
by  Wall  Street  analysts.  They  see  him 
as  the  creator  of  a  $33  billion  (esti- 
mated 1998  revenues)  empire  that 
will  deliver  voice  and  data  over 
45,000  miles  of  networks  to  global 
residential  and  corporate  clients. 

Gushes  Jack  Grubman  of  Salomon 
Smith  Barney:  "There's  no  telecom 
stock  in  the  world  that  will  be  any- 
where near  the  performer  Worldcom 
will  be  over  the  next  several  years." 

Don't  count  on  it.  Worldcom's  bid 
was  a  rich  3.3  times  mci's  $11  billion 
book  value.  Worldcom  is  going  to 
face  some  huge  challenges  making 
this  property  worth  anywhere  near 
that  price  tag. 

In  MCI  Ebbers  is  buying  a  stum- 
bling hulk  of  a  company  that  lost  its 
way  since  founder  William  McGowan 
developed  heart  disease  in  the  late 
1980s  (he  died  in  1992).  mci  Chair- 
man Bert  Roberts  and  Chief  Execu- 
tive Gerald  Taylor  have  spent  close  to 
$10  billion  over  the  last  decade  on 
ventures  like  local  service,  on-line 
movies  and  news,  which  now  con- 
tribute little  to  the  bottom  line.  MCl's 
return  on  capital  peaked  in  1989  at 
18%  and  has  since  tanked  to  1.1%. 

But  the  real  crux  of  the  problem  is 
that  three-fourths  of  MCl's  $20  billion 
in  revenues  last  year  came  from  plain 
old  voice  calls,  over  a  circuit-switched 
network  that  is  second  in  age  only  to 
AT&T's.  MCI  charges  an  average  12.5 
cents  per  minute.  This  is  Stone  Age 
stuff.  Competitors  like  Denver's 
Qwest  Communications  arc  already 
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hawking  long  distance  service 
for  7.5  cents  a  minute  in  nine 
cities. 

Apply  Qwest's  7. 5 -cent  rate 
to  MCl's  call  volume  and  you 
make  telephone  revenues 
shrink  in  a  blink  from  $15  bil- 
lion to  $9  billion.  Right  now 
Worldcom's  revenues  are 
better  balanced  between  old 
and  new  technologies.  But  if 
Ebbers  gets  MCI,  some  65%  of 
revenues  will  suddenly  come 
from  old-fashioned  phone 
calls. 

Former  Worldcom  chair- 
man James  Crowe  knows  this. 
Crowe  assembled  two  of 
Worldcom's  most  valuable 
assets:  mfs  Communications, 
a  local  network,  and  UUNet, 
an  Internet  backbone.  Last 
year  Crowe  jumped  ship, 
gathered  18  former  mfs  exec- 
utives and  put  together  a  $4 
billion  war  chest  to  create  a 
phone  company  from  scratch. 
As  chief  executive  of  Omaha- 
based  Level  3  Communica- 
tions, he's  now  building  an 
all-fiber  network  that  he  says 
can  offer  fancy  voice  and  data 
services  for  a  tenth  of  what  it 
costs  older  carriers  like  MCI. 

Mark  Bruneau  leads  the 
telecom  practice  at  Boston- 
based  consultancy  Renaissance 
Worldwide.  Says  he:  "World- 
corn  will  be  in  a  pickle  because  MCI 
increases  the  average  age  and  cost  of 
its  networks.  Not  only  are  their  tracks 
slower,  but  their  design  makes  them 
slower  still." 

Much  of  the  problem  is  that  older 
circuit-switched  networks  were  de- 
signed for  one  purpose:  to  connect 
two  callers  by  opening  up  a  dedicated 
line  between  them.  But  that's  not  the 


future.  The  future  is  in  somethir 
called    packet    switching.    In    th 
system,  communications  are  choppt 
into  small  pieces  and  sent  willy-nil. 
around  the  world  and  then  reassert: 
"  bled  at  the  destination.  Packet  switcK 
ing  works  for  both  voice  and  data.  1 
The  question  is:  What  do  you  d) 
with  the  billions  of  dollars  worth  d 
obsolescing  circuit-switched  equij 
ment  in  the  ground?  Sprint's  answe', 


Put  it  on  the  scrap  heap. 

Earlier  this  month  Sprin 
announced  a  new  network  that  shove 
a  single  high-capacity  packet  data  pip 
into  homes  and  businesses  to  carr 
voice  and  data.  It  spent  $2  billioi 
over  five  years  to  install,  and  parts  o 
it  will  be  in  use  this  year.  Expectinj 
the  move,  Sprint  quit  buying  circuit 
switched  equipment  in  1996.  Its  cos 
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.  o  add  lines  to  this  network  will  be 
!"0%  less  than  what  MCI  or  AT&T  pays. 
mci  savs  it  will  announce  its  own 
version  of  Sprint's  plan  this  summer. 
3ut  to  do  so,  mci  will  have  to  replace 
much  of  its  plant,  and  do  it  more 
irten  than  it  ever  had  to  in  the  past. 
Equipment  makers  are  cutting  cost 
ind  boosting  performance  every  year. 
Qwest  and  Level  3  are  not  only  laying 
improved  fiber  but  also  making  it 


easier  to  expand  quickly  on  the  same 
route.  For  MCI,  replacing  gear  on  the 
surface  means  unhooking  customers 
whose  traffic  went  on  that  route, 
rerouting  their  traffic,  and  then  doing 
it  all  in  reverse  when  the  new  equip- 
ment is  in.  Time,  money,  manpower, 
logistics — the  costs  climb. 

Huge  writeoffs  loom.  There's  a 
precedent  for  this.  AT&T  started  digi- 


tizing its  analog  copper  network  in 
late  1987,  predicting  a  four-year  pro- 
gram. Too  long.  AT&T  took  a  $7  bil- 
lion writedown  a  year  later. 

How  much  in  capital  spending  for 
a  new  souped-up  MCI-Worldcom  net- 
work? Says  Gartner  Group  analyst 
Kenneth  McGee:  "I'm  unconvinced 
anybody  has  the  answers.  I'm  sure 
Bernie  doesn't  have  them.  I  doubt 
the  total  numbers  have  been  calculat- 
ed by  MCI  yet."  Last  year 
1  MCI  and  Worldcom  com- 
?  bined  had  $6.4  billion  in 
I  capital  spending.  Ebbers 
£  says  that  the  merged  com- 
™  pany  can  cut  that  by  $1.4 
billion  a  year.  But  given 
what  Qwest  and  Level  3 
are  spending  to  build 
smaller  packet-switched 
businesses,  he  might  easily 
be  forced  to  accelerate 
spending  at  the  same  time 
that  his  margins  erode. 

The  capital  costs  are 
beginning  to  bear  down 
on  Ebbers.  Worldcom  was 
one  of  the  first  carriers  to 
deploy  a  newfangled  tech- 
nology called  "dense  wave- 
length division  multiplex- 
ing" (Forbes,  Oct.  7, 
1997)  that  greatly  increas- 
es the  amount  of  traffic  an 
existing  fiber-optic  cable 
can  carry.  Worldcom  and 
Sprint  helped  fund  devel- 
opment of  this  innovation 
at  Ciena  Corp.  and  began 
deploying  it  two  years  ago. 
Now,  with  the  merger  still 
pending,  Ebbers  is  stalling. 
In  May,  Worldcom  an- 
nounced it  would  delay  an 
estimated  $45  million 
order  from  Ciena,  at  the 
same  time  that  Sprint  was 
boosting  its  Ciena  orders. 
The  canceled  British 
Telecom-MCl  mating  only  complicates 
the  mess,  mci  had  postponed  a  major 
revamp  of  its  billing  system  until  it 
could  combine  with  bt's,  which  is 
considered  one  of  the  world's  best. 
Now  mci  is  almost  two  years  behind 
Sprint  and  AT&T  in  billing  systems. 

Worldcom,  with  $94  million  in 
cash  and  equivalents,  will  have  to 
scare  up  some  more  cash  to  stay  com- 


petitive. In  1997  MCi-Worldcom's 
cash  flow  was  $4.8  billion.  But, 
remember,  they  spent  $6.4  billion  on 
capital  outlays.  You  are  looking  at  a 
cash  sinkhole. 

Ebbers  already  paid  $465  million  in 
cash  to  get  BT  to  go  away.  When  he 
buys  mci,  he  must  pay  BT  $7  billion 
more  in  cash,  not  his  beloved  World- 
com stock,  for  bt's  remaining  19% 
stake  in  mci.  He  plans  to  borrow  the 
money,  but  that  will  add  nearly  $500 
million  in  annual  interest  expense. 

How  will  Ebbers  come  up  with  the 
rosy  $12  billion  cash  flow  he  has  led 
securities  analysts  to  expect  from  the 
merger?  Besides  revenue  growth,  he'll 
likely  lay  off  thousands  and  shut  down 
overlapping  parts  of  the  networks. 

When  he  originally  announced  his 
bid  for  mci,  Ebbers  and  his  band  of 
sharp-penciled  investment  bankers 
came  up  with  $4.4  billion  in  overlap- 
ping annual  costs  to  be  cut  by  2002. 
Once  he  had  to  raise  his  price,  he 
magically  found,  within  a  few  weeks, 
another  $1.2  billion  in  new  "syner- 
gies." Can  he  do  this?  Fast  enough? 

Ebbers  predicted  the  deal  would 
close  by  the  summer  of  1998.  That's 
iffy.  Regulators  and  competitors  hang 
over  the  deal  like  vultures  over 
wounded  prey.  U.S.  and  European 
antitrust  types  worry  that  a  combined 
mci -Worldcom  would  control  60%  of 
Internet  backbone  traffic,  mci  must 
pacify  the  regulators  by  selling  off 
assets — but  not  so  much  that  Ebbers 
is  left  with  a  much  less  valuable  com- 
bination. Spurned  mci  suitor  gte  has 
sued  to  block  the  merger,  claiming  it 
would  drastically  reduce  competition. 

If  the  legal  delay  keeps  Ebbers  from 
closing  by  Dec.  31,  Worldcom  must 
pay  BT  an  additional  $250  million.  If 
the  deal  is  called  off  it  will  owe  $1.6 
billion  to  MCI. 

What  says  Ebbers  to  all  of  this?  He 
and  mci  officials  decline  to  talk.  But 
some  insight  comes  from  new  com- 
petitor Crowe,  who  happens  to  think 
highly  of  his  old  colleague:  "I've 
heard  people  say  over  and  over  and 
over  and  over  again,  'This  time  Bernie 
has  bitten  off  more  than  he  can  chew' 
They've  always  been  wrong  in  the 
past."  At  the  same  time,  he  adds:  "If 
you  ask  if  I'd  rather  be  in  Bernie's 
shoes  or  mine,  I  like  where  I'm  stand- 
ing right  now."  m 
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Monsanto  and  American  Home  Products  plan  to  merge, 
but  trial  lawyers  are  threatening  the  honeymoon. 

Party  poopers 


By  Zina  Moukheiber 

American  Home  Products  and 
Monsanto  announced  on  June  1  that 
they  plan  to  merge.  What  they  haven't 
talked  much  about  is  that  the  merged 
company  could  be  saddled  with  a 
huge  liability. 

Last  September  the  Food  &  Drug 
Administration  forced  American 
Home  Products  to  withdraw  its 
appetite-suppressant  drugs  Redux  and 
Pondimin  from  the  market.  Those 
dexfenfluramine  and  fenfluramine 
drugs,  or  fen,  were  frequently  pre- 
scribed with  phentermine,  another 
diet  drug.  The  drugs  were  often 
paired  because  fen  made 
people  sleepy  and  phen 
countered  that  effect. 

The  FDA  acted  after  it 
was  alleged  that  the  fen- 
phen  combo  produced 
heart  valve  lesions  in  over- 
weight patients. 

By  the  time  the  FDA 
stepped  in,  more  than  6 
million  people  had  used 
the  combination,  and  over 
25%  may  be  at  risk  for 
heart  valve  problems  and 
pulmonary  hypertension. 
Trial  lawyers  are  salivating 
noisily.  They  have  filed 
more  than  300  lawsuits 
against  American  Home 
Products  in  federal  courts 
and  probably  twice  that 
number  in  state  courts. 

King  of  Prussia,  Pa.- 
based  Mealey  Publications, 
which  organizes  legal  con- 
ferences, has  already  put 
together  two  this  year  on 
fen-phen.  "It's  our  most 
popular,  next  to  the  year 
2000  problem,"  says  Joel 
Malazita,  a  conference 
administrator. 

There  are  a  half-dozen 
other     defendants,     but 
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American  Home  Products  is  by  far  the 
biggest.  The  plaintiffs  claim  ahp  failed 
to  notify  the  FDA  that  patients  taking 
fen-phen  in  Belgium  had  developed 
leak)'  valves. 

Michael  Hausfeld,  a  trial  lawyer 
with  the  Washington,  D.C.  firm  of 
Cohen,  Milstein,  Hausfeld  &  Toll, 
has  filed  24  class  action  suits  against 
American  Home  Products.  Hausfeld 
thinks  he  has  hit  a  gusher.  He  claims 
he  has  a  case  on  the  scale  of  the  sili- 
cone breast  implant  lawsuits  against 
Dow  Corning,  which  drove  the  com- 
pany into  bankruptcy  protection  and 


AHP's  John  Stafford  and  Monsanto's  Robert  Shapiro  (right) 
Sharing  AHP's  $$billion  headache. 


in  which  the  plaintiffs  have  alrea^ 
rejected  a  $4  billion  settlement. 

Is  Hausfeld  exaggerating?  Probabl 
but  the  case  could  cost  America 
Home  Products  dearly.  It  carries  $ 
billion  in  product  liability  insurano 
but  hasn't  set  aside  any  reserves.  Am 
thing  over  the  amount  of  the  insui 
ance  would  hurt  earnings. 

Overseeing  the  vast  litigation 
Philadelphia  U.S.  District  Judge  Lou 
Bechtle,  who  has  presided  over  sevei 
al  disaster  cases.  Bechtle  is  moving  fas 
In  April  he  appointed  a  nine-membc 
committee  to  sift  through  tons  of  dot 
uments  turned  over  by  America 
Home  Products.  A  member  of  th 
committee   is   Andrew   Hutton, 
Wichita,  Kans. -based  plaintiff  lawye: 
Hutton  has  a  prize  exhibit:  a  clien 
who  now  awaits  a  heart/lung  trans 
plant  and  whose  case  was  featured  i 
the  New  England  Journal  ofMedicintM 
Hutton  says  the  members  expect  t<  I 
start  taking  depositions  this  fall  fronjj 
defendants,  including  John  Stafford 
American  Home  Products; 
5  chief  executive.  Within  111 
I  months,  the  judge  hope 
I  to  send  all  this  materia 
5  back  to  the  local  federa 
courts  for  trial. 

The  proposed  merge 
with  Monsanto  would  cer 
tainly  make  any  legal  cost 
easier  for  American  Honu 
Products  to  bear.  Givei 
the  size  of  both  companie 
(Monsanto's  revenues  an 
$7.5  billion,  ahp's  an 
$14.2  billion),  there  i: 
little  chance  that  the} 
would  be  forced  intc 
bankruptcy. 

But  if  the  final  settle 
ment  and  legal  cost! 
should  mount  into  the  bil 
lions,  it  could  possibl) 
make  both  management: 
liable  to  shareholder  suits 
American  Home  Prod 
ucts  declines  to  comment 
Says  Lori  Fisher,  Mon- 
santo's spokesperson:  "Wt 
can't  predict  the  out- 
come, but  we  don't  thinlt 
it  will  have  a  material 
effect  on  the  financial 
condition  of  the  com- 
bined company."  ■ 
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As  the  Asian  crisis  lurches  into  its  second  year, 
it  has  become  clear  that  devaluation  doesn't  work. 

The  cure  that  kills 

By  Nigel  Holloway,  Andrew  Tanzer  and  Neil  Weinberg 


As  East  Asian  economics  have  gone 
from  bad  to  worse  in  the  past  year, 
opinion  makers  around  the  world, 
not  just  in  pages  of  Forbes,  have 
been  complaining  that  the  IMF's 
medicine  is  worse  than  the  disease. 
Twelve  months  on  in  the  crisis  and 
the  conclusion  seems  inescapable: 
They  were  right  and  the  IMF 
was  wrong. 

In  Thailand,  Korea  and  Indonesia, 
the  IMF  applied  its  usual  remedies: 
Allow  your  currencies  to  devalue; 
constrain  domestic  demand  by  push- 
ing up  interest  rates  and  cutting 
public  spending;  then  watch  exports 
take  off. 

Well,  sky-high  interest  rates  have 
certainly  done  their  work.  Thou- 
sands of  companies  and  scores  of 
banks  in  these  countries  are  on  the 
ropes.  Domestic  demand  has  col- 
lapsed. But  here's  the  punch  line: 
While  exports  have  risen  in  dollar 
terms  for  Korea,  they  have  actually 
fallen  or  been  flat  for  Malaysia, 
Thailand  and  Indonesia. 
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The  world  has  become  too  inter- 
connected for  these  simplistic  reme- 
dies to  work.  In  any  event,  high 
interest  rates  and  cheap  currencies 
have  self-defeating  consequences. 

Korea  has  to  buy  $60  to  $65 
worth  of  goods  from  abroad  to 
export  $100  worth,  says  Bob 
McKee  of  Independent  Strategy,  a 
London  consultancy.  These  days 
many  Asian  companies  cannot 
obtain  financing  to  buy  imports,  so 
they  cannot  take  advantage  of  their 
now  cheaper  labor. 

Interest  rates  are  in  double  digits 
in  Korea  and  Thailand.  To  produce, 
companies  need  capital.  While  their 
cost  of  labor  has  dropped  in  dollar 
terms  with  devaluation,  their  cost  of 
capital  has  risen.  The  Korean  ship- 
building industry  is  losing  business 
to  the  more  expensive  Japanese 
because  customers  refuse  to  accept 
letters  of  credit  from  Korean  banks. 
Few  customers  have  confidence  that 
Korean  banks  or  the  shipbuilders 
will  be  around  to  honor  the  letters 


Indonesians  take  to  the  streets 
President  Suharto  loses  job. 


in  the  two  years  it  takes  to 
build  a  ship. 

Devaluation  causes  infla- 
tion. People  are  going 
hungry  in  Indonesia  because 
the  price  of  basic  food  and 
transportation  has  risen 
beyond  their  reach.  As 
workers  need  and  get  higher 
wages  to  cover  the  higher 
cost  of  imported  goods,  any 
reductions  in  wages 
achieved  through  devalua- 
tion are  quickly  dissipated. 

The  U.S.  and  Europe  are 
not  the  only  markets  for 
Asian  goods.  Between  40% 
and  50%  of  East  Asia's 
exports  don't  leave  the 
region.  There's  no  way 
Asian  countries  can  increase 
exports  to  their  neighbors, 
who  are  as  sick  as  they  are. 
Contrast  that  with  Mexico, 
which  suffered  a  financial 
crisis  at  the  end  of  1994.  It 
sent  85%  of  its  exports  to 
the  booming  U.S.  in  1995. 
It  is  now  clear  that  no 
quick  fix  is  possible.  Slowly,  painful- 
ly, Asian  countries  will  need  to 
become  more  efficient  by  disman- 
tling their  systems  of  crony  capitalism 
and  replacing  them  with  open,  com- 
petitive systems  with  full  financial 
disclosure.  This  will  take  time  and  is 
already  running  into  opposition 
deeply  rooted  in  the  local  cultures. 

Take  the  case  of  Thailand,  where 
the  government  hasn't  implemented 
a  foreclosure  law  yet  and  the  legal 
system  is  slow.  Buildings  sit  empty, 
their  owners  unable  to  pay  their 
debts — but  there  are  no  buyers  and 
there  is  no  way  to  restructure  the 
properties  without  adequate  foreclo- 
sure and  bankruptcy  laws. 

Meanwhile,  Japan  is  facing  its 
own  financial  crisis.  The  U.S.  is 
urging  it  to  boost  demand.  Japan's 
neighbors,  by  contrast,  are  told  to 
tighten  their  belts. 

At  least  there's  a  lesson  for  the 
world  to  learn  in  the  Asian  crisis: 
Devaluation  is  a  lousy  medicine.  It 
kills  more  than  it  cures.  m 
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Jn  spite  of  inflation,  the  real  cost  of  just  about  everything  has  fallen  in  this 
century.  So  why  does  the  cost  of  college  keep  going  up  and  up— and  up? 

The  education  paradox 


By  Peter  Brimelow 
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For  comparison:  In  1919,  1,400  hours  of  work 
could  purchase  147  food  baskets.  In  1997  just 
238  hours — 83%  less  work — were  needed  to    ; 
A  curious  fact:  The  20th  cen-  purchase  the  same  amount  of  food, 

tury  has  seen  dramatic  and  unprecedented  ®  0  0 

inflation.    But,    just    as    dramatic,    the    actual  °OOOOo  ©       *© 

amount  of  time  that  the  average  U.S.  wage  earner  ©     0©  °  o  O  © 

must  work  in  order  to  earn  the  money  to  buy  virtually 
anything   has   collapsed.    Looked   at   in   these   work- equivalent 
terms,  the   20th  century  has  seen  remarkable   deflation — persistently  falling 

prices.  In  an  essay  on  this  phenomenon  in  the  Federal  Reserve  Bank  of  Dallas'  recent  annual  report, 
economic  adviser  W.  Michael  Cox  calculates  that  the  work-equivalent  price  of  food  has  fallen  by  mor 
than  three-quarters  since  1925  (see  chart),  although  its  nominal  price  has  risen  435%. 

An  even  curiouser  fact:  The  work-equivalent  cost  of  a  college  education,  almost  uniquely,  has  not  fallen 
(We  did  say  "virtually")  Of  course,  private  universities  charge  vastly  more  than  public  institutions,  whicl 
four  out  of  five  students  attend.  But  private  and  public  universities  both  had  comparable  recent  rates  o 
increase — showing  on  our  log  scale  as  parallel  lines  sloping  upward. 

The  University  of  Texas  has  charged  even  more  fiercely.  It  now  imposes  about  the  same  work-equivalen 

burden  on  Texas  parents  as  it  did  during  the  Depression. 

Research:  Edwin  S.  Rubenstein,  Note  carefully:  Most  of  these  increases  occurred  in  th< 

research  director,  Hudson  Institute,  Indianapolis.  1980s — after  the  Carter-era  inflation  had  ended. 

edwinr@hii.hudson.org  And,  at  least  judging  by  the  University  of  Texasi 

they  are  exceptional  by  historic  standards 

Why?  The  Dallas  Fed's  Cox,  ever  cheerful 

suggests  that  a  college  education  is  gen 

uinely  worth  more,  because  tht 


'Average  hourly  wages  for  manufacturing  production  workers 
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Note:  The  food  basket  consists  of  the  following  12  items:  1  pound  each  of  bacon  coffee,  ground  beef,  lettuce,  beans,  bread  and  onions: 
3  pounds  of  tomatoes;  5  pounds  of  sugar.  1  dozen  eggs  and  oranges;  and  1  half-gallon  of  milk.  1919:  9.5  hours.  1997:  1.6  hours. 
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rap  between  the  incomes  of  college  and  high  school  graduates  has  widened.  But  this  gap 
:ould  be  due  to  other  factors,  such  as  the  alleged  deterioration  of  public  schools,  which 
io  longer  provide  the  education  young  people  need  to  function  in  the  world. 
What    about    the    new    abundance    of  financial    aid?    This    year's    National 

Commission  on  the  Cost  of  Higher  Education  report  found  that  even  the  "net 
-rice"  of  college  (full  price  less  aid)  has  risen  faster  than  median  family 

Incomes  since   1987.   However,   the   commission  noted  hurriedly,  the 

Increase  has  slowed — and  for  public  universities  stalled — since  1993. 

;    Curiousest  of  all:  From  1987  to  1996,  total  student  aid  from  all 

sources,  including  loans,  increased  by  128%.  College  charges 

.imply  rose  to  match.  Did  increased  aid  merely  fuel  college 

,:ost  inflation?    Bi 
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Sources:  W  Michael  Cox,  Time  Well  Spent:  The  Declining  Real  Cost  of  Living,  the  Federal  Reserve  Bank  of  Dallas,  1997  annual  report;  tuition,  room  and  board  from 
Straight  Talk  about  College  Costs  &  Prices,  National  Commission  on  the  Cost  of  Higher  Education  report,  1998. 
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the  largest  underwriters  of  excess  casualty  coverage  in 


the  U.S.,  we  can  offer  more  options  and  higher  limits  than 


other  insurers.  Call  your  broker  or  simply  visit  www.aig.com 
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AMERICAN  INTERNATIONAL  COMPANIES,  70  PINE  ST.,  DEPT.  A.  NEW  YORK,  NY  10270 


He's  a  throwback  to  the  press  lords 
and  movie  moguls  of  old. 
Which  is  perhaps  why  Rupert  Murdoch 
runs  rings  around  competitors  like 
Time  Warner  and  Disney. 


Rupert's 
on  a  roll 


By  Robert  La  Franco 

This  issue  of  Forbes  is  very  much  about  the 
world's  working  rich:  self-made  magnates  who 
built  great  businesses  from  scratch  or  from 
very  litde.  Keith  Rupert  Murdoch,  67,  is  near 
the  top  of  any  such  list.  Almost  alone,  he  has 
created  from  modest  beginnings,  and  mostly  through 
internal  growth,  what  is  arguably  the  world's  most 
impressive  media  empire. 

Here  he  is  in  action: 

"•I've  bedded  227  girls,"  screams  the  front  page  of 
London's  tabloid  Sun.  Grinning  beneath  the  thick  black 
headline  is  the  grimy  face  of  the  braggart.  In  the  story, 
the  scumbag  boasts  of  his  sexual  and  larcenous  conquests. 

Rupert  Murdoch  views  the  page  and  frowns.  "Too 
bawdy,'  he  mutters,  gendy  jabbing  a  finger  at  the  photo. 
"That's  just  not  England's  mood  right  now."  You  know 
without  asking  that  the  Suris  editor  has  already  been 
ticked  off.  The  story  doesn't  belong  on  the  front  page. 

Murdoch  sees  the  Bridsh  public  as  less  cynical  after  the 
elevation  of  his  friend,  "New"  Labourite  Tony  Blair,  as 
prime  minister.  Football  hooligans  are  no  longer  lovable 
characters.  Anything  goes  no  longer  goes.  Folks  still  like 
their  sex  and  crime,  but  not  quite  as  garish. 

There,  in  a  flash,  is  the  famous  Murdoch  touch.  In  a 
world  of  spreadsheets  and  management  consultants, 
M.B.A.s  and  focus  groups,  he's  the  old-fashioned  press 
baron,  but  operating  now  on  bandwidth  and  TV  screens 
as  well  as  on  the  printed  page.  Like  the  press  lords  and 
Hollywood  moguls  of  old,  Murdoch  makes  it  his  business 
to  sense  what  the  public  wants  and  then  make  sure  that 
his    executives    deliver   it.    Like    Hollywood's   earlier 


A  half-century  of  empire  building  has  aged  Murdoch, 
but  hasn't  slowed  him.  "No  one's  indispensable,"  he 
says.  "But  who  takes  over  doesn't  really 
matter  at  the  moment.  I'm  not  going  anywhere." 
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moviemakers  he  puts  his  mark  on  what 
he  does.  Louis  B.  Mayer  never  wrote  a 
script,  but  you  knew  an  mgm  movie  when  you  saw  it — or 
a  Warner  Bros,  flick  or  a  Darryl  F.  Zanuck  opus. 

In  Murdoch's  career  are  echoes  of  Britain's  great  Lord 
Northcliffe  (who  once  owned  the  venerable  Times  of 
London,  as  Murdoch  now  does,  and  was  a  friend  and 
mentor  to  Rupert's  father).  Born  Alfred  Harmsworth, 
Northcliffe  got  his  start  in  Victorian  times  delivering 
intriguing  snippets  of  information  to  a  newly  literate  British 


working  class.  This  was  some  of  the  world's  first  mass-prc1 
duced  entertainment.  A  century  later  Murdoch  entert 
and  informs  the  whole  world  in  many  languages  and  acroi 
many  media  with  a  similarly  surefooted  common  touclk 
Even  in  culturally  remote  India,  News  Corp.'s  Star  Nerl 
network  is  having  an  impact,  and  while  the  cultural  elite  ail 
not  amused,  people  in  some  14  million  homes  are. 

You  saw  Murdoch's  touch  in  the  edgy  urban  satire 
In  Living  Color  on  the  Fox  Network  and  in  the  yout 
energy  of  Tao's  Teatime  midday  talk  show  on  Ne\ 


Rookie  Fox  Sports  Net 

is  out  to  knock  veteran  ESPN  from 

the  top  spot. 

Home  field 
advantage 

ESPN,  the  24-hour  all-sports  cable  net- 
work launched  in  1979  and  now  part 
of  Disney,  mints  money.  Last  year 
ESPN  threw  off  an  estimated  $600  mil- 
lion in  earnings  before  interest,  taxes, 
depreciation  and  amortization  on  rev- 
enues of  $1.1  billion.  Pretty  neat: 
nearly  50  cents  on  the  revenue  dollar. 
Because  it  pumps  live  coverage  of 
almost  every  professional  and  college 
sport  into  74  million  households, 
ESPN  is  a  favorite  for  advertisers  look- 
ing to  reach  males  between  the  ages 
ofl8and35. 

espn's  flagship  show,  Sportscenter,  is 
a  can't  miss  for  sports  junkies  looking 
for  a  recap  of  the  day's  events.  More- 
over, ESPN  has  long-term  deals  in 
place  with  most  major  sports,  which 
seemed  to  guarantee  that  another 
national  cable  network  could  not  steal 
its  programming. 

But  that  didn't  stop  Rupert  Mur- 
doch's people  from  end-running 
ESPN.  Fox  Sports  Net,  a  newly  formed 
national  cable  network,  is  a  50-50 
joint  venture  between  Rupert  Mur- 
doch's News  Corp.  and  John 
Malone's  Tele-Communications,  Inc. 
After  two  years  of  furious  dealmaking, 
Fox/Liberty  Networks  now  owns  and 
operates  1 0  of  die  country's  largest 
regional  sports  networks,  and  lias 
direct  or  indirect  equity  interests  in 
another  12.  Combined,  the  RSNS  are 
wired  over  60  million  households.  By 
tying  the  RSNS  together  into  what  is 
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Already  a  hit,  Fox  Sports  Net  will  likely 
be  Murdoch's  next  home  run. 

effectively  a  national  network,  Fox 
Sports  Net  can  now  offer  an  audience 
almost  as  big  as  espn's  to  national 
advertisers. 

Take  baseball.  On  any  given 
Sunday  evening  ESPN  usually  has  the 
rights  to  show  2  games.  Given  that 
there  are  30  teams  in  the  major 
leagues  and  ESPN  is  showing  only  4  of 
them,  the  odds  are  good  that  your 
team  isn't  being  shown  that  night.  If 
that's  the  case,  you're  not  likely  to 
watch  espn  while  the  game  is  on. The 
following  night,  Fox  Sports  Net,  via 
its  22  regional  sports  networks,  will 
televise  perhaps  10  games.  So  if  your 
favorite  team  is  among  Fox's  10 
rather  than  ESPN's  2,  guess  which  net- 
work you  will  be  watching. 

Fox  Sports  Net  also  does  the  same 
for  hockey  and  basketball.  Combined, 
Fox  Sports  Net  controls  broadcast 
rights  to  69  of  the  75  teams  in  profes- 
sional baseball,  basketball  and  hockey. 
Fox  Sports  Net  also  has  college  and 
si  cond-tier  sports,  as  well  as  its  own 
li\  ely  news  .md  highlight  show  to 


compete  with  espn.  Witness  when  the 
New  York  Mets  played  the  Boston 
Red  Sox  on  espn's  Sunday  Night  Base- 
ball recendy.  While  the  game  reached 
nearly  10%  of  Boston  and  3%  of  New 
York  homes,  the  game  had  only  a  1.6 
rating  nationally  because  many  of  the 
fans  outside  those  areas  were  watching 
their  hometown  teams. 

It's  still  early  in  the  ball  game,  but 
the  numbers  so  far  support  Fox/Lib- 
erty's strategy.  Despite  reaching  nearly 
13  million  fewer  homes  than  ESPN, 
Fox  Sports  Net's  coverage  of  Major 
League  Baseball  games  through  May 
11  delivered  an  average  of  2.3  million 
viewers  per  game,  versus  1.1  million 
for  espn's  baseball  coverage.  Says 
Robert  Donahue  of  Salomon  Broth- 
ers Asset  Management,  "We  think 
Fox/Liberty  could  be  one  of  the 
most  valuable  assets  created  over  the 
next  five  years."  Donahue  estimates 
that  Fox  Sports  Net's  operating  cash 
flow  will  be  $180  million  this  year 
and  will  hit  $650  million  in  five  years. 

Rupert  Murdoch,  chairman  of 
News  Corp.,  recently  bought  base- 
ball's Los  Angeles  Dodgers  and 
gained  minority  interest  options  in 
that  city's  basketball  and  hockey 
teams.  Now  Fox/Liberty's  southern 
California  cable  network  doesn't  have 
to  worry  about  being  outbid  by  ESPN. 
In  New  York,  where  Fox/Liberty 
owns  a  40%  stake  in  the  Rangers, 
Knicks  and  MSG  Network  cable  chan- 
nel, Fox  Sports  Net  has  a  lock  on  the 
premier  hockey  and  basketball  teams 
in  the  country's  two  biggest  markets. 
"Murdoch  was  the  first  in  cable  to 
figure  out  that  all  sports  is  local,"  says 
James  Drucker,  president  of  Global 
Sports,  a  sports  consulting  firm.  "He 
will  eventually  have  more  profitable 
assets  than  ESPN." 

-Michael  K.  Ozanian  ■ 
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World  Billionaires 


The  changing  world  of  News  Corp. 

Rupert  Murdoch  nearly  wrecked  his  compa- 
ny with  debt  in  1990.  These  days  the  bal- 
ance sheet  is  far  more  conservative.  News 
Corp.'s  debt  ratio  today  is  in  line  with  the 
average  of  32%  for  Walt  Disney,  Time 
Warner  and  Viacom. 


The  rise  of  a  network  power 

During  a  period  of  general  decline  in 
network  viewing,  Fox  has  managed 
to  hold  its  own  among  the  18-to- 
49-year-olds... 
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DEBT  AS  A  %  OF  CAPITAL 


'90 
$6.7 

SO  4 
$7.2 
$0.1 
48% 


'97 
$11.2 
$1.6 
$8.5 
$2.6 
34% 


%  CHANGE 

67% 

309% 

18% 

1.900% 

-29% 


NETWORK  RATINGS 

CHANGE  IN  RATINGS  95-98 

24 
23 
22 
21 

20  -9 

|     FOX             -8% 

1     ABC           -32% 

■  Source:  Nielsen  Media  Research 

figures  in  Sbillions.  Sources:  Standard  S  Poor's,  company  data 

Investors  groan  every  time  Rupert  Murdoch 
opens  a  checkbook.  In  the  last  18  months  he 
has  spent  more  than  $6  billion  to  acquire  new 
assets  for  his  ventures.  Let  them  groan.  In  the 
current  decade,  News  Corp.'s  total  return  is 
second  only  to  Walt  Disney's— and  that's  been 
without  any  lucrative  animation  assets  to  mine. 

TOTAL  PRICE  RETURN  90-98 


...the  eyeballs  most  desired  by  adver- 
tisers, Fox  and  its  22-member-station 
group,  with  1998  cash  flow  of  $760 
million,  now  has  the  fastest  momen- 
tum in  the  business.  That's  giving 
Murdoch  a  load  of  cash  that  he  is 
pouring  into  new  ambitions  like  Star 
TV  in  Asia  and  Sky  Latin  America. 


The  widening  reach  of  cable  TV 

The  incredible  growth  of  the  network  and 
the  success  of  its  U.S.  kids  and  sports 
programming  has  been  the  back  upon 

COMBINED  HOUSEHOLDS  FOR  ALL  NETWORKS  (millions) 
'95      23 

•mvumm-mxn  (+uo4%) 

'95  90 

'98  [7  ■  470  (+422%) 


'95 
'98 

'95 
'98 
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WALT  DISNEY 


1 442  (+143%) 


ADVANCE  AD  SALES  95-98 

m.'Y.m  +15% 
u:  :m  +5% 


Fox's 

Ally  McBeal, 
the  softer  side 
of  an  edgy 


1  360 

339*  (-6%) 

•Includes  sale  ol  USA  Network  and  Sci-Fi  Channel- 
Sources-  National  Cable  Television  Association;  company  data. 

which  Murdoch  has  built  a  number  of 
new  businesses,  including  the  Fox 
Family  Channel  and  Fox  Sports  Net. 

HOUSEHOLDS  REACHED-  CABLE  SPORTS  (millions) 


REVENUES  BY  INDUSTRY 

■  PRINT  MEDIA 

■  FILM  AND  TV 

Ell 


1990  2000 

Sources  Jessica  Reit-Cohen. 
Merrill  Lynch:  company  data 


Newspapers  offer  a 
reliable  19%  operating 
income  margin, 
but  their  stories  can't 
be  exploited  as  readily 
as  TV  shows  across  a 
world  platform.  That 
explains  Murdoch's  shift 
toward  electronic  media. 


FOX  SPORTS  NET                            60 

ESPN                                                 74 

FOX 

ESPN 

BASEBALL 

2.3 

1.2 

HOCKEY 

0.7 

0.5 

FOOTBALL 

NA 

60 

BASKETBALL 

1.7 

NA 

Sources.  Salomon  Smith 
Barney:  Matthew  Harrigan. 
IP  Morgan  Securities 


NA:  Not  applicable.  Sources  Nielsen  Media  Research,  company  data. 

ESPN  reaches  23%  more  households 
than  rival  Fox  Sports  Net.  But  where  the 
two  cable  networks  go  head-to-head— 
baseball  and  hockey— Fox  Sports  Net's 
emphasis  on  regional  coverage  gives  it 
superior  ratings.  Upshot:  analysts  expect 
Fox  Sports  Net's  advertising  revenues  to 
grow  much  faster  than  ESPN's. 


Corp.'s  Phoenix  channel  in  China.  With  10  million  read- 
:rs,  his  Sun  is  the  most  widely  read  English-language  daily 
n  the  world.  His  feisty  New  York  Post,  though  fighting  an 
iphill  battle,  is  the  only  daily  gaining  circulation  in  the 
fl  vorld's  greatest  city,  where  even  the  dominant  New  York 
l  Times  continues  to  lose  circulation.  A  relative  novice  at 
noviemaking,  Murdoch  has  on  his  hands  today  the  great- 
st  hit  of  all  time,  Titanic. 

In  his  unabashed  use  of  his  media  pulpits  for  political 
:nds  and  to  advance  his  company's  interests,  Murdoch 
"ecalls  Northcliffe  and  Americans  like  William  Randolph 
Hearst  and  Bertie  McCormack  of  Chicago.  Murdoch's 
fl  :lashes  with  playboy  Senator  Ted  Kennedy  are  famous.  In 
Britain,  his  newspapers  played  a  major  role  in  the  Tory's 
1992  election  victory,  and  last  year  he  helped  bring  the 
New  Labour  Party's  Tony  Blair  to  power.  Asked  about  his 
I  Dpenly  partisan  role  in  politics,  Murdoch  told  a  recent  press 
briefing  in  Germany:  "If  you  are  in  newspapers  and  maga- 
zines, you  fight  very  hard  for  your  beliefs." 

Unlike  many  big  companies,  News  Corp.  doesn't  rely  on 
egions  of  numbers  people  and  M.B.A.s,  leaving  major 
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decisions  in  the  hands  of  Murdoch  and  his  18-member 
executive  committee.  Take  Star  TV,  whose  satellites  beam 
signals  to  China,  India,  the  Middle  East  and  the  South 
Pacific.  Back  in  1992  Murdoch  heard  that  Pearson,  Pic, 
the  British  conglomerate  and  publisher  of  the  Financial 
Times,  was  about  to  pay  up  to  $550  million  for  a  70%  stake 
in  the  system.  Time  Warner  and  Disney  were  also  sniffing. 
Murdoch  never  saw  Star's  books,  but  he  knew  that  if  the 
competition  wanted  it,  he  did,  too.  Despite  the  protests  of 
his  inner  circle,  he  matched  Pearson's  bid,  but  offered  Star 
sellers  what  Pearson  wouldn't:  the  freedom  to  sell  their 
remaining  stake  at  any  time.  Star  is  still  losing  gobs  of 
money  (the  latest  estimates  are  about  $100  million  a  year), 
but  no  one  doubts  that  Asia  will  come  back — and  when  it 
does,  News  Corp.  will  be  firmly  entrenched  there.  Accord- 
ing to  Salomon  Smith  Barney  analyst  Kaushik  Shridharani, 
TV  advertising  in  Asia — outside  Japan,  Australia  and  New 
Zealand — will  nearly  double,  to  $9  billion,  by  2001. 
Research  by  Baskerville  Communications  Corp.  sees  the 
region's  pay  TV  households  increasing  46%  in  the  same 
period. 
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Murdoch  doesn't  regret  "overpaying" 
for  Star  because  owning  it  guarantees  an 
outlet  for  his  present  and  future  programming.  It  is  also  a 
bargaining  chip  to  use  against  competitors  who,  in  the 
past,  have  tried  to  refuse  his  programs  on  their  systems. 
"What  we  want  is  an  oudet  for  our  programming  so  we 
will  never  be  handcuffed  by  any  one  gatekeeper,"  says 
Murdoch  with  a  glance  toward  his  British  satellite  service. 
"If,  as  with  BSkyB,  the  delivery  platform  becomes  a  profit 
center,  all  the  better." 

Murdoch  has  toned  down  somewhat  his  very  Australian 
outspokenness  and  expressions  of  contempt  for  standard 
American  journalism,  but  still  he  defies  convention.  Most 
recently,  he  got  himself  into  hot  water  by  ordering  his 
book  publishing  company,  HarperCollins,  to  drop  a  book 
by  ex-Hong  Kong  governor  Christopher  Patten. 

Patten  is  persona  non grata  with  China's  leaders,  and 
Murdoch  has  an  obvious  interest  in  not  angering  them. 


"Freedom  of  the  press!"  cried  his  detractors,  but  Mul 
doch  held  firm.  He  returned  the  manuscript,  and  Patt< 
pocketed  his  advance.  The  book  has  yet  to  be  release 
but  will  likely  surface  later  this  year.  Said  Murdoch  late) 
"I  didn't  agree  with  what  he  [Patten]  did  as  governc 
and  I  don't  have  any  duty  to  publish  his  book." 

Murdoch's  News  Corp.  is  not  the  media  industry^ 
most  profitable  company,  but  it  is  certainly  one  of  its  beli 
bets  (see  chart,  p.  185).  Whereas  Time  Warner,  Viaco|| 
and  Disney  are  all  products  of  megamergers,  News  Corjj] 
has  been  built  upon  a  series  of  smaller  acquisitions  ar^jl 
brand  new  ventures. 

Into  News  Corp's  worldwide  coffers  this  year  will  flc 
$2.1  billion  in  operating  cash  flow  on  $13.5  billion  in  reijj 
enue,  according  to  Merrill  Lynch  analyst  Jessica  Re| 
Cohen.  She  estimates  Viacom  will  see  $2.4  billion  (< 
$14.5  billion,  Time  Warner  $5.9  billion  on  $28  billio| 
and  Disney  $6.3  billion  on  $25  billion. 


The  next 
generation 

JAMES  MURDOCH 

On  a  sunny  Sunday  in  late  May, 
James  Murdoch  sits  at  the  bar  of  the 
Grange  Hall  restaurant  in  Greenwich 
Village.  Sipping  an  Old  Fashioned,  he 
thumbs  through  research  reports  on 

Rupert's  Internet  resource.  "The  world 
is  going  digital.  It's  unstoppable." 


the  media  business.  Horn-rimmed 
glasses  give  him  the  air  of  a  New  York 
sophisticate,  but  his  wrinkled  clothes 
are  those  of  a  college  student  during 
finals  week.  This  man  devours 
information. 

"There's  too  much  information," 
Murdoch  laments.  "I  just  can't  keep 
up  with  it  without  taking  it  home  on 
the  weekend." 

At  25,  James  Murdoch  has  plenty 
to  keep  up  with.  He's  just  been 
named  Deputy  publisher  of  the  New 
York  Post.  He  was  already  running 
News  Corp.'s  music  and  new  media 
efforts,  plus  serving  as  his  dad's 
sounding  board  and  adviser  on  all 
things  Internet.  He  plays  the  banjo, 
but  wishes  he'd  kept  up  with  piano,  as 
his  parents  had  hoped. 

"You  can  really  light  up  a  room 
with  a  piano,"  he  says. 

After  hovering  for  a  few  years 
around  the  offices  of  the  Harvard 
Lampoon,  the  college  satirical  sheet, 
Murdoch  dropped  out  of  Harvard  in 
1994  to  start  his  own  hip-hop  record 
label,  Rawkus  Entertainment,  with 
two  high  school  buddies.  In  its  first 
year  Rawkus  did  $500,000  in  rev- 
enues. This  year,  part  of  the  News 
Corp.  family,  it  will  do  $2.5  million 
and  turn  a  small  profit. 

Why  didn't  he  go  work  for  News 
Corp.  right  away?  "I  avoided  this 
company  because  I  wanted  the  oppor- 
tunity to  have  a  track  record  of  start- 
ing a  business  where  you  are  not  the 
boss'  son,"  says  Murdoch.  But  he 


makes  it  clear  that  he  had  no  reluc- 
tance about  working  for  News  Corp. 
"Information  is  the  most  valuable 
commodity  in  the  world  today,  and 
this  business  is  about  giving  people 
access  to  information  that  is  relevant 
to  their  lives.  I  can't  think  of  a  more 
fun  place  to  work." 

LACHLAN  MURDOCH 

"You  should  talk  to  my  brother  about 
that,  he's  a  lot  smarter  than  I  am," 
the  26-year-old  says  when  asked  a 
question  about  data  delivery  through 
satellite  television  systems.  That's  a 
bow  to  brother  James'  techno-sawy. 

For  now,  however,  Lachlan  looks  to 
be  the  first  among  equals.  He  took 
over  the  News  Corp.  operation  in 
Australia  in  the  summer  of  1997  and 
was  named  heir- apparent  to  the 
throne  a  few  months  later. 

When  Lachlan  took  the  job,  he 
gave  himself  three  goals:  clean  up  the 
pay  TV  mess  that  was  killing  News' 
Foxtel  cable  service  there,  repair  the 
damage  done  by  a  botched  effort  to 
launch  a  professional  rugby  league 
and  improve  circulation  and  profits  at 
the  newspaper  group. 

So  far,  he's  two  for  two.  In  Febru- 
ary the  NationalRugby  League  began 
its  first  season  of  competition,  with  its 
headquarters  on  the  new  Fox  Studio 
lot  in  Sydney.  Foxtel  still  has  a  steep 
hill  to  climb,  but  Lachlan  negotiated  a 
deal  shrinking  movie  content  costs 
by  62%. 

The  newspaper  group  still  needs 
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As  Disney  struggles  to  integrate  Capital  Cities/ABC 

midst  a  flood  of  departing  executives,  and  Time  Warner 
management  has  been  coping  with  squabbling,  faction- 
idden  divisions,  Murdoch,  the  news  junkie,  has  been  free 

d  concentrate  on  developing  the  news  and  entertainment 

ontent  that  is  his  ultimate  product. 
'  Murdoch's  hand  is  everywhere.  He  may  never  choose 
'he  topics  for  Tao's  Teatime,  but  he  did  have  the  Fox  affil- 
'ite  vank  a  CNN  feed  in  the  early  days  of  the  network.  It 

.as  a  not-so-subtle  jab  at  media  enemy  Ted  Turner.  A  few 

kars  later  he  snubbed  a  newer  foe,  Andrew  Neil. 

i  Neil,  then  editor  of  the  Times  of  London,  left  a  suc- 

essful  tenure  at  the  paper  to  produce  a  magazine  show 

hat  was  to  air  after  Fox  football  games  on  Sunday  nights, 
vlurdoch  refused  to  air  it,  igniting  a  war  with  Neil  that 

till  rages  today  in  books  and  newspaper  columns. 

I  "Andrew  came  here  happily  and  made  himself  not  only 

xecutive  producer  but  also  the  star  of  the  show,"  Mur- 


doch says,  his  voice  rising  in  amused  annoyance.  "But 
there  was  no  interest  in  America  for  a  guy  with  a  funny 
accent  telling  them  what's  wrong  with  this  country.  He 
has  this  theory  that  I  fired  him.  I  never  did,  but  I  should 
have." 

If  Murdoch  talks  like  an  oldfashioned  boss,  that's 
because  he  is.  The  Murdoch  clan  owns  just  24%  of  the 
common  stock  but  almost  40%  of  the  voting  shares;  many 
of  his  deals  were  financed  with  nonvoting  preferred  stock 
to  avoid  booking  too  much  debt. 

When  he  started  45  years  ago,  Murdoch  inherited  from 
his  father,  famed  Australian  newspaperman  Keith  Mur- 
doch, a  controlling  interest  in  the  Adelaide  News,  a  daily 
out  in  what  was  then  the  end  of  the  world.  But  love  for 
the  homeland  never  got  in  the  way  of  business.  In  the  late 
1970s  Murdoch  moved  to  New  York  to  be  closer  to  the 
action,  and  on  Sept.  4,  1995  he  forfeited  his  Australian 
citizenship  so  he  could  own  American  TV  stations. 


Aogul  in  training.  "It's  not  rocket 
Ktence.  It's  understanding  what  sells." 

Kork.  Earnings  will  be  depressed  this 
rear  by  the  cost  of  new  press  equip- 
ment, a  redesign  and  the  launch  of  a 
lew  Sunday  magazine.  But  the  hope  is 
his  will  all  pay  off  next  year. 

Murdoch,  a  Princeton  philosophy 
graduate,  maintains  a  charming  humili- 
y.  His  Sydney  office  is  large  but  sparse. 
)n  his  desk  are  stacks  of  music  CDs,  a 
Jook  of  quotations,  a  dictionary  and  a 
iible  for  occasional  lunchtime  reading; 
jurhlan  is  not  especially  religious,  but 
le  thinks  the  stories  contain  good 
essons.  Photographs  of  his  father  and 
yandfather,  a  distinguished  Australian 
ournalist  and  WWI  war  correspon- 
lent,  hang  across  the  room. 


t  Forbes  ■  July  6,  1998 


"My  responsibilities  are  to  get  Aus- 
tralia right  and  get  our  stats  here  in 
order,"  Murdoch  says.  "That  sort  of 
takes  up  all  my  time  right  now.  I  don't 
spend  much  time  worrying  about  the 
future." 

ELISABETH  MURDOCH 

She  is  known  as  the  ambitious  child, 
the  fast-moving,  hard-driving 
broadcast  executive,  as  striking 
as  she  is  tough. 

We  tried  hooking  up  with  this  29- 
year-old  mother  of  two  in  London,  but 
were  met  instead  by  a  scribbled  note 
reading:  "Can  we  cancel?" 

Two  weeks  and  a  dozen  or  so  calls 
later,  Forbes  snagged  a  half-hour  with 
her  while  she  made  her  way  through 
London's  clogged  arteries  to  a  late 
afternoon  meeting. 

"It's  much  overstated  that  there's 
been  some  grand  world  plan  for  News 
Corp.,"  she  says.  "We  have  really  been 
much  more  opportunistic  than  that. 
One  of  our  strengths  is  that  we  do  not 
have  multiple  layers  of  management 
slowing  us  down." 

Murdoch  started  her  fast-moving 
career  in  1990  at  Channel  Nine,  a  net- 
work owned  by  Rupert  Murdoch's 
Australian  rival,  Kerry  Packer.  Her  next 
job  was  as  a  program  director  at  the 
Fox  stations  and  later  at  the  Fox  chan- 
nel in  the  U.S.  She  left  in  1994  to  buy 
two  sleepy  TV  stations  in  central  Califor- 
nia for  $31  million,  which  she  ran  with 
her  husband. 

Eighteen  months  later,  after  a 


tumultuous  reign,  they  sold  the  sta- 
tions for  $44  million.  Recendy  split 
from  her  husband,  Murdoch  now  han- 
dles programming  at  BSkyB. 

Last  fall,  seeking  to  silence  public 
speculation  about  a  possible  battle  for 
succession,  Elisabeth  walked  into  her 
father's  New  York  office  and  told  him 
that  if  Lachlan — the  oldest  male, 
unmarried  and  with  no  children — were 
his  choice,  she  was  fully  on  board. 

The  reality  is  murkier  than  that,  she 
admits. "Clearly  there  will  be  a  first 
among  equals,  but  my  brothers  and  I 
are  really  joined  at  the  hip.  That  may 
actually  make  it  easier  for  us  to  do  what 
our  dad  does."  -R.L.  M 

"Lean  and  mean.  We  can  turn  on  a 
dime  and  we  have  a  will  to  win." 
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Like  a  gambler  parlaying  his  winnings, 
Murdoch  went  for  progressively  bigger 
things — and  almost  went  bust  in  the  process.  In  1991, 
with  the  U.S.  in  recession,  interest  rates  high  and  News 
Corp.  heavily  indebted  to  buy  TV  Guide  magazine,  he 
nearly  sank.  For  once  he  had  overreached.  The  price  was 
too  high  and  TV  Guide  had  peaked. 

To  make  nice  to  his  bankers,  he  jettisoned  most  of  his 
U.S.  magazine  empire  for  $650  million  and  had  to  dilute 
some  of  his  precious  equity  ownership.  He  came  out  of  it 
stronger  than  ever  and  only  slighdy  chastened. 

Murdoch  still  makes  huge  bets  but  he  can  bettter  afford 
them.  In  1991  News  Corp.  had  $8.8  billion  in  debt  and 
just  $500  million  in  cash  flow.  Last  year  there  was  $1.5  bil- 
lion in  cash  flow  to  service  $8.5  billion  in  debt.  Though 
he  clearly  overpaid  for  TV  Guide,  he  has  salvaged  some- 
thing from  the  deal.  Last  month  he  traded  half  of  the  mag- 
azine to  United  Video  Satellite  Group,  80%  owned  by 
John  Malone's  TCI.  The  Malone  company  owns  Prevue 
Channel — an  onscreen  cable  guide  in  50  million  homes 
that  will  mesh  nicely  with  the  TV  programming  magazine 
and  give  it  a  presence  in  the  coming  world  of  TV/PC  con- 
vergence. Out  of  the  deal  Murdoch  got  $800  million  in 
cash  and  40%  of  uvsg  equity — now  worth  $1.2  billion. 

With  his  near- absolute  control,  and  now  solid 
balance  sheet,  Murdoch  can  take  chances  that 
a  mere  corporate  type  would  hesitate  at.  Thus 
when  he  first  tackled  Hollywood,  there  was 
much  mirth  in  the  film  capital.  Who  does  this  fellow  think 
he  is?  Just  five  years  ago  Twentieth  Century  Fox  TV  studio 
was  a  poor  fifth  among  the  five  major  studios.  Today  the 
studio  challenges  Warner  Bros,  as  the  top  TV  production 
house,  with  hits  like  The  X-Files,  King  of  the  Hill,  Ally 
McBeal,  Buffy  the  Vampire  Slayer  and  Dharma  &  Greg. 

Titanic,  the  $280  million  (cost)  film  that  critics  pre- 
dicted would  sink  the  Fox  studio's  management  team,  will 
bring  in  at  least  $400  million  in  profits  to  Fox,  according 
to  Prudential-Bache  analyst  Michael  Mangan,  and  about 
$275  million  to  partner  Viacom.  "What  we  feel  is  most 
undervalued  in  this  company  is  our  ability  to  create  con- 
tent," says  News  Corp.  Chief  Operating  Officer  Peter 
Chernin.  "We  get  credit  for  distribution,  but  few  people 
recognise  what  we  have  done  on  the  creative  side." 

When  he  started  the  Fox  network,  almost  nobody 
thought  there  was  room  for  a  fourth  network.  Today,  the 
Fox  network's  revenues  and  cash  are  growing  faster  than 
those  of  any  of  its  peers,  though  they've  all  been  around 
from  the  earliest  days  of  TV.  Fox  Kids  Network,  after  just 
six  years,  is  trading  the  top  kids'  ratings  spot  with  Walt 
Disney's  ABC.  Fox  Sports  Net,  a  joint  venture  with  Liber- 
ty Media,  is  making  Disney's  espn  sweat  (see  box,  p.  184). 
Having  pulled  off  these  apparent  gambles,  Murdoch 
continues  to  take  chances.  News  Corp.'s  18-month-old 
pay  IV  service  in  Latin  America  and  5 -year-old  service  in 
Asia  are  still  losing  money.  News  Corp.  has  costly  startups 
in  sports,  news  and  children's  cable  ventures  in  the  U.S., 
and  a  potentially  big  investment  in  continental  Europe. 

In  Los  Angeles,  Disney  has  been  building  a  local  sports 
franchise  with  its  ownership  of  the  Anaheim  Angels  base- 
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ball  team  and  the  Mighty  Ducks  of  hockey.  Murdoch  d) 
an  end  run  on  the  Disney  strategy  by  building  tw 
regional  sports  channels,  buying  the  Dodgers  an 
recently  acquiring  a  stake  in  a  new  downtown  spor 
arena  with  an  option  on  the  local  basketball  and  hockc 
teams:  more  content  for  his  cable  network.  Smiles  Mu 
doch:  "In  the  end,  you'll  see  that  espn  will  by  no  meai 
be  essential  to  cable  operators.  Fox  Sports  Net  is.  V\ 
have  all  the  local  rights. 

"Sure,  it  could  be  argued  that  we're  caught  up  in  toil 
many  new  operations,"  he  admits,  but  goes  on  to  poiii 
out  that  the  time  to  grab  a  chance  is  when  it  presents  itsel 
"Sometimes,"  he  says,  "you  have  to  pay  a  high  price  ft 
opportunity."  It's  a  case  of  sacrificing  immediate  earnin 
for  a  longer-term  buildup  of  asset  values. 

Here's  a  guy  who  clearly  relishes  the  give-and-take  < 
competition.  Shown  Forbes'  recent  story  on  Viacom 
Sumner  Redstone,  Murdoch  buries  his  nose  in  the  mag;; 
zine  and  then,  after  hesitating  at  first,  picks  apart  Rec 
stone's  business  model.  "Too  dependent  on  too  few  char, 
nels,"  he  says;  plus,  the  Blockbuster  retail  chain — whic 
Murdoch  once  considered  buying — is  not  out  of 
woods  yet. 

He  forecasts  tough  times  for  Disney's  cable  efforts  sine 
it  hiked  subscription  rates  for  its  ESPN  channel.  He  thin! 
Sony,  his  toughest  content  competitor  in  Asia,  is  han 
strung  by  committee  management  in  Japan  and  offers  li 
in  the  way  of  distribution  to  support  its  Asian  networks. 

Until  the  day  he  dies,  Rupert  Murdoch  will  remain  cor 
troversial.  His  passion  for  work  finally  devastated  his  seen 
ingly  happy  31 -year  marriage  to  wife  Anna,  a  novelist  wh 
is  the  mother  of  three  of  his  four  children  and  has  Ion 
been  one  of  his  most  trusted  advisers.  Their  separation  eai 
her  this  year  hurt  Murdoch  deeply,  but  he  simply  contir 
ued  working  through  the  troubles,  traveling  several  time 
to  London,  selling  TV  Guide,  and  recently  visiting  Asia  t 
support  his  local  operations.  Anna  Murdoch  continues  t 
sit  on  the  News  Corp.  board. 

After  Rupert,  what?  Three  of  his  children  are  New 
Corp.  executives — Lachlan,  Elisabeth  and  James — wit 
oldest  son,  Lachlan,  26,  the  heir  apparent.  Since  they  wer 
old  enough  to  speak,  recalls  Lachlan,  the  family  dinner  tal 
was  mostly  business  and  politics.  When  Murdoch  made  h 
first  trip  to  China,  all  the  children  went  with  him.  Toda 
when  the  offspring  talk  together,  it's  almost  entirely  aboi 
business,  says  Lachlan. 

If  this  be  nepotism,  it  is  demanding  nepotism.  "If  Lac! 
Ian  becomes  a  playboy,  a  drunk  or  loses  the  respect  an 
confidence  of  the  board,  he  will  no  longer  be  a  candidat 
for  the  job,"  says  Murdoch.  "They  all  have  to  prove  then 
selves  every  day." 

Could  News  Corp.  continue  to  be  a  family  busine? 
after  Rupert  is  gone?  Quite  possibly.  And  if  it  can't?  "If  th 
company  were  to  be  broken  up,"  says  Lachlan,  "it  woul 
not  be  long  before  a  good  executive  would  start  brand 
ing  out  all  over  again." 

Which  is  exactly  the  point:  Whether  you  view  New 
Corp.  as  a  going  concern  or  just  as  a  collection  of  valuabl 
assets,  it  is  arguably  the  hottest  thing  in  ma! 
media  today.  ■ 
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A  cliche  perhaps,  but  it's  true:  The 
rich  just  keep  getting  richer.  And 
there  are  more  of  them.  That's  why 
we  decided  again  to  limit  our  list  of 
billionaires  to  the  richest  200  who 
are  still  earning  it — or  are  working 
with  what  they've  inherited.  The 
poorest  is  worth  $1.5  billion.  No 
coupon  clip- 
pers allowed. 
We've  picked 
10  of  the  200 
who  aren't  nec- 
essarily the 
richest,  but  who  we  think  are  the 
smartest  entrepreneurs  of  the 
group.  And  we  have  uncovered  18 
rich  and  powerful  heavy  hitters 
from  around  the  world — tycoons 
who  aren't  billionaires  yet,  but  who 
do  bear  watching.  Seventy  of  the 
bunch  are  Americans;  Europeans 
number  52;  Asians,  44.  Net  worths 
were  calculated  using  stock  prices 
and  exchange  rates  from  early  May. 


1.  WILLIAM  HENRY  GATES  III 

U.S.  Age  42. 
Net  worth:  $51  billion 
The  man:  World's  richest,  if  not  its  happiest. 
The  empire:  Owns  22%  of  SI  1.4  billion 
(sales)  Microsoft. 

The  year:  Started  1998  with  a  Belgian 
cream  pie  flung  in  his  face.  Suffered  worse 
insult  when  Janet  Reno  and  20  state  attor- 
neys general  slammed  antitrust  suits  against 
Microsoft. 

Good  call:  Invested  SI  billion  in  cable  TV 
company  Comcast.  Nearly  doubled  invest- 
ment in  12  months. 

New  venture:  Moving  into  interactive  tele- 
vision with  S425  million  acquisition  of 
WebTV  Networks. 

The  verdict:  While  it  looks  like  he's  gunning 
for  the  world,  he's  more  likely  borrowing 
from  chaos  theory,  throwing  dollars  at  the 
ceiling,  waiting  to  see  which  ones  stick. 
For  fun:  Writes  code. 

2.  PRINCE  ALWALEED  BIN  TALAL 
BIN  ABDULAZIZ  ALSAUD 

Saudi  Arabia.  Age  41. 

Net  worth:  $13.3  billion 

The  man:  Restless,  probing  investor  with 

an  eye  for  out-of-favor  companies. 

Nephew  of  the  Saudi  king. 


WoMs 

Working 

Riot 


Edited  by  Kerry  A.  Dolan 

The  empire:  Dizzying  portfolio  of  mostly 
U.S.  and  European  blue-chip  stocks, 
including  Citicorp,  News  Corp.,  TWA  and 
Euro  Disney. 

The  year:  Bottom  fishing  in  Asia,  spent 
S150  million  on  Daewoo  Corp.  convertible 
bonds,  S50  million  on  Hyundai  Motor 
convertibles.  Took  stake  in  satellite  network 
venture  Teledesic  for  S200  million. 
Good  call:  Spent  $590  million  on  Citicorp 
convertible  stock  in  1991,  when  stock  was 
$16.  With  shares  at  $156,  stake  now  worth 
$6.2  billion. 

For  fun:  Exercise  fanatic.  While  traveling, 
schedules  time  for  walks,  sometimes  after 
midnight. 

3.  PHILIP  F.  ANSCHUTZ 

U.S.  Age  58. 
Net  worth:  $8.8  billion 
The  man:  Native  Kansan.  Shuns  publicity, 
photos. 

The  empire:  Oil  and  gas,  real  estate,  rail- 
roads, sports,  and  lately,  high  tech. 
The  year:  Broke  ground  on  $300  million 
sports  arena  in  Los  Angeles  for  Lakers 
(basketball)  and  Kings  (hockey)  teams. 
Good  call:  Spent  $55  million  laying  fiber- 
optic network  along  his  rail  lines.  Took 
company  public  as  Qwest  Communications 
last  June.  Stake  now  worth  $6.6  billion. 


New  venture:  Qwest  just  agreed  to  buy 
long  distance  provider  LCI  International 
for  $4.4  billion,  making  it  the  fourth- 
largest  long  distance  company  in  the  U.S.>| 

4.  HASSO  PLATTNER 

Germany.  Age  54. 
Net  worth:  $6.9  billion 
The  man:  One  of  five  former  IBM  execs  to 
start  SAP  in  1972,  now  world's  fourth- 
largest  software  firm.  Serves  as  cochairmarl 
and  chief  executive. 

The  empire:  Owns  23%  of  SAP,  whose  prof  | 
its  and  sales  climbed  63%  last  year. 
The  year:  Emerged  unscathed  and  untaint-j 
ed  from  a  lingering  insider-trading  investi- 
gation last  year  that  had  reached  the  uppeil 
echelons  of  SAP. 
Good  call:  Responding  to  criticism  that  SAll 
software  was  too  time-consuming  to  install 
and  too  complicated  to  run,  spearheaded 
team  that  remedied  problems. 
For  fun:  Internationally  competitive  sailer. 
Golfs  on  partner  Dietmar  Hopp's  course 
in  Walldorf,  Germany. 

5.  FRANCOIS  PINAULT 

France.  Age  61. 

Net  worth:  $6.6  billion 

The  man:  Leverage-loving  Brittany-born 

entrepreneur.  Addicted  to  acquisitions. 


Reported  by  Jay  Akasie,  katherine  Bruce,  Ashlea  Ebeling,  John  Gorham,  Stephan  Herrera,  Peter  Kafka,  Naazneen  Karmali,  Paul  Klebnikov,  Luisa  Kroll. 
Dolores  Lataniotis,  Philippe  Mao,  Kazumi  Miyaz  .\a.  Katarzyna  Moreno,  Shailaja  Neelakantan,  Peter  Newcomb,  Juliette  Rossant,  Dolly  Setton. 
Carrie  Shook,  Cristina  von  Zeppelin,  Caroline  Waxier  and  Neil  Weinberg.  Additional  research  by  Cynthia  Crystal  and  Nicholas  Costalas. 
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The  empire:  Owns  26%  of  retailer 

Pinault-Printemps-Redoute  ($15  billion 
sales).  Plus  Sefimeg  S.A.,  France's 
biggest  real  estate  company.  Stake  in  Vail 
Resorts  in  the  U.S. 

The  year:  Combined  love  of  art  collect- 
ing and  business  by  buying  Christie's 
International  in  May  in  $2.1  billion  deal. 
His  Artemis  group  lost  a  $5  billion  hos- 
tile bid  for  French  financial  group 
Worms  et  Cie. 

For  fun:  Collects  modern  art.  Backed  a 
French  film,  Bosnia. 

6.  RUPERT  MURDOCH 

U.S.  Age  67. 
Net  worth:  $5.3  billion 
The  man:  Turned  small  stake  in  Aus- 
tralian newspaper  into  what  may  well  be 
the  world's  leading  media  company. 
The  empire:  Newspapers  (New  York 
Post,  Times  of  London,  the  Australian), 
movies  (Twentieth  Century  Fox),  televi- 
sion (Fox  Broadcasting),  books  (Harper- 
Collins), sports  (Los  Angeles  Dodgers), 
cable  and  satellite  TV. 
The  year:  Purchased  baseball's  Los 
Angeles  Dodgers,  outflanked  media  rival 
Disney  by  establishing  two  regional 
sports  channels,  sold  TV  Guide  for  $2  bil- 
lion to  United  Video,  a  unit  of  TCI. 
Good  call:  Jilted  by  satellite  TV  broad- 
caster EchoStar,  invested  in  Primestar 
despite  regulatory  hurdles.  Justice  likely 
to  approve  deal  by  year-end,  giving  him 
a  foothold  in  U.S.  satellite  TV  market. 
For  fun:  Sails. 

7.  ROBERT  KUOK 

Malaysia.  Age  75. 
Net  worth:  $4.7  billion 
The  man:  Exceedingly  shrewd  judge 
of  business  opportunity  and  growth 
markets. 

The  empire:  Real  estate,  media,  com- 
modities and  hotels  in  some  15  Asian 
countries.  The  Coca-Cola  bottling  fran- 
chise in  China. 

The  year:  Asia's  economic  tremors 
knocked  $2.3  billion  off  his  net  worth. 
But  still  active.  Attempting  to  buy  shares 
he  doesn't  own  in  Malaysia's  Pedis  Plan- 
tations Berhad,  an  edible  oils  conglom- 
erate. Shangri-La  Hotels  and  Bank  of 
China  launched  a  MasterCard  targeting 
mainland  Chinese. 

In  the  works:  Looking  to  list  his  $1  bil- 
lion (assets)  Singapore  property  compa- 
ny, Allgreen  Properties. 
For  fun:  Polishes  his  business  acumen  by 
listening  to  people  he  says  are  smarter 
than  he  is. 


8.  LORENZO  ZAMBRANO 

Mexico.  Age  54. 
Net  worth:  $2.9  billion 
The  man:  Risk-taking,  techno-sawy  head 
of  cement  company  Cemex. 
The  empire:  Cemex  has  become  the 
world's  tifird-largest  cement  company — 
and  the  most  profitable.  He  and  extend- 
ed family  own  estimated  35%. 
The  year:  Extended  Cemex  operations  to 
a  fourth  continent,  acquiring  30%  of  a 
Philippine  cement  company. 
Good  call:  Took  on  billions  in  debt  to 
acquire  operations  in  Spain,  the  U.S., 
Latin  America  in  early  1990s.  Geograph- 
ic diversity  helped  Cemex  survive 
Mexico's  1995  peso  crisis. 
For  fun:  Travels  the  world  to  collect 
sports  cars,  modern  Mexican  art. 

9.  MASAYOSHI  SON 

Japan.  Age  40. 
Net  worth:  $2.2  billion 
The  man:  Young  gun  entrepreneur  in  a 
land  where  few  such  exist.  Built  Soft- 
bank, Japan's  top  software  distributor. 
The  empire:  Ziff-Davis  magazines, 
Comdex  computer  shows,  Kingston 
Technology,  all  through  Softbank. 
The  year:  Stock  fell  83%  from  its  peak, 
hit  bottom  last  November  amid  reports 
Softbank  was  on  verge  of  collapse. 
Quashed  rumors.  Offered  26%  of  Ziff- 
Davis  on  New  York  Stock  Exchange  in 
April,  reaped  $400  million.  Stock 
quadrupled  to  recent  $47. 
Good  call:  Paid  $86  million  for  29%  of 
Internet  search  engine  Yahoo!  in  April 
1996.  Now  worth  $1.6  billion. 
For  fun:  Plays  golf. 

10.  VLADIMIR  POTANIN 

Russia.  Age  37. 
Net  worth:  $1.6  billion 
The  man:  Golden  boy  of  the  Soviet 
diplomatic  establishment.  Now  a  top 
banker  and  industrialist. 
The  empire:  Significant  stakes  in  mfk  and 
Unexim  banks  and  in  Sidanco  (oil), 
Gazprom  (natural  gas),  Norilsk  Nickel 
(metals)  and  Svyazinvest  (telecom). 
The  year:  Tapped  George  Soros  and 
Morgan  Stanley  last  July  for  die  $1.9  bil- 
lion purchase  of  25%  of  telecom  monop- 
oly Svyazinvest. 

In  the  works:  Merging  mfk  widi  Russ- 
ian-American investment  bank  Renais- 
sance Capital.  With  "reformers"  in  gov- 
ernment, trying  to  undo  Russia's  crony 
capitalism,  roll  back  the  "oligarchs" — 
never  mind  that  he's  die  biggest. 
For  fun:  Soccer  enthusiast. 
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oesn 


STAR  ALLIANCE 

The  airline  network  for  Earth. 

l^^^avMtf^^NM 

?**^     vario             ar/jywj              umnansa 

^ 

\m  Tin  iii  v    ^*--       -          ^■■■<sz*r&- 

=^4 — - 

Nearly  everyone  in  Asia  has  been  hit  by 
something  over  the  past  year — chickens 
got  the  flu  in  Hong  Kong,  pigs  got  sick  in 
Taiwan,  and  billionaires  throughout  the 
region  saw  their  net  worth  tumble.  In 

Korea  the  slide  in 
the  won  and 
stock  prices 
served  as  double 
whammies  that 
kicked  everyone 
but  the  Hyundai 
Group's  Chung  Ju-yung  off  our  list.  Thai- 
land fell  off  the  map  altogether.  But  gam- 
blers continued  to  flock  to  Macau,  shield- 
ing Hong  Kong's  Stanley  Ho,  Henry  Fok 
and  Cheng  Yu-Tung  from  too  much  pain. 

By  Knthainc  Bruce,  Haaxnetn  Karmnli,  Philippe  Xiao, 
Kazumi  Miyazmra,  Carrie  Shook  and  Neil  Weinberg 
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A  ustralia 

KERRY  PACKER 
Net  worth:  $3.2  billion 
Claim  to  fame:  Media 
magnate  known  for 
the  stringent  demands 
he  places  on  his 
employees.  Assets: 
Owns  45%  of  Publish- 
ing &  Broadcasting 
Ltd.,  Australia's 
largest  magazine  pub- 
lisher, with  interests  in 
TV  and  newspapers. 
Son  James,  30,  execu- 
tive chairman  of  Pub- 
lishing &  Broadcast- 
ing, amassed  own 
small  fortune  investing 
in  property  develop- 
ment in  Sydney.  Time 
off:  Packer,  60,  is  a 
polo  enthusiast  with  a 
passion  for  gambling. 

FRANK  LOWY 
Net  worth:  $1.6  billion 
Claim  to  fame:  Czech- 
born  immigrant 
turned  shopping  mall 


magnate.  Assets: 
Owns  45%  of  Sydney- 
listed  Westfield  Hold- 
ings Ltd.,  which  has 
properties  in  Australia, 
New  Zealand, 
Malaysia  and  the  U.S. 
NYSE-traded  Westfield 
America  owns  38 
regional  malls  in  U.S. 
Sons  David,  44,  Peter, 
39,  and  Steven,  36, 
are  co-managing 
directors.  Time  off: 
Lowy,  67,  sits  on  Aus- 
tralia's Reserve  Bank 
board. 
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LEE  SHAU 

Net  worth:  $12.7  billion 

Claim  to  fame:  The 

35%  tumble  in  Hong 
Kong  property  prices 
since  last  year  shaved 
nearly  $2  billion  off 
this  70-year-old  prop- 
ertv  baron's  net  worth. 


But  dividends  of  $350 
million  from  his  pub- 
licly traded  Henderson 
Land  kept  him  happily 
solvent.  Assets:  Other 
interests  include  stakes 
in  Hong  Kong  & 
China  Gas,  Bank  of 
East  Asia  and  Hong 


Kong  Ferry.  Time  off: 
Golfing  with  fellow 
tycoons  such  as  Cheng 
Yu-Tung  (see). 

LI  KA-SHING 

AND  FAMILY 

Net  worth:  $10  billion 

Claim  to  fame:  Despite 


falling  Hong  Kong 
property  prices,  his 
vast  property,  retail 
and  infrastructure 
holdings  are  still 
among  Hong  Kong's 
most  lucrative  proper 
ties.  Assets:  35%  of 
flagship  Cheung 
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HOW  TO  FLY  AUSTRALIAN 

Kerry  Packer  flies  around  the  world 

in  his  privately  owned  747  jet. 

A  big  plane  for  a  big  guy. 
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GOOD  HAIR  DAY 

South  African  Johann  Rupert  says  he  helped 

an  entrepreneur  open  the  first  black  hair  salon 

in  Johannesburg  back  in  the  1970s. 
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LAKSHMI  MITTAL/India 
Net  worth:  $3.5  billion 

Low-key  steel  entrepreneur 
started  in  1976  with  a  steel 
mill  in  Indonesia.  From 
there  built  the  world's 
fourth-largest  steel  group, 
bming  badly  run  plants 
in  places  as  tar- flung  as 
Kazakhstan  and  turning 
them  around.  He  owns 
80%ofS2.2  billion  (rev- 
rnues)  Ispat  International, 
>vhkh  he  took  public  on 
the  NYSE  last  summer. 
Made  a  big  splash  in 
March  with  announced 
il.4  billion  acquisition  of 
nland  Steel  of  the  U.S. 
Mitral,  48,  makes  time  for 
swim  nearly  every  day, 
ven  when  on  the  road. 


CHEN  DIN 

HWA/Hong  Kong 
Net  worth: 
$1.8  billion 

While  other 
Hong  Kong 
property  barons 
licked  their 
wounds  this  past 
year,  Chen  Din 
Hwa,  75,  went 
shopping.  He 
spent  some  SI 00 
million  for  more 
than  12%ofNg 
Teng  Fong's  (see) 
Sino  Land  property  developer  and  has  been  accumulating  shares 
in  Thailand's  troubled  Bangkok  Bank.  Chen  owns  the  private, 
misleadingly  named  property  concern  Nan  Fung  Textiles  (it  was 
originally  a  weaver  and  garment  maker),  worth  some  $1.3  bil- 
lion. Cagey  guy:  When  he  last  met  with  Forbes,  he  wanted  to 
talk  about  Buddhism  rather  than  business. 


TERRY  KUO/Taiwan 
Net  worth:  $1.6  billion 

New  billionaire 
We  found  his  money,  but 
couldn't  find  his  age  or 
picture — Kuo  is  so  private 
that  his  photo  rarely 
appears  in  the  press. 
Founded  and  chairs  Hon 
Hai  Precision,  world's 
largest  maker  of  connectors 
used  in  innards  of  personal 
computers.  Counts  Intel 
and  IBM  among  his  cus- 
tomers. The  family  owns 
just  over  half  of  publicly 
traded  Hon  Hai,  with  $715 
million  in  sales.  Big  expan- 
sion plans:  Opening  manu- 
facturing facilities  in  Scot- 
land, Brazil  this  year; 
Ireland  and  Mexico  later. 


. 


Kon^i;  son  Victor  will 
take  over  managing 
directorship  from  Li, 
70,  next  year.  Plus 
stakes  in  Hutchinson 
Whampoa  and  Singa- 
pore's Suntec  City. 
Time  off:  Once  chased 
a  com  that  rolled  into 
a  drain,  handsomely 
tipping  the  security 
guard  who  helped  him 
retrieve  it. 

WALTER,  THOMAS  AND 
RAYMOND  KWOK 
Net  worth:  $7.4  billion 
Claim  to  fame:  Real 
estate  baron  brothers 
Walter  (46),  Thomas 
(45)  and  Raymond 
(44)  had  a  tough  year. 
Th,e  economic  storm 
that  hit  Asia  siphoned 
$5  billion  in  paper 
value  off  their  Sun 
Hung  Kai  Properties. 
More  than  ten  proper- 
ty projects  have  been 
put  on  hold.  Assets: 
48%ofSunHungKai 
Properties,  which  in 
December  failed  to 


increase  earnings  for 
the  first  time  in  14 
years.  But  fear  not  for 
the  Kwoks — they 
reaped  S400  million 
in  dividends  last  year. 

NINA  WANG 
Net  worth:  $6  billion 
Claim  to  fame:  This 
sixty-something  con- 
trols a  sprawling  real 
estate  empire  she 
inherited  when  her 
husband  vanished  in  a 
kidnapping  in  1990, 
but  her  father-in-law  is 
in  court  challenging 
her  control.  Assets: 
Privately  held  Chi- 
nachem  has  some  200 
properties,  a  huge 
land  bank  and  plenty 
of  spare  cash.  Time  off: 
Shopping,  especially 
for  teenybopper-like 
outfits. 

CHENG  YU-TUNG 
Net  worth:  $6  billion 
Claim  to  fame:  Good 
relations  with  the 
mainland  paid  off 


again:  The  72 -year- 
old's  New  World 
Development  will 
likely  be  the  first  non- 
mainland  firm  to 
comanage  a  Chinese 
airport,  in  Wuhan. 
New  World  Group, 
one  of  the  biggest 
investors  in  China,  has 
nearly  $3  billion  in 
projects  under  way. 
Assets:  A  third  of 
New  World  Develop- 


ment, whose  shares 
have  fallen  by  nearly 
half  since  last  year.  But 
his  25%  stake  in 
Macau  gambling 
outfit  STDM  still 
healthy  as  revenues 
climb.  Time  off:  Golf 
with  old  friends  like 
Lee  Shau  Kee  (see). 

STANLEY  HO 

Net  worth:  $2.8  billion 

Claim  to  fame:  The  76- 


year-old  casino  king 
built  privately  held 
STDM,  which  holds 
Macau's  gambling 
monopoly.  Gambling 
take  was  up  12%  in 
1997  after  falling  a 
year  earlier — though 
rash  of  gang-related 
murders  in  the  territo- 
ry may  scare  off  plea- 
sure-seekers this  year. 
Assets:  30%  of  stdm, 
plus  stakes  in  several 


VANITY  AWARD 

Canadian  Jimmy  Pattison,  who  calls  himself  a  "glorified  used-car 

salesman,"  wrote  an  autobiography  called  Jimmy. 

He's  pictured  on  the  cover,  wearing  a  bow  tie  and  a  big  grin. 
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property-related 
Hong  Kong  compa- 
nies. The  latter  were 
hit  by  the  nosedive  in 
real  estate  prices.  Time 
off:  Ballroom  dancing 
and  bridge. 

HENRY  FOK 

Net  worth:  $2.5  billion 

Claim  to  fame:  Pal  of 

Beijing — won  govern- 
ment favor  early  on  by 
defying  a  U.N.  embar- 
go during  the  Korean 
War  and  smuggling 
supplies  to  China. 
Assets:  25%  of 
Macau's  STDM  gam- 
bling monopoly,  of 
which  Stanley  Ho 
(see)  is  also  an  owner, 
worth  S2.2  billion. 
The75-year-old'sll% 
stake  in  property 
developer  Shun  Tak 
Holdings  took  a  hit. 
Time  off:  Pro-Beijing 
politics;  power  broker 
behind  election  of 
Hong  Kong's  chief 
executive,  C.H.  Tung, 
last  year. 

SIR  ADRIAN  AND 
SIR  JOHN  SWIRE 
Net  worth:  $1.8  billion 
Claim  to  fame:  Theirs 
is  last  of  the  original 
British  trading  houses 
left  in  Hong  Kong. 
Bowing  to  the  times, 
Sir  Adrian,  66,  relin- 
quished chairmanship 
of  John  Swire  &  Sons 
to  a  nonfamily 
member.  New  Chair- 
man Edward  Scott's 
job  won't  be  easy. 
Swire-controlled 
Cathay  Pacific  saw 
earnings  fall  55%;  pas- 
senger loads  are  dwin- 
dling. Assets:  They 
own  60%  of  privately 
held  John  Swire  & 
Sons,  which  in  turn 


holds  63%  of  Hong 
Kong-listed  Swire 
Pacific.  The  latter's 
earnings  are  expected 
to  drop  14%  this  year. 

CHEN  DIN  HWA 

Net  worth:  $1.8  billion 

Billionaire  in  the  news. 
See  page  197. 


Comparing  the  Russian  mafia 

to  the  U.S.  mafia  is  like  comparing 

a  Russian  car  company  to  Ford. 

The  Russians  are 


much  less  efficient. 

Russian  Mikhail  Khodorkovsky  over  breakfast 
at  New  York's  Palace  Hotel  in  May 


India 


LAKSHMI  MITTAL 
Net  worth:  $3.5  billion 

Billionaire  in  the  news. 
See  page  197. 

DHIRUBHAI  AMBANI 
AND  FAMILY 
Net  worth:  $1.5  billion 
Claim  to  fame:  Self- 
made  billionaire  in 
society  where  most  for- 
tunes inherited.  Build- 
ing a  $5  billion,  18- 
million-ton  oil  refinery 
and  petrochemical 
complex — one  of  the 
world's  largest — in  his 
native  Gujarat  state. 
Has  oil  and  gas  pro- 
duction venture  with 
Enron  Oil  &  Gas  and 
the  Indian  state. 
Assets:  Family  owns 
26%  of  flagship 
Reliance  Industries, 
India's  most  profitable 
private  sector  company. 
Plus  stakes  in  other 
Reliance  companies 
focused  on  oil,  telecom 
and  finance.  Sons 
Mukesh  and  Anil  run 
the  business,  though 
dad  still  active. 


family  of  the  man  who 
ruled  Indonesia  for  32 
years  used  pop's  posi- 
tion to  get  stakes  in 
some  2,000  Indone- 
sian companies, 
including  pieces  of 
Liem  Sioe  Liong's 
(see)  Salim  Group  and 
Mohamad  (Bob) 
Hasan's  Nusamba 
Group.  With  77 -year- 
old  patriarch  out  of 
office,  family  faces 
public  outcry  and  pos- 
sible demands  for 
restitution.  Assets: 
Interests  in  conglom- 
erate Bimantara  Citra 
and  monopolies  on 
cloves,  timber,  toll 
roads.  Plus  rumored 
to  have  profited  from 


the  oil  boom  in  the 
1970s.  Family  attitude 
was:  Dad's  rule  is  cre- 
ating all  this  wealth 
for  the  country — we 
might  as  well  grab  a 
piece  of  it. 

EKA  TJIPTA  WIDJAJA 
Net  worth:  $4  billion 
Claim  to  fame:  His 

sprawling  Sinar  Mas 
Group  has  been 
expanding  abroad — 
perhaps  in  anticipation 
of  the  political  prob- 
lems at  home.  Last  fall 
it  issued  a  S750  mil- 
lion unsecured  bond 
and  took  over  Singa- 
pore's ailing  Amcol 
Holdings.  With 
Japan's  Itochu  Corp., 


is  investing  SI 00  mil- 
lion in  grain  silos  and 
oil  refineries  in  China. 
Assets:  Sinar  Mas  has  i 
interests  in  real  estate,* 
finance,  agribusiness 
and  pulp  and  paper, 
including  New  York- 
listed  Asia  Pulp  & 
Paper  and  Jakarta- 
listed  Bank  Interna- 
sional  Indonesia.  Son 
Oei  Hong  Leong  runs 
China  Strategic  Hold- 
ings from  Hong 
Kong.  Time  off:  Col- 
lects art  and  flashy 
jewelry. 

WONOWIDJOJO 
FAMILY 

Net  worth:  $2.1  billion 
Claim  to  fame:  Eldest 
son  of  late  founder 
Surya  Wonowidjojo, 
50 -year-old  Rachman 
Halim  heads  the  clan 
that  runs  Gudang 
Garam,  the  leading 
producer  of  kretek 
(clove-laced)  ciga- 
rettes. The  70%  drop 
in  the  rupiah  since  lasMjMi 


■ 


. 


.  Suharto,  elder  daVgite/ S*i  andy  H* 


Indonesia 


WE'RE  S000  MACHO 
Kwek  Leng  Beng  from  Singapore  and  Saudi  Prince  Alwaleed,  co-owners  of  New  York 

City's  Plaza  Note',  met  for  lunch  in  late  January  in  St.  Moritz,  Switzerland. 
They  sat  outside— but  it  was  so  cold  that  Kwek's  Coke  started  to  freeze  in  the  glass. 
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tear  helped  hack  S5 
jillion  off  the  family 
let  worth,  but  the 
Impire  seems  intact. 

ssets:  Family  owns 
pme  85%  of  Gudang 
JJaram.  Last  fall  the 
Company's  main  facto- 

.  came  to  a  grinding 

alt  when  some 


Japan 

•YOSmAKI  TSUTSUMI 
Net  worth:  $5.7  billion 
Claim  to  fame:  The 

slide  in  Japanese  real 
estate  and  equities 
knocked  this  mogul 


[0,000  workers  went 
i  n  strike  demanding  a 
[0%  salary  increase. 

IEM  SIOE  LIONG 
et  worth:  $  1.7  billion 
laim  to  fame:  Once 
Indonesia's  richest 

Iusinessman  and 
uharto's  old  friend, 
fas  a  major  target  in 
le  May  riots.  His 
akarta  home  was 
sportedly  looted  and 
urned  while  he  was  in 
ingapore.  Then  PT 
lank  Central  Asia,  the 
ountry's  largest  pri- 
ate  bank,  of  which 
Jerri  holds  nearly  70%, 
.as  put  under  govern- 
nent  control.  Assets: 
iem  owns  35%  of  the 
alim  Group,  which 
ias  thousands  of  com- 
anies  under  its 
imbrella.  The  largest: 
ndofood,  Indocement 
nd  Bank  Central  Asia. 
ime  off:  Gourmet 
ating  and  workouts  to 
ounter  the  resultant  ill 
ffects. 
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S2.3  billion  further 
from  his  onetime 
status  as  world's  rich- 
est person.  But  thanks 
to  political  pull,  his 
resorts  north  of  Tokyo 
got  a  boost  from  the 
Nagano  Winter 
Olympics — new  bullet 
trains  and  highways 
from  Tokyo.  Assets: 
At  least  40%  of 
Kokudo,  which  con- 
trols Prince  hotels  and 
resorts,  and  about  half 
of  publicly  held  Seibu 
Railway.  Time  off:  An 
avid  skier  at  64;  he 
chairs  the  Ski  Associa- 
tion of  Japan. 

KEIZO  SAJI 
AND  FAMILY 
Net  worth:  $5.6  billion 
Claim  to  fame:  Built 
Suntory,  the  spirits 
business  his  father 
founded,  into  Japan's 
top  whiskey  distiller. 
Still  chairman  at  78, 
though  in  1990  he 
handed  reins  to 
nephew  Shinichiro    • 
Torii.  Assets:  90%  of 
S9.3  billion  (sales) 
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Philippines.  71.  Taipan  whose  empire  spans  food,  textiles,  banking  and 
department  stores.  Now  expanding  into  telecommunications  and 
power  generation.  Controls  49%  of  Cebu  Pacific,  the  only  profitable- 
Philippines  airline.  Net  worth:  $340  million. 

0 

A KESHUB 
MAHINDRA 

India.  74.  His  Mahin- 
dra  group  is  among  the 
world's  top  tractor 
manufacturers,  plus 
makes  cars  in  a  joint 
venture  with  Ford. 
Also  developing  a  new 
utility  vehicle  on  its 
own.  Mahindra,  who 

m    \            *                                            £f  •  •J 

inherited  the  business 
from  his  father,  handed 
it  over  to  nephew 
Anand  last  year.  Host- 
ing the  Mahindra 
Squash  World  Open 
this  year  in  Bombay. 
Net  worth: 
$250  million. 

1 

Suntory  Ltd.,  which 
sells  13%  of  Japan's 
soft  drinks  and  is 
strong  in  the  booming 
wine  market.  Its  weak 
spot  is  beer,  where  it 
runs  a  distant  fourth. 
Time  off:  Painting, 
taking  photos  and 
writing  haiku  poetry. 

YASUO  TAKEI 
Net  worth:  $5.2  billion 
Claim  to  fame:  Major 
beneficiary  of  Japan's 
current  low  interest 
rates,  he  borrows 
cheaply  and  lends 
dearly  to  strapped  con- 
sumers. Takei,  68, 
expanded  Takefuji's 
reach  by  nearly  dou- 
bling its  network  of 
automated  teller 
machines  in  two  years. 
Assets:  Family  owns 
64%  of  Takefuji,  which 
earned  a  half- billion 
dollars  last  year.  In  the 
largest  offering  ever  to 
overseas  investors  by  a 
Japanese  firm,  Takefuji 
sold  14  million  shares 
in  the  U.S.  and  Europe 
in  March,  netting 
$663  million.  Time  off: 
Theater,  cinema  and 
golf.  Once  sank  a  hole- 
in-one  at  his  Takei 
Country  Club. 

MASATOSHI ITO 
AND  FAMILY 
Net  worth:  $3.7  billion 
Claim  to  fame:  Shrewd 
merchant,  introduced 
convenience  stores  to 
Japan  in  1974  via  7- 
Eleven  chain.  The  7- 
Eleven  shops  account- 
ed for  just  9%  of  the 
group's  S24  billion 
sales  but  over  half  its 
$1.6  billion  pretax 
profit  in  the  year 
through  February. 
Assets:  15%ofIto- 
Yokado,  which  owns 
majority  of  Southland, 
parent  of  U.S.  7- 
Eleven  chain;  and  51% 
of  7-Eleven  Japan, 
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both  publicly  listed. 
Ito  is  honorary  chair- 
man of  Ito-Yokado. 
Eldest  son,  Yasuhisa, 
44,  who  studied  in 
U.S.,  is  a  managing 
director  and  rumored 
to  be  in  line  to  return 
family  control  to 
group  management. 
Time  off:  touring  art 
galleries. 

KYOSUKE  KINOSHITA 
Net  worth:  $3.6  billion 
Claim  to  fame:  Heads 
Acorn,  Japan's  second- 
largest  consumer  loan 
specialist,  after  Takefuj 
(see  Takei).  Outside 
the  loan  business, 
Acorn  has  developed  a 
payment  system  to 
handle  small  Internet 
purchases.  Assets:  47°/i 
of  publicly  traded 
Acom,  which  has 
posted  six  consecutive 
years  of  record  profits. 
Kinoshita,  58,  began 
taking  on  fellow  bil- 
lionaires Matsuda  and 
Oshima  (see)  last  year 
by  pushing  into  small- 
business  lending.  Time' 
off:  Go  (a  Japanese 
board  game),  fishing, 
historical  novels. 

MINORU  AND 
AKIRA  MORI 
Net  worth:  $3.3  billion 
Claim  to  fame:  Minoru 
63,  and  Akira,  61,  con 
trol  commercial  real 
estate  worth  less  than 
one-quarter  its  1989 
peak  of  S  14.2  billion. 
Undeterred,  they  are 
expanding  aggressiveh 
Current  projects 
include  a  $1.9  billion 
complex  in  Tokyo's 
Roppongi  district. 
Assets:  Family  owns 
100%  of  Mori  Group. 
In  China,  their  Shang 
hai  World  Financial 
Center,  delayed  amid 
local  real  estate  glut,  i 
scheduled  to  open 
early  next  century. 
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Capturing  the  imagination  of  the  world 
was  only  the  beginning. 


PERPETUAL  SPIRIT.  Rolex  has  shared  every  second  of  Arnold  Palmer's  life  for  the  last  thirty  years. 
Arnold  Palmer  s  stirring  yet  accessible  style  helped  make  the  game  of  golf  what  it  is  today.  And  although 
Palmer  continues  to  play,  he  has  also  followed  his  love  of  the  game  by  directing  a  variety  of  related  businesses 
extending  from  a  television  network  to  one  of  the  world's  leading  golf  course  design  companies. 


Oyster  Perpeti 
Day-D. 


ROLEX 


World  Billinnair, 


Time  off:  Both  play  Go 
(Japanese -style  chess) 
and  golf. 

FUKUZO  IWASAKI 
Net  worth:  $2.9  billion 
Claim  to  fame:  His 

resort  and  transporta- 
tion empire,  Iwasaki 
Sangyo,  is  having  a 
tough  time  luring 
guests  to  its  scenic  but 
out-of-the-way  resorts, 
including  one  near 
Australia's  Great  Barri- 
er Reef.  Assets:  Owns 
majority  of  Iwasaki 
Sangyo,  headquartered 
in  Kagoshima,  south- 
western Japan.  The 
company  is  operating 
at  a  loss  but  can  fall 


specialist.  His  Kyoto- 
based  Nichiei's  41% 
pretax  margin  and  19% 
return  on  equity  are 
among  Japan's  high- 
est. An  overseas  share 
offering  last  October 
was  100%  oversub- 
scribed and  netted  the 
company  $462  mil- 
lion. Assets:  Family 
owns  49%  of  Nichiei. 
Matsuda,  75,  is  hiring 
scores  of  refugees  from 
bankrupt  Yamaichi 
Securities  to  fill  his 
210  offices.  Son 
Ryuichi,  45  and  a 
Nichiei  vice  president, 
is  expected  to  succeed 
dad.  Time  off:  Organic 
gardening,  golf  and 
karaoke. 


"I'm  not  sur- 
prised at  all — 
the  reporter  is 


woman 

German  billionaire 

Erivan  Haub's  wife, 

Heljja,  at  a  party 

during  the  World 

Economic  Forum 

in  Davos,  on  her 

reaction  to  how 

impressed  her 

husband  had  been 

with  Forbes' 

interview 
preparation 


ments.  Uncowed. 
Itoyama,  56,  has  been 
buying  up  shares  in 
long-troubled  Japan 


back  on  huge  land 
holdings.  Iwasaki,  73, 
recendy  snapped  up  a 
bankrupt  Kagoshima 
leisure  company.  Son 
Yoshitaro,  44,  is  in  line 
to  take  over. 

KAZUO  MATSUDA 
Net  worth:  $2.5  billion 
Claim  to  fame:  Japan's 
top  small  business  loan 


EITARO  ITOYAMA 
Net  worth:  $2.4  billion 
Claim  to  fame:  Golf 
course  owner  with  yen 
for  shareholder 
activism  and  dramatic, 
off-the-cuff  state- 
ments. Profits  at  his 
Shin  Nihon  Kanko  fell 
80%  last  year  with 
drop  in  value  of  invest- 


Air  Lines,  pressuring 
management  to  sell 
hotels  to  cut  debt. 
Idea  to  jump-start 
Japan:  push  the  yen 
back  up  to  100  to  the 
dollar.  Assets:  72%  of 
Shin  Nihon  Kanko, 
which  owns  nine  golf 
courses  in  Japan  and 
the  Great  Gorge 


Country  Club  in  New 
Jersey.  Time  off:  Gam- 
bling on  horses. 
Tennis  and  golf. 

MASAYOSHI  SON 
Net  worth:  $2.2  billion 

One.  of  Forbes'  top 
ten  entrepreneurs. 
See  page  192. 

KENSHIN  OSHIMA 
Net  worth:  $1.8  billion 
Claim  to  fame:  The 

best  of  times  for 
Japan's  second-largest 
small  business  loan 
specialist.  His 
Shohkoh  Fund  saw  a 
72%  jump  in  profits, 
to  $  1 1 0  million  on 
revenues  of  $465  mil- 
lion. Total  loans  out- 
standing: $2  billion. 
Assets:  Owns  51%  of 
Shohkoh  Fund. 
Learned  the  lending 
business  at  Kazuo 
Matsuda's  (see) 
Nichiei,  then  set  up 
his  rival  firm.  Oshima, 
50,  shifted  Shohkoh 
Fund  from  Japan's 
OTC  market  to  the 
Tokyo  Stock 
Exchange  last  Octo- 
ber. Time  off:  Tennis 
and  squash. 

MASAHITO  OTSUKA 
AND  FAMILY 
Net  worth:  $1.7  billion 
Claim  to  fame:  Built  a 
family  pharmaceutical 
business  into  a  $7.1 
billion  (sales)  drug  and 
drink  empire.  Using 
shrewd  marketing,  his 
group  is  weathering 
Japan's  recession  with 
little  trouble.  Assets: 
Otsuka,  81,  and  family 
own  about  20%  of 
group  parent  company 
Otsuka  Pharmaceuti- 
cal. No  fan  of  public 


markets,  he  plans  to 
keep  the  business  in 
private  hands.  Time  of* 
In  April  opened  the 
Otsuka  Museum  of 
Art,  featuring  more 
than  1,000  fife-size 
ceramic  reproductions 
of  masterpieces  like  th< 
"Mona  Lisa." 


•sia 


Malay. 

ROBERT  KUOK 

Net  worth:  $4.7  billion 

One  of  Forbes'  top 
ten  entrepreneurs. 
See  page  192. 


DM  GOH  TONG 
Net  worth:  $2  billion 
Claim  to  fame:  Lim's 

casino  interests, 
Genting  and  Resorts 
World,  hit  alltime  low: 
on  the  Kuala  Lumpur 
Stock  Exchange  last 
November  amid  the 
Asian  crisis  and  fears 
about  his  poor  health. 
To  counter  health 
rumors,  he  celebrated 
his  80th  birthday  with 
loud  and  lavish  party. 
Assets:  Lim  holds 
29%  of  Genting, 
which  has  gambling 
and  real  estate  assets. 
Plus  some  56%  of  Star 
Cruise,  which  owns  an 
armada  of  floating 


Philippines 

TAN  YU      L  l 
Net  worth:  $3  billion 
Claim  to  fame:  He 

started  selling  T  shirts 
as  a  teenager,  and  now 
owns  property  in 
North  America, 
China,  Taiwan  and  the 
Philippines.  But  the 
63-vear-old  doesn't 


HOW  TO  WIN  FRIENDS? 

Hong  Kong  billionaire  Nina  Wang 

promised  $50,000  to  turn  Bill  Clinton's 

boyhood  home  into  a  museum. 


BEAT  THE  TRAFFIC 

When  in  the  U.K.,  South  African  Nicky  Oppenheimei 
flies  himself  to  the  office  by  helicopter. 
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Once  the  applause  had  died  down, 
the  real  competition  could   begin. 


PERPETUAL  SPIRIT.  Rolex  has  shared  every  second  of  Jackie  Stewart's  life  for  the  last  thirty  years. 
After  nine  winning  seasons  in  World  Championship  Formula  One  competition,  the  last  thing  Jackie  Stewart 
wanted  to  do  was  slow  down.  Long  a  successful  businessman,  he  is  an  automotive  consultant  on  engineering 
future  products.  And  in  1996  he  founded  a  new  Formula  One  Racing  Team. 


Oyster  Perpeu  al 
GMT-Master 


ROLEX 


always  deliver  what  he 
promises:  After  nine 
years,  his  much  hyped 
500-acre  Asiaworld 
City  project  in  Manila 
remains  a  dusty  collec- 
tion of  three  condo- 
miniums and  a  cluster 
of  town  houses. 
Assets:  Besides  proper- 
ty, he  owns  banks-he 
launched  the  Pan  Asia 
Bank  last  year  and  also 
has  Asia  Trust  Bank  in 
Taiwan.  Time  off: 
Awarded  an  honorary 


the  overlooked  ethnic 
Chinese  business  com- 
munity. Assets: 
Metrobank's  profits 
rose  5%  last  year,  to 
SI 33  million,  but 
worries  about  bad 
loans  and  rising  inter- 
est rates  sent  shares 
falling  43%.  Time  off: 
Collects  Chinese  and 
Filipino  art. 

HENRY  SY  SR. 

Net  worth:  $2.1  billion 

Claim  to  fame:  Once  a 


Many  people  ask  me,  "Prince, 
Forbes  says  you're  number  two 


number 


_iem  I  have 
two  choices:  Either  I  look  at  the 
one  or  three  or  four  people  in 
front  of  me,  or  I  look  to  the  7 


Which  one  is  better? 

Saudi  Prince  Alwaleed  Bin  Talal 

at  the  posh  Badrutt's  Palace  Hotel 

in  St.  Moritz,  Switzerland 


won  control  of  Philip- 
pine Airlines  in  1996, 
Tan,  63,  now  must 
drag  the  ailing  compa- 
ny back  into  the  black. 
Rumors  that  he  would 
sell  a  40%  stake  in  pal 
to  Northwest  Airlines 
have  been  denied. 
Assets:  Owns  57%  of 
moneylosing  PAL. 
Plus  all  of  Asia  Brew- 
ery, which  is  eating 
into  rival  San  Miguel's 
share;  and  Fortune 
Tobacco,  with  nearly 
two-thirds  of  the 
country's  cigarette 
market.  Time  off: 
Jousting  with  the  gov- 
ernment over  charges 
of  tax  evasion,  and 
with  the  other  pal 
shareholders  who  tried 
to  block  his  bid  for 
the  airline. 


World  Billionm 


doctorate  from  the 
New  Jersey  Institute  of 
Technology  last  year. 

GEORGE  TY 

Net  worth:  $2.2  billion 

Claim  to  fame:  Ty,  65, 

holds  majority  stake  in 
the  nation's  largest 
private-sector  bank, 
Metrobank,  which 
early  on  focused  on 


shoe  salesman,  now 
the  undisputed  king  of 
malls.  He  plans  to 
build  the  Mall  of  Asia, 
which  will  be  the 
world's  biggest,  plus 
open  two  malls  a  year 
in  the  Philippines  over 
the  next  five  years. 
"There  aren't  too 
many  malls;  in  fact, 
there  are  not  enough," 


he  says.  Assets:  Owns 
majority  stakes  in  mall 
developer  SM  Prime 
Holdings  and  real 
estate  arm  SM  Develop- 
ment. Time  off:  More 
work.  "Retiring  is 
bad,"  says  the  73-year- 
old.  "You  get  old." 

LUCIO  TAN 

Net  worth:  $1.6  billion 

Claim  to  fame:  Having 


Si 


neap 

FONGAN 


ore 

D 


TENG 

ROBERT  NG 

Net  worth:  $4.9  billion 

Claim  to  fame:  The 

father-and-son  team 
run  Singapore's 
biggest  residential 
developer.  They're 
stripping  prime  real 
estate  from  the  food 
and  drink  firm  Yeo 


Hiap  Seng  and  selling 
12.5%  of  the  food 
business  to  French 
food  giant  Danone  fc 
S60  million.  Son 
Robert,  46,  who 
heads  the  family's 
Hong  Kong-listed 
Sino  Land,  fought 
rumors  that  the  prop 
erty  firm  was  on  the 
brink  of  collapse. 
Assets:  Bulk  of  their 
wealth  is  in  the  privat 
Far  East  Organiza- 
tion, Singapore's 
largest  residential 
property  developer; 
also  holds  72%  of 
Hong  Kong-listed 
Tsim  Sha  Tsui  Proper 
ties.  Time  off:  Not  in 
69 -year-old  Teng 
Fong's  vocabulary; 
Robert  enjoys  enter- 
taining friends,  good 
food  and  wine. 

KHOO  TECK  PUAT 
Net  worth:  $3.4  billion  ■ 
Claim  to  fame:  The 

savvy  investor  and 
hotelier  is  trimming 
his  hotel  business. 
Last  summer  he  sold 
Singapore's  Boulevarc 
Hotel  for  S250  mil- 
lion to  fellow  billion- 
aire Kwek  Leng  Beng 
(see).  Now  looking  to 
unload  the  Ladyhill 
Hotel  for  some  SI 00 
million.  Assets:  A  15% 
stake  in  Standard 
Chartered  Bank, 
worth  nearly  S2.3  bil- 
lion. Recent  merger 
talks  between 
Citibank  and  Standarc 
Chartered  could 
boost  his  wealth.  Plus 
82%  of  Singapore's 
Goodwood  Park 
Hotel.  Time  off: 
Lunching  in  the 
Goodwood  Hotel's 
coffee  shop. 
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PROBLEMS  MONEY  CAN'T  SOLVE 
Singaporean  Khoo  Teck      .it's  son  Eric  is 
a  filmmaker  who  cherishes  violence  and  gore.  One 
of  his  films  was  banned  in  Singapore  despite  win- 
ning awards  at  its  international  film  festival. 


- 


PUTTING  THE  HORSE  BEFORE  THE... 

Mexican  Alfonso  Romo  Garza  is  said  to  get  u| 

at  6  a.m.  and  ride  one  of  his  many  horses 

from  6:30  to  7:30,  before  starting  work. 
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Life  is  too  short. 
Why  not  keep  making  a  success  of  it? 


PERPETUAL  SPIRIT.  Rolex  has  shared  every  second  of  Jean-Claude  Killy's  life  for  the  last  thirty 
years.  Jean-Claude  Killy's  skiing  career  inclucLed  two  overall  World  Cu{)  titles,  three  World  Championships 
and  three  gold  medals  at  the  1968  Olympics.  He  went  on  to  pursue  a  successful  business  career  and  is  one  of 
the  most  powerful  men  in  sports. 


0)  W tR  Pekpetuai 
Day- D  mi 


ROLEX 


Jackie  Stewart,  Arnold  Palmer  aid  Jean-Claude  Killy. 
Thirty  years  ago,  we  didn't  just  choose  champions, 
we  chose  exceptional  human  beings. 
A  Jriendship  as  enduring  as  the  movement  oj  the 
Role.x  Oyster  Perpetual,  the  Perpetual  Spirit. 


PERPETUAL    SPIRIT 


ROLEX 


KWEK  LENG  BENG 
Net  worth:  $2.8  billion 
Claim  to  fame:  At  57, 

Asia's  largest  hotelier, 
with  64  hotels  in  12 
countries.  His  flagship 
property  company, 
City  Developments, 
took  a  hit — the  stock 
price  has  fallen  nearly 
55%  in  dollar  terms 
since  last  year.  Unde- 
terred, he  floated  con- 


South 
Korea 

CHUNG  JU-YUNG 
AND  FAMILY 
Net  worth:  $1.5  billion 
Claim  to  fame:  It's 
been  a  tough  year  for 
the  founder  of  the 
Hyundai  Group,  but 
having  worked  his 
way  out  of  poverty — 


I  can  remember  looking  at  the  lawn 
here 


wouldn't  know  what  to  do.  My  life 
is  so  intense  that  if  I  don't  have  a 
phone  ringii 


WorldBillwA 


I  go  nuts. 


Harvard  Business  School grad  and  Swiss 

billionaire  Ernesto  Bertarelli,  during  a  break 

at  his  fifth  reunion  in  Cambridge,  Mass. 


cretemaker  Hong 
Leong  Asia  early  this 
year  and  is  pushing 
ahead  with  his  plan  to 
make  Millennium  & 
Copthorne  Hotels  a 
name  synonymous 
with  cachet.  Assets: 
Owns  76%  of  City 
Developments,  which 
in  turn  controls  Hong 
Kong-listed  CDL 
Hotels  and  U.K. -based 
Millennium  & 
Copthorne  Hotels. 
Time  off:  A  workaholic, 
but  he  also  likes 
to  drive  fancy 
sports  cars. 


he  lived  in  a  card- 
board shack  during 
the  Japanese  occupa- 
tion— Chung,  82, 
isn't  likely  to  cave  in. 
But  his  Hyundai 
Motor  plans  to  fire  as 
much  as  one-fifth  of 
its  work  force  and 
may  have  to  curb 
plans  to  become  one 
of  world's  top  car- 
makers. Assets:  Every- 
thing from  cars  to 
aerospace.  Despite 
government  discour- 
agement, still  wants 
to  add  a  steel  plant. 


aiwan 


TSAI  WAN-LIN 
AND  FAMILY 
Net  worth:  $8.5  billion 
Claim  to  fame:  Got  his 

start  behind  a  Taipei 
fruit  and  vegetable 
stand;  now  73,  heads 
the  nation's  largest 
insurance  and  con- 
struction firms. 
Assets:  Owns  just 
under  half  of  Cathay 
Life  Insurance,  shares 
of  which  fell  14% 
since  last  year.  Also 
stakes  in  Fubon 
Insurance,  Fubon 


^   Securities,  Fubon 
g   Bank.  The  whole 

family  is  active 

in  the  many 

businesses. 

Y.C.  WANG 

Net  worth:  $3.9  billion 

Claim  to  fame:  The 

feisty  Formosa  Group 
chairman's  plan  to 
build  a  $3  billion 
power  plant  in  China 
was  put  on  hold 
under  fire  from  the 
Taipei  government, 
but  Wang  hasn't 
given  up  hope — he's 
said  he'll  restart  the 
project  if  Taiwan  lifts 
its  ban  on  such  invest- 
ments. Assets:  Stakes 
in  plastics  and  petro- 
chemical firms, 
including  Formosa 
Plastics,  one  of 
world's  largest. 
Time  off:  Wang,  81, 
swims  daily  and  works 
out,  despite  grueling 
work  schedule. 


DOUGLAS  HSU 
AND  FAMILY 
Net  worth:  $2  billion 
Claim  to  fame:  One  of 

Taiwan's  most  influ- 
ential businessmen, 
Douglas,  56,  runs  the 
Far  Eastern  Group,  a 
conglomerate  found- 
ed bv  his  father,  Hsu 


Yu-ziang.  Last  year 
entered  the  mobile 
phone  business  withll 
Far  Eastern  Tone,  a  [ 
partnership  with 
AT&T.  Assets:  Majoil 
ty  of  Far  Eastern,  wil 
hotels,  department    j 
stores,  textiles  and 
cement,  all  in  Taiwal 
Time  off:  An  avid  aroj 
collector — especially! 
loves  works  by  Markrl 
Rothko.  Board 
member  of  New 
York's  Metropolitan)) 
Museum  of  Art. 


JEFFREY  K00 
AND  FAMILY 
Net  worth:  $1.7  billio 
Claim  to  fame:  The 

64-year-old  chairma| 
of  Chinatrust  Com- 
mercial Bank  is 
making  a  bet  on 
Southeast  Asia — an 
investment  arm  of 
family-controlled 
Koos  Group  recendJ 
spent  $53  million  fol 
51%  of  a  Thai  securif 
ties  firm.  Assets:  Th<| 
family  owns  35%  of 
Chinatrust;  other 
holdings  include 
cement,  insurance 
and  petrochemicals 
firms.  Time  off:  \Vith| 
his  uncle,  group 
founder  Koo  Chen-f  | 
serves  as  unofficial 
ambassador  for 
Taiwan.  In  1996 
Chen-fu  represented 
Taiwan  at  APEC 
summit  in  the 
Philippines. 

TERRY  KUO 

Net  worth:  $1.6  billioi 

New  billionaire. 
See  page  197. 


RELIGIOUS  FERVOR  AWARD 

Hong  Kong  billionaire  Chen  Din  Hwa  spent  some  $4  million  to  make  3  million 

radio-like  boxes  that  repeat  a  Buddhist  mantra  over  and  over.  He  gives  them  away 

the  way  John  D.  Rockefeller  gave  away  dimes. 
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r  lve  Otar  Diamond     1  hree  properties     CJne  l\ame 

.rump  Taj  Mahal,  Trump  Marina  and  Trump  Plaza  are  the  only  East  Coast  casino  hotels  to  be  awarded 
the  coveted  1998  Five  Star  Diamond  Award.  Closer  than  Foxwoods  or  Mohegan  Sun 
and  with  the  industry's  highest  rating ...  Trump  Does  It  Again! 


r  si  u  iVi  _p 


HOTELS 


C/ 


CASINO    R  E  S  O  R  T  S 


United  States 

America's  richest  arc  richer  than  ever.  On  aver 
age,  they're  $1.2  billion  wealthier  than  last 
year,  thanks  to  a  30%  rise  in  the  U.S.  market. 
Thanks  also  to  Bill  Gates,  whose  SI 5  billion 
paper  gain  skews  the  average  (see  chart).  Or 
Michael  Dell, 
whose  soaring 
Dell  Computer 
stock  added  $6.7 
billion  to  his  net 
worth.  Not  every 
one  can  boast  of 
such  heady  gains.  Take  Phil  Knight.  The 
decline  in  Nike  shares  made  him  $1.1  billion 
poorer.  Better  luck  next  year,  Phil. 


By  John  Gorhant,  Peter  Kafka,  Dolores  A  Lataniotis, 
Slmilujit  tieclakantan,  Peter  Newcomb  and  Jean  Saunders. 


WILLIAM  HENRY 

GATES  III 

Net  worth:  $51  billion 

One  of  Forbes'  top  ten 

entrepreneurs. 

See  page  190. 

WALTON  FAMILY 
Net  worth:  $48  billion 

Widow,  children  of  Wal- 
Mart  founder  Sam 
Walton.  Rural  discount 
stores  of  1960s  now 
largest  U.S.  retailer,  with 
sales  of  $118  billion. 
Expansion  abroad  start- 
ing to  pay  off:  interna- 
tional profits  now  $262 
million,  up  from  $24 
million  in  fiscal  1997. 
Sam's  eldest  son,  S. 
Robson,  Wal-Mart 
chairman. 

WARREN  E.  BUFFETT 
Net  worth:  $33  billion 

Those  who  try  to  glean 
investment  advice  by 
watching  the  way  Buf- 
fett,  67,  steers  Berkshire 
Hathaway  have  been 
getting  mixed  messages. 
Usually  shuns  bonds; 
last  year  went  long  on 
U.S.  Treasurys.  Picked 
up  International  Dairy 
Queen  and  129.7  mil- 
lion ounces  of  silver, 
unloaded  big  chunks  of 
US  Airways  and 
McDonald's.  Probably 
selling  stocks  on  bal- 
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ance;  could  sell  up  to  $5 
billion  in  stocks  and 
bonds  in  1998. 

PAUL  ALLEN 

Net  worth:  $21  billion 

Cofounder  of  Microsoft. 
The  45 -year-old  using 
his  fortune  for  seeming- 
ly far-out  investments  in 
pursuit  of  his  "wired 
world."  Latest  bet:  $2.8 
billion  for  Marcus 
Cable,  the  country's 
tenth-largest  cable  oper- 
ator. Big  investments  in 
wireless  networking 
company  Metricom, 
U.S.  Satellite  Broadcast- 
ing, DreamWorks  SKG. 

JAY  AND  ROBERT 

PRITZKER 

Net  worth:  $13.5  billion 

Chicago  brothers  hired 
a  high-profile  m&a 
expert  from  investment 
bank  Lazard  Freres  last 
year  to  help  spend  a  bil- 
lion on  acquisitions.  Jay, 
75,  and  Robert,  71,  stay 
busy  with  their  industri- 
al conglomerate,  which 
includes  a  chewing 
tobacco  company  and 
Hyatt  hotels. 

FORREST  EDWARD 
MARS  SR.  AND  FAMILY 
Net  worth:  $13.5  billion 

Father,  three  children 
own  supersecrctive 


candymaker  Mars,  Inc. 
(m&ms,  Snickers,  Milky 
Way).  Also  pet  food 
(Whiskas,  Kal-Kan), 
prepared  food  (Uncle 
Ben's  Rice). 

STEVEN  A.  BALLMER 
Net  worth:  $10.7  billion 

Bill  Gates'  alter  ego,  the 
abrasive  "General 
Patton,"  42,  driving  the 
business  side  of 
Microsoft.  Seems  to 
have  softened  his  tone  as 
antitrust  lawsuits  by  the 
Justice  Department  and 
several  state  attorneys 
general  threaten  to 
blunt  company's  aggres- 
sive ambitions. 

MICHAEL  DELL 

Net  worth:  $10  billion 

Racing  ahead,  despite 
attempts  by  competitors 
to  emulate  the  3  3 -year- 
old's  direct-selling  busi- 
ness model.  With  earn- 
ings almost  doubling  in 
fiscal  1998,  gave  himself 
$36  million  compensa- 
tion package — peanuts 
compared  to  his  stock 
appreciation  gains. 

DONALD  AND 
S.I.  NEWHOUSE 
Net  worth:  $9  billion 

Brothers  just  sold  their 
Random  House  book 
publishing  unit  to  Ber- 
telsmann for  $1.4  bil- 
lion. Now  trying  to  turn 
their  barely  profitable 
Conde  Nast  magazine 
division  ( Vogue,  Vanity 
Fair,  New  Yorker)  into 
predictable  performer 
under  President  Steven 
Florio.  Advance  Publica- 
tions' 25  newspapers 
continue  to  be  fat 
cash  cow. 

PHILIP  F.  ANSCHUTZ 

Net  worth:  $8.8  billion 

One  of  Forbes'  top  ten 

entrepreneurs. 

See  page  190. 

CARGILL  FAMILY 
Net  worth:  $8.8  billion 

Grain  trader  Cargill  Inc., 


world's  largest  privately 
held  company  (1997 
sales:  $56  billion),  split 
among  three  family 
branches.  A  movement 
by  some  heirs  to  take 
the  firnfpublic  was 
quelled  last  year. 

HAAS  FAMILY 

Net  worth:  $8.2  billion 

Robert  D.  Haas,  great- 
great-grandnephew  of 
Levi  Strauss  Co. 
founder,  took  the  jeans- 
maker  private  in  a  $13 
billion  deal  in  1996. 
Business  slipped  4%  in 
1997  as  designer  and 
discount  apparel  makers 
stole  market  share. 
Result:  Company  fired 
more  than  6,000  work- 
ers— 34%  of  its  North 
American  staff. 


to  50  additional  stores 
in  the  U.K.,  Japan,  Gej 
many,  France  and 
Canada. 

JOHN  KLUGE 

Net  worth:  $7.8  billion; 

America's  onetime  rich 
est  man,  still  going 
strong  at  83.  Gambling 
big  on  fiber  optics.  His^ 
Metromedia  Fiber  Net 
work  is  completing 
installation  of  fiber-opt| 
backbone  for  the  U.S. 
East  Coast  and  Chicag 
Likes  low  tech,  too: 
Ponderosa,  Bennigans 
restaurants;  coin-opera 
ed  laundries. 


GORDON  MOORE 

Net  worth:  $7.5  billion- 
Author  of  Moore's  La\ 
Power  of  chips  would  t;  'm 


FISHER  FAMILY 
Net  worth:  $8  billion 

With  Gap  shares  more 
than  doubling  in  the 
past  year,  the  store's  co- 
founders,  Doris  and 
Donald,  and  their  three 
sons  betting  on  growth 
abroad:  plan  to  open  up 


double  every  year.  This 
was  amended  later  to  1 
months.  First  job  at 
Johns  Hopkins  researcl 
ing  weapons  propulsior    -, 
Moore,  69,  now  Intel 
chairman  emeritus,  still 
owns  5.5%  of  company 
he  colbunded  in  1968. 

Forbes  ■  July  6,  199 


EE.  SID  AND 
ERRY  BASS 
let  worth:  $6.6  billion 

ee,  41.  and  Sid,  56, 
;  ained  oil  fortune  from 
[ither.  Pern-,  83.  Broth- 
'rs  invest  in  oil,  real 
•state;  maintain  large 
jtake  in  Disney.  With  the 
Ontario  Teachers'  Pen- 
non Plan,  recendy 
•ought  5%  stake  in  Cal- 
•ary- based  fertilizer 
•laker  Agrium  Inc. 

fONALD  PERELMAN 
let  worth:  $6.6  billion 
'amelight-loving,  high- 
n\ing  financier,  55, 
Kceived  unwanted 
mention  after  his 
kc%  Ion  cosmetics  unit 
ptiered  a  job  to  Monica 
cw  frisky.  But  with  his 
Consolidated  Cigar 
|tock  down  50%  this 
rear  and  Marvel  Enter 
lainment  suing,  perhaps 
Ihc  intern  scandal  wasn't 
juch  a  bad  diversion. 

Leonard  a.  and 

ionald  s.  lauder 

tet  worth:  $6.4  bWon 
^conard,  65,  runs  the 
J.S.  cosmetics  company 
bunded  by  mother, 
-Istcc  Now  moving 
nto  mass- market  sales 

th  purchase  of  Sassa- 
y  Inc.'s  jane  brand, 

d  into  p.c.  lifestyle 
vith  Aveda.  Central 
uropean  Media  Enter- 
prises, run  by  54-year- 
:>ld  Ronald,  facing 
ierce  competition.  Its 
stock  down  14%  since 
October. 

'FAMILY 

t  worth;  $6.4  bilion 
"ellular  phone  pioneer 
2raig,  48,  and  three 
[brothers  sold  business  to 
kr&r  for  $11.5  billion 
|in  1995.  Fortune  now 
spread  to  the  telecom 
[arena  via  companies 
iNextel,  Nextlink  and 
[Teledesic.  Rival  Motoro- 
[la  agreed  to  shelve  its 
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Celestri  satellite  system 
and  support  Teledesic, 
buying  a  26%  stake. 
Teledesic's  other  back- 
ers: Bill  Gates  and 
Prince  Alwaleed  Bin 
Talal. 

LAWRENCE  J.  ELLISON 
Net  worth:  $5.8  billion 

Cofounder  of  Oracle, 
world's  largest  database 
software  company,  and 
archrival  of  Bill  Gates. 
With  weakening 
demand  for  its  database 
software,  Oracle  will 
now  have  to  cut  it  in 
application  software, 
where  it  faces  stiff  com- 
petition from  PeopleSoft 
and  sap.  But  don't 
count  out  the  resource- 
ful 53-year-old  Ellison. 

SUMNER  REDSTONE 
Net  worth:  $5.8  billion 

His  detractors  chuckled 
when  Blockbuster  video 
store  chain  was  dragging 
down  his  Viacom  media 
empire — but  Redstone, 
75,  has  the  last  chuckle. 
New  revenue-sharing 
agreements  with  Holly- 
wood studios  sparking 
big  turnaround.  Biggest 
score:  Paramount's     . 
Titanic,  with  over  $1.7 
billion  in  worldwide  box 
office  receipts. 


HEARST  FAMILY 
Net  worth:  $5.7  billion 

One  son,  six  grandchil- 
dren of  William  Ran- 
dolph Hearst  share 
old — but  still  potent — 
media  empire:  newspa- 
pers ( 12  dailies),  maga- 
zines ( Cosmopolitan, 
Esquire),  cable  (Life- 
time, i;spn),  books  and 
broadcasting.  William 
III  a  big  backer  of 
©Home,  deliverer  of 
high-speed  Internet 
content. 

KIRK  KERKORIAN 
Net  worth:  $5.7  billion 

Shares  of  his  newly 
public  movie  studio, 
Metro-Goldwyn-Mayer, 
got  off  to  slow  start.  But 
the  82 -year-old  raider 
hit  the  jackpot  with 
Daimler-Benz's  agree- 
ment in  May  to  buy 
Chrysler  for  $43  billion. 
His  original  $1.4  billion 
investment  now  worth 
$5  billion. 

CHARLES  DE  GANAHL 
AND  DAVID  H.  KOCH 
Net  worth:  $5.4  billion 

Two  of  four  brothers 
who  inherited  Kansas- 
based  oil  services  con- 
glomerate. Bought  out 
estranged  brothers 


William  and  Frederick 
for  $1  billion  in  1983. 
Locked  in  legal  battle, 
finally  went  to  trial  in 
April.  A  jury  will  decide 
whether  Bill  and  Fred 
deserve  any  more  of  the 
$5  billion  fortune. 

RUPERT  MURDOCH 
Net  worth:  $5.3  billion 

One  of  Forbes'  top  ten 

entrepreneurs. 

See  page  192. 

EDWARD  C.  (NED)  AND 
ABIGAIL  JOHNSON 
Net  worth:  $5.1  billion 

Father,  67,  and  daugh- 
ter Abigail,  36,  trying  to 


s    boost  performance  at 

O   : 

g    mutual  fund  manager 
Fidelity  Investments. 
Still  the  industry  giant, 
with  $680  billion  in 
assets  under  manage- 
ment, but  trying  to  keep 
;  market  share. 

ROBERT  E.  (TED) 

TURNER 

Net  worth:  $4.8  billion 

Time  Warner's  largest 
shareholder,  and  per- 
haps nation's  largest 
ego,  still  struggling  to 
move  company  from 
under  mountain  of  debt 
and  deal  with  continued 
slippage  in  record  busi- 
ness. Though  company 
stock  finally  moved  last 
year,  it  missed  much  of 
!  the  bull  market.  No 
matter.  Time  Inc.'s  For- 
tune gave  Time  Warner 
a  gushing  feature  story 
anyway. 

LAURENCE  AND 
PRESTON  TISCH 
Net  worth:  $4.8  billion 

Loews  Corp.  took  a 
pretax  $1.4  billion  beat- 
ing over  the  past  five 
quarters,  mosdy  as  a 
result  of  betting  on 
a  stock  market  decline. 
Larry  Tisch's  prediction 
of  a  market  slump  may 
be  on  target,  but  his 
timing  isn't. 
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PHILIP  H.  KNIGHT 
Net  worth:  $4.7  billion 

Just  do  it?  Nike  shares 
aren't,  having  fallen  14% 
in  die  past  year  amid 
slumping  sneaker  sales. 
Incessant  complaining 
by  human  rights  groups 
and  members  of  Con- 
gress about  wage  scales 
and  working  conditions 
in  subcontractors'  Asian 
factories  haven't  helped. 

CHARLES  AND 
RUPERT  JOHNSON 
Net  worth:  $4.6  billion 

Fund  guru  Michael 
Price  is  starting  to  ease 
his  way  out  of  Franklin 
Resources,  but  the 
public  keeps  pouring 
money  in  anyway. 
Charles,  65,  and 
Rupert,  58,  have  seen 
their  34%  stake  boosted 
by  $1.5  billion. 

MARTHA  R.  INGRAM 
Net  worth:  $4.5  billion 

Ingram,  62,  hasn't 
stood  still  since  she 
inherited  husband's  dis- 
tribution conglomerate 
in  1995.  Shares  of  com- 
puter distribution  arm 
Ingram  Micro  up  84% 
in  the  last  12  months. 
Video  wholesaler 
Ingram  Entertainment 
moving  into  on-line 
retail. 

THEODORE  WAITT 
Net  worth:  $4.3  billion 

Gateway  2000"s  35- 
year-old  founder. 
Recendy  dropped  2000 
from  company's  name, 
opened  executive  offices 
in  San  Diego,  intro- 
duced new  logo.  Shares 
of  the  direct  marketer 
of  PCs  up  63%  in  the  last 
year,  but  Dell  remains 
tough  competitor. 

MICKY  ARISON 

Net  worth:  $4.3  billion 

Son  of  Carnival  Cruise 
Lines  found  c 
added  storied  QE2  to 
fleet  in  April.  The  Mock 


is  up  83%  in  the  past 
year  with  a  booming 
cruise  market.  If  only 
49 -year-old  Arison,  who 
owns  Miami  Heat  bas- 
ketball team,  were  as 
lucky  with  airlines.  His 
$65  million  investment 
in  Pan  Am  isn't  worth  a 
dime  since  the  troubled 
carrier  filed  for  bank- 
ruptcy in  February. 

DIRK,  ROBERT 
AND  DANIEL  ZIFF 
Net  worth:  $3.6  billion 

Three  brothers,  led  by 
Dirk,  manage  proceeds 
from  father's  publishing 
empire.  Money  spread 
among  real  estate, 
media,  oil.  Loaded  with 
dad's  cash,  Dirk,  34, 
Robert,  31,  and  Daniel, 
26,  have  yet  to  make  a 
mark  for  themselves. 

GEORGE  SOROS 
Net  worth:  $3.5  billion 

Now  an  American  citi- 
zen, this  notorious  spec- 
ulator was  unfairly 
blamed  for  collapse  of 
Asian  currencies.  This 
hasn't  stopped  Soros,  67, 
from  spending  heavily  to 
push  left-leaning  causes 
in  eastern  Europe  and 
marijuana  legalization  in 
the  U.S.  His  funds  lost 
$2  billion  during  world- 
wide stock  market  drop 
last  fall.  Now  may  be 
going  back  to  his  roots: 
reported  this  spring  to 
be  shorting  the  British 
pound,  a  la  1992. 

EDGAR  M. 

BRONFMAN  SR. 

Net  worth:  $3.4  billion 

With  most  of  his  time 
dedicated  to  pursuing 
Swiss  banks  over  money 
allegedly  taken  from 
Holocaust  victims,  son 
Fdgar  Jr.  is  busy  redi- 
recting Seagram's,  the 
family  business.  Sold 
lucrative  DuPont  stake 
to  buy  MCA  and  now 
plans  to  sell  Tropicana 
juice  company  to  finance 


$10.7  billion  purchase 
of  PolyGram  N.V.  So 
far,  this  redeployment  of 
funds  has  been  a  bust, 
but  Edgar  says  he's 
building  for  the  long 
term. 

HENRY  ROSS  PEROT 
Net  worth:  $3.3  billion 

Took  over  as  interim 
president  and  ceo  of 
ten-year-old  Perot  Sys- 
tems last  November; 
doesn't  look  like  he's 
leaving  the  firm  anytime 
soon.  Perot,  68,  sat  out 
current  bull  market — 
most  of  his  fortune  is 
socked  away  in  bonds. 

WILLIAM  WRIGLEY 
Net  worth:  $3.1  billion 

Not  content  with  50% 
of  the  U.S.  chewing 
gum  market,  third-gen- 
eration William,  65,  is 
expanding  overseas, 
investing  in  China, 
India,  other  Asian  mar- 
kets. Beginning  to  pay 
off:  company  predicts 
international  sales  will 
jump  15%  in  1998. 


STEPHEN  AND  RILEY 

BECHTEL 

Net  worth:  $3  billion 

Father,  73,  and  son 
Riley,  46,  run  construc- 
tion giant  Bechtel 
Group:  Hoover  Dam, 
Alaska  pipeline,  Channel 
Tunnel.  Currendy  man- 
aging $20  billion  con- 
struction of  the  Hong 
Kong  airport,  telecom- 
munications networks  in 
Brazil  and  mammoth 
copper  mine  in  Chile. 

HENRY  LEA  HILLMAN 
Net  worth:  $3  billion 

Inherited  industrial  com- 
panies in  1959;  pushed 
into  high  tech  1970s.  An 
original  investor  in  Sili- 
con Valley  venture  firm 
Kleiner,  Perkins.  Not 
every  bet's  a  winner: 
Late  last  year  bailed  out 
of  troubled  San  Francis- 
co wind-energy  compa- 
ny Kenetech. 


JON  MEADE 
HUNTSMAN 
Net  worth:  $3  billion 

Got  start  making  poly- 


styrene egg  containers, 
built  Huntsman  Corp. 
into  nation's  largest 
closely  held  chemical 
concern  using  lots  of 
leverage.  Now  plans  to 
unload  $1.5  billion  in 
assorted  assets  to  focus 
on  specialty  chemicals. 

LESTER  CROWN 

Net  worth:  $2.8  billion 

Crown  family,  led  by 
Lester,  73,  has  fingers  in 
everything  from  tanks 
and  submarines  (an  11% 
stake  in  General 
Dynamics)  to  dishwash- 
ers (5%  of  Maytag)  to 
Michael  Jordan  (a  6% 
stake  in  the  Chicago 
Bulls).  Also  Chicago 
politics:  recently  pushed 
through  funding  for  a 
$550  million  hospital. 

SAMUEL  C.  JOHNSON 
Net  worth:  $2.8  billion 

More  than  just  floor 
wax,  S.C.  Johnson  & 
Son  sells  $4.2  billion 
worth  of  household 
products  annually.  Also 
stakes  in  bank  holding 
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ow  did  one  of  the  most 
successful  men  in  the  world 
get  that  way? 


Warren  Buffett 


There  may  be  no  one  in  the  world 
who  understands  the  value  of  a  good 
investment  better  than  Warren  Buffett. 
His  gift  for  clear  analysis  has  made  him 
one  of  the  most  successful  investors 
of  all  time. 

"Berkshire  Hathaway  owns  a  jet.  It 
more  than  pays  for  itself.  That's  why 
I  recently  changed  its  name  from  'The 
Indefensible' to  'The  Indispensable.' 

But  Berkshire's  plane  is  for  business 
purposes.  For  my  family,  I  bought  a  25% 
interest  in  Executive  Jet's  Netjets 
program.  And  do  they  love  it!  Both  the 
service  and  the  pilots  of  Executive  Jet 
are  absolutely  first  class.  My  wife,  Susie, 
came  up  with  the  name  for  this  plane, 
'The  Richly  Deserved.'" 

Executive  Jet  is  the  world  leader  in 
fractional  jet  ownership  providing  the 
largest  fleet,  the  best  aircraft  and 
unparalleled  service.  Facts  that  have 
impressed  business  leaders  like 
Warren  Buffett.  Why  not  join  him? 
Call  today  and  find  out  how  easy  and 
affordable  the  ultimate  in  personal 
and  business  transportation  can  be. 
1-800-821-2299. 


Judge  a  company  by  the  customers  it  keeps.     EXGCUtlVGJGt 


N    E    T   I    £    T    S 


Netjets:  and  Netjets-  Europe  are  products  of  Executive  Jet.  Gulfstream  Shares®  is  a  product  of  Executive  Jet  and  Gulfstream?  Fractional  aircraft  shares  are  available  in  small, 
lid-size  and  large  cabin  business  jets  including  the  Citation  SII,  Citation  V  Ultra,  Citation  VII,  Hawker  800XP,  Citation  X,  Falcon  2000,  Gulfstream  IV-SP1'  and  the  Boeing  Business  Jet, 
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company  and  fishing 
and  camping  products 
company.  Low-profile 
Johnson,  70,  persuaded 
to  add  family  name  to 
bank  subsidiaries. 

ALFRED  LERNER 
Net  worth:  $2.6  billion 

Dirt-poor  kid  raised  in 
back  of  candy  shop; 
became  $75-a-week  fur- 
niture salesman.  Plowed 
savings  into  apartment 
rentals,  then  REITs. 
Decided  to  dabble  in 
banking  "for  the  fun 
of  it."  Now  65  and 
chairman  of  MBNA, 
world's  largest  issuer  of 
affinity  credit  cards. 

MARVIN  H.  DAVIS 
Net  worth:  $2.6  billion 

Last  two  years  did  litde 
to  change  his  reputation 
as  perennial  tire  kicker  as 
deals  for  condom  maker 
Carter  Wallace,  T. 
Boone  Pickens'  Mesa 
Inc.  and  itt's  Desert 
Inn  casino  fell  through. 
But  things  are  looking 
up.  In  January,  72 -year- 
old  Davis  and  Trans- 
Texas  Gas  Corp.  claimed 
discovery  of  1 -trillion- 
cubic-foot  natural  gas 
field  in  Galveston  Bay. 

JAMES  GOODNIGHT 
Net  worth:  $2.6  billion 

With  partner  John  Sail, 
the  5  5 -year-old  founded 
SAS  Institute,  makes  data 
warehousing  and  deci- 
sion-support software. 
Largest  private  software 
company  in  the  U.S. 

DONALD  L.  BREN 
Net  worth:  $2.6  billion 

With  California  real 
estate  soaring,  secretive 
66-year-old  developer  is 
ling  beyond  his 
Ranch,  the  largest 
planned  urban 
pment  in  the  U.S. 
Icals  include 
ind  industrial 
ilicon  Valley 
San  Diego. 


AMOS  HOSTETTER 
Net  worth:  $2.6  billion 

Sold  his  Continental 
Cablevision  to  US  West 
for  $11  billion,  then 
abruptly  resigned  last 
year  after  the  new 
owners  decided  to  move 
his  Boston-based  opera- 
tion to  Denver.  Now 
entering  emerging 
markets  under  the 
MediaOne  banner. 

JOHN  AND  RICHARD  W. 

MARRIOTT 

Net  worth:  $2.6  billion 

Brothers  John,  66,  and 
Richard,  59,  added 
Sodexho  Marriott  Ser- 
vices, a  food  service 
business,  to  their  web  of 
hospitality  companies. 
But  proposal  to  create 
super-voting-class  of 
stock  at  Marriott  Inter- 
national nixed  by  share- 
holders, who  said  the 
measure  would  make 
the  company  immune 
from  takeovers. 

J.R.  SIMPLOT 

Net  worth:  $2.5  billion 

The  89 -year-old  king  of 
spuds  produces  2  billion 
pounds  of  french  fries  a 
year.  But  in  computer 
chips  he  fared  less  well: 
Shares  of  Micron  Tech- 
nology, in  which  Sim- 
plot  and  family  own  a 
15%  stake,  dropped  45% 
since  August  on  falling 
chip  prices. 

PETER  M.  NICHOLAS 
Net  worth:  $2.5  billion 

JOHN  E.  ABELE 

Net  worth:  $2.4  billion 

No  cash  bonuses  for 
Abele,  61,  and  Nicho- 
las, 57,  the  cofounders 
of  Boston  Scientific, 
after  disappointing 
earnings  in  1997;  they'll 
get  stock  options 
instead.  Shouldn't 
crimp  lifestyle — Nicho- 
las donated  $20  million 
to  alma  mater  . 
University  last  ye. 


ROBERT  MUSE  BASS 
Net  worth  $2.4  billion 

Estranged  member  of 
Texas'  Bass  brothers. 
His  investment  vehicle 
Keystone  recently 
agreed  to  acquire  con- 
struction equipment 
maker  Grove  World- 
wide for  $605  million. 
Also  Bass,  50,  took 
small  stake  in  oil  com- 
pany Amerada  Hess 
Corp. 

MICHEL  FRIBOURG 
Net  worth:  $2.4  billion 

This  84-year-old's  for- 
tune comprises  privately 
held  agricultural  giant 
Continental  Grain  and 
75%  of  public  Conti- 
Financial,  a  consumer 
and  commercial  lender. 
Finance  arm  on  an 
acquisition  tear,  but 
stock  hasn't  kept  pace; 
down  20%  since  August. 

MAURICE  GREENBERG 
Net  worth:  $2.4  billion 

His  aig  lost  out  to  Cen- 
dant Corp.  in  a  $3.1 


billion  bidding  war  for 
Miami- based  insurer 
American  Bankers.  The 
feisty  Greenberg,  73, 
who  deemed  the  deal 
too  rich,  vowed  to  build 
a  competitor  to  Ameri- 
can Bankers.  Shouldn't 
be  too  tough  for  the 
world's  most  profitable 
insurance  company. 

LESLIE  H.  WEXNER 
Net  worth:  $2.3  billion 

The  Limited  stock 
rebounded  from  last 
year's  slump.  Company 
announced  plans  to 
close  more  than  200 
stores.  Wexner,  61, 
made  the  most  of  it: 
sold  8  million  shares 
worth  $240  million. 
Bright  spot:  Abercrom- 
bie  &  Fitch,  spun  off  to 
Limited  shareholders  in 
February,  more  than 
doubled  in  past  year. 

JAMES  L.  SORENSON 
Net  worth:  $2.2  billion 

The  76-year-old  has 
investments  in  every- 
thing from  Utah  real 


estate  to  lingerie  to 
video  phones  designed 
for  the  deaf.  But  nearly 
all  of  his  wealth  stems 
from  holdings  in  med- 
ical-device giant  Abbott 
Labs,  recently  worth 
$1.9  billion. 

RAY  LEE  HUNT 

Net  worth:  $2.1  billion 

Inherited  Hunt  Oil  Co. 
from  father  H.L.  Struck 
it  big  after  a  huge  find 
in  Yemen  in  1984. 
Hunt,  55,  also  invests  in 
hotels,  REITs,  apartment 
units.  Recently  started 
second  phase  of  risky  $5 
billion  project  to  export 
9  trillion  cubic  feet  of 
liquefied  natural  gas. 

DAVID  GEFFEN 
Net  worth:  $2  billion 

DreamWorks  entertain- 
ment company,  founded 
by  the  music  magnate 
alongside  Steven  Spiel- 
berg and  Jeffrey 
Katzenberg,  isn't  the 
overnight  success  some 
people  expected,  but 
four  of  the  studio's  five 
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releases  have  been  prof- 
itable. Expect  the  same 
with  the  upcoming 
drama  Saving  Private 
Ryan  and  the  animated 
film  Prince  of  Egypt. 

LESLIE  L  GONDA 
LOUIS  L  GONDA 
Net  worth:  $2  billion 

Father  and  son  started 
aircraft  lessor  Interna- 
tional Lease  Finance 
Corp.  in  1973.  Merged 
with  AlG  in  1990.  Leslie, 
75,  still  chairman  of 
ILFC,  son  Louis,  49, 
also  active.  Now  big 
philanthropists. 

H.  WAYNE  HUIZENGA 
Not  worth:  $2  billion 

In  the  year  after  his 
Florida  Marlins  baseball 
team  won  the  World 
Series,  he  has  complete- 
ly dismantled  the  team. 
Now  looking  to  sell  it, 
claiming  to  have  lost 
$75  million  during  his 


five-year  ownership. 
Faring  better  with  Re- 
public Industries,  U.S.' 
largest  auto  retailer. 

CARL  IC AHN 

Not  worth:  $2  billion 

Corporate  raider,  62. 
spent  most  of  last  year  a 
seller,  amassing  an  esti- 
mated $1.7  billion.  Fig- 
ures he  can  buy  stocks 
cheap  after  large  market 
correction.  With  no 
downturn  on  the  hori- 
zon, offered  $43  million 
for  struggling  Pan  Am 
in  March,  but  bid 
topped  days  later. 

RALPH  LAUREN 
Net  worth:  $2  billion 

With  most  fashion  stocks 
taking  a  dive,  Polo  stock 
holds  its  own. 

GEORGE  LUCAS 
Not  worth:  $2  billion 

The  Star  Wars  creator 
re-released  his  epic  trilo- 


gy last  year  with  a  few 
added  enhancements. 
Science  fiction  fans  are 
now  foaming  at  the 
mouth  for  the  next  Star 
Wars  installment  set  for 
release  next  year. 

JACK  CRAWFORD 

TAYLOR 

Net  worth:  $2  billion 

Enterprise  Rent-A-Car, 
run  by  75-year-old 
Jack's  son  Andy,  50, 
steers  clear  of  airports 
and  cutthroat  competi- 
tion. Blankets  country- 
side with  offices — now 
3,500  in  four  countries. 

ROBERT  B.  ROWLING 
Net  worth:  $1.8  billion 

Son  of  Reese  Mcintosh 
Rowling,  founder  Tana 
Oil  &  Gas.  Robert,  44, 
took  over  Tana  in  1989. 
Bristles  at  suggestion  he 
inherited  his  wealth: 
"We  created  Tana 
together."  Diversified 


into  hotels  and  banks. 

DAVID 

ROCKEFELLER  SR. 
Net  worth:  $1.8  billion 

Grandson  of  John  D. 
Rockefeller,  founder  of 
Standard  Oil.  Affinity 
for  South  America  evi- 
dent in  current  efforts 
to  speed  up  free-trade 
negotiations  in  Latin 
America.  Also  active  in 
raising  money  for  New 
York  City's  Museum  of 
Modern  Art. 

SAMUEL  ZELL 

Net  worth:  $1.7  billion 

Chicago's  Gravedancer, 
56,  now  nation's  largest 
public  owner  of  apart- 
ments, office  space  and 
mobile  homes.  Since 
going  public  in  July, 
Zell's  Equity  Office 
Properties  Trust 
snapped  up  $7  billion  of 
office  buildings.  Other 
holdings,  like  radio  sta- 


tion owner  Jacor,  also 
growing. 

HERB  ALLEN  JR. 
Net  worth:  $1.6  billion 

Hollywood's  58-year- 
old  prince  of  finance 
holds  annual  retreat  for 
entertainment  industry. 
Also  holds  open  con- 
tempt for  much  of  Wall 
Street:  "Over  a  long 
weekend  I  could  teach 
my  dog  to  be  an  invest- 
ment banker." 

DENNIS  WASHINGTON 
Net  worth:  $1.5  billion 

Falling  copper  prices 
torpedoed  the  Montana 
mining  and  shipping 
magnate's  deal  to  sell  his 
share  of  a  copper  mine 
to  Morrison  Knudsen, 
the  construction  compa- 
ny he  controls.  Other 
holdings  include  rail- 
roads in  Montana  and 
Vancouver,  Canadian 
shipping  companies. 


.OUR  NEW  ART  GALLERY  OPENING  AUGUST  15  IN  SANTA  FE 

THF  32,QOO  SQUARE  FOOT  PUEBLO-STY^  ART  SPACE  WILL  FEATURE 
WESTERAfcflOUTHWESTERN,  CONTEMPORARY,  CLASSIC  MODERNIST  ART,  AND  A  SCULPTURF  GARDEN! 


V  ;  Ja  :  i 


GERALD  GP  PETERS  GALLERY 


1011  PASEO  DE  PERALTA,  SANTA  FE,  NEW  MEXICO  87501    TELEPHONE  505 

SANTA  FE  •  DALLAS  •  NEW  YORK 


ii    FAX  505  983-2481 


European  money  is  on  the  move.  Reinhard 
Mohn's  Bertelsmann  is  forking  over  $1.4  bil- 
lion for  U.S.  publisher  Random  House.  Dieter 
von  Holtzbrinck  is  assembling  highbrow  book 
publishers  in  New  York  and  Boston.  The 

brothers  Albrecht 
are  building  more 
Aldi  Stores  on  Main 
Street,  U.S.A. 
August  von  Finck 
just  upped  his  stake 
in  San  Francisco- 
based  Homestake  Mining.  The  Germans  aren't 
the  only  ones  looking  across  the  Atlantic  for 
investment  opportunities.  With  the  European 
stock  markets  booming,  and  much  of  Asia  still 
in  flux,  the  rallying  cry  is,  Go  West! 


By  Ashlea  Witting,  Stepban  Harem,  Paul  Klcbuikov. 
Katarzyna  Moreno,  Juliette  Rossant,  Dolly  Setton, 
Crist  in  a  you  Zeppelin  and  Caroline  Waxier 


Austria 

FERDINAND  PIECH 
AND  FAMILY 

Net  worth:  $5.5  billion 

Billionaire  in  the  news. 
See  page  217. 

Denmark 

MAERSK  MC-KINNEY 
M0LLER 

Net  worth:  $2.4  billion 
Claim  to  Fame:  Den- 
mark's "Rockefeller," 
this  84-year-old  heads 
and  controls  A.  P. 
Moller,  a  global  ship- 
ping, oil  and  gas  con- 
cern. Assets:  A.  P.  Moller 
sales  rose  25%  last  year, 
to  $6  billion.  Profits 
failed  to  keep  pace, 
increasing  10%,  to  $371 
million,  hurt  in  part  by  a 
stronger  dollar.  Invest- 
ing in  oil  exploration  in 
Qatar  and  Algeria.  Time 
off:  Sailing  his  Swan 
60  yacht. 


KJELD  KIRK 
KRISTIANSEN 

Net  worth:  $2.3  billion 
Claim  to  fame:  Third- 
generation  owner  of 
Lego,  the  company 
that's  made  interlocking 
plastic  toy  bricks  since 
1949.  Now  betting  the 
future  on  Lego  robots — 
new  programmable 
bricks  with  built-in 
microchips.  Assets:  All 
of  private  Lego  Group, 
sales  of  which  stagnated 
at  $1.1  billion  last  year 
while  profits  plummeted 
87%,  to  a  mere  $9  mil- 
lion, as  computer-driven 
toys  reigned.  Look  for 
Star  Wars  construction 
sets  in  1999.  Time  off: 
Horse  breeding  on 
Funen,  a  Danish  island. 

France 

GERARD  MULLIEZ 
AND  FAMILY 

Net  worth:  $10.3  billion 
Claim  to  fame:  Second 

generation  head  of 


f  DIETMAR 

|   HOPP/Germany 

\  Net  worth:  $7.9  billion 

|  In  May,  Hopp,  58, 
^  stepped  down  as  cochair 
g  of  software  powerhouse 
sap — a  company  he  helped 
take  to  its  ever  more  prof- 
itable status.  Profits  rose 
63%  last  year,  to  $516 
million.  He'll  still  remain 
active,  and  now  serves  as 
chairman  of  the  compa- 
ny's influential  supervisory 
board.  With  26%,  Hopp 
and  his  two  sons  own  the 
largest  stake  in  sap 
through  a  trust.  Plus  he's 
got  a  championship  golf 
course  in  Walldorf,  near 
SAP.  Needless  to  say,  he's 
an  avid  golfer. 


secretive  family  retail 
empire.  "When  you  join 
the  Mulliez  clan,  it's  like 
joining  a  religious  com- 
munity," Gerard's  son 
told  a  French  newspa- 
per. Assets:  With  some 


350  family  members, 
|  owns  85%  of  $24.6  bU- 
I  lion  (sales)  hypermarket 
giant  Auchan.  New 
stores  in  Thailand, 
Mexico  and  Hungary  in 
the  past  year;  201  out- 


posts worldwide.  Other 
holdings  include  home 
improvement,  mail 
order,  sporting  goods 
outfits.  Time  off:  Help- 
ing youth  fight  drugs 
and  aids  through  the 
Auchan  Foundation. 

FRANCOIS  PINAULT 

Net  worth:  $6.6  billion 

One  of  Forbes'  top  ten 

entrepreneurs. 

See  page  190. 

BERNARD  ARNAULT 

Net  worth:  $3.6  billion 
Claim  to  fame:  Tough 
dealmaker,  tough  year. 
Lost  battle  to  merge  the 
LVMH  drinks  unit  with 
Grand  Metropolitan  and 
Guinness.  Assets:  22% 
of  luxury  goods  con- 
glomerate LVMH  (sales: 
S7.9  billion).  Troubles 
at  DPS  duty-free  shop- 
ping unit  made  stock 
one  of  worst  French 
performers  in  1997. 
Now  on  die  rebound, 
helped  by  successful 


EERIE  ART  AWARD 

Canada's  Ken  Thomson  paid  several  million  for 

Malmesbury  Chasse,  a  box  that  has  held  bones 

of  saints  since  1175. 


BUDDING  THESPIAN? 
Brazilian  Antonio  Ermirio  de  Moraes  writes  morality- 
laden  plays — one,  called  Brasil  S.A.,  was  brought  to 
\\ //  stage,  turned  a  profit  and  even  got  good  reviews. 
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I  FERDINAND  PIECH  AND  FAMILY/ Austria 
Net  worth:  $5.5  billion 
Hard-driving  VW  Chairman  Piech,  61,  steered  once-flounder- 
ing company  to  record  profits  of  S760  million  last  year.  Has 
successfully  lead  VW  in  the  battle  with  BMW  for  ownership  of 
M  — ^^^^^^-»-   -  Rolls-Royce.  The 

|^4_     Ji  P  ~~    ~        f      *    -*&W     Austria-based 

"^  Porsche -Piech  clan 

owns  76%  of 
Porsche  AG,  shares 
of  which  doubled 
in  value  since  last 
year.  Plus  they  own 
one  of  Europe's 
most  successful  car 
dealers,  Porsche 
Holding,  in  Austria. 
Piech  is  an  all- 
around  athlete: 
jogger,  skier,  sailor 
and  biker — and  a 
fan  of  Japanese  art. 


relaunch  of  designer 
labels  Givcnchy  and 
Christian  Dior  with  new 
British  designers.  Tim* 
off:  Avid  tennis  player. 

GERARD  LOUIS-DREY- 
FUS AND  FAMILY 

Net  worth:  $2.9  billion 
Claim  to  fame:  Goes  by 

Gerard  in  Europe, 
William  in  the  U.S.,  and 
leads  French  trading 
giant  S  A.  Louis  Dreyfus 
&  Cie.  from  twin  head- 
quarters in  Paris  and 
New  York.  Assets:  With 
six  family  members, 
owns  100%  of  the 
eponymous  commodi- 
ties trading  company. 
Firm's  diverse  interests 
range  from  orange  juice 
processing  to  Four  Sea- 
sons Hotel  in  Washing- 
ton, D.C.  Time  off: 
Trustee  of  the  Poetry 
Society  of  America. 

JEAN-LOUIS  DUMAS- 
HERMES  AND  FAMILY 
Net  worth:  $2.2  billion 
Claim  to  fame:  Chair- 


man of  Hermes  Inter- 
national, famous  for  its 
classic  Kelly  bags  and 
richly  patterned  silk 
scarves  and  tics. 
He  brought  in  Martin 
Margiela,  a  modernist 
designer  of  women's 
ready-to-wear  who's 
making  waves.  Assets: 
Family  owns  80%  of 
Hermes  International. 
Shares  dropped  40% 
between  July  and 
October  1997  because 
recession  in  Asia  threat- 
ens major  source  of 
revenues,  but  has  since 
rebounded  30%.  Time 
off:  Keeps  a  leather- 
covered  journal  in  his 
breast  pocket,  for 
watercolors  and  notes. 

ALAIN  WERTHEIMER 
Net  worth:  $2.1  billior. 
Claim  to  fame:  Owner 
and  chairman  of  Chanel, 
the  legendary  fashion 
house.  Looking  to 
Mademoiselle  Gabrielle 
Chanel's  passion  for 
camellias,  he  had  Karl 


DIETER  VON 
HOLTZBRINCK 
AND  FAMILY/Germany 
Net  worth:  $2.8  billion 

New  billionaire 
The  onetime  failed 
book-club  entrepreneur 
now  runs  $2.5  billion 
sales  Verlagsgruppe 


Georg  von  Holtzbrinck 
(Forbes,  June  1), 
founded  by  his  father. 
Von  Holtzbrinck,  58, 
has  some  of  the  most 
coveted  properties  in 
global  publishing,  in- 
cluding Farrar  Straus 
Giroux  and  the  journal 
Nature.  With  two  sib- 
lings, he  owns  100%  of  this  esteemed  Stuttgart- based  book,  maga- 
zine and  newspaper  publisher.  When  not  working,  he's  gallery-hop- 
ping with  his  artist  wife,  Richild.  Also  does  philanthropy  in  Israel. 


high-profile  bankers, 
fighting  hard  to  keep 
his  Lazard  Freres  an 
independent  M&A 
player  in  a  market 
dominated  by  public 
behemoths.  Assets: 
Family  owns  part  of, 
and  controls,  Lazard's 
New  York,  Paris  and 
London  houses. 
With  $216  billion  in 
announced  deals  in 
1997,  Lazard  had  13% 
of  worldwide  M&A 
market,  a  fourth-place 
ranking.  Time  off:  Serves 
as  a  trustee  of  New 
York's  Metropolitan 
Museum  of  Art. 


Lagerfeld  design  the 
Garden  of  Chanel  at 
London's  Chelsea 
Flower  Show.  Assets: 
Insisting  luxury  busi- 
nesses best  left  private, 
the  family  owns  100% 
of  the  fashion  maison. 


Time  off:  Visiting  his 
Bordeaux  vineyard, 
Chateau  Rausan-Segla. 

MICHEL  DAVID-WEILL 

Net  worth:  $1.6  billion 
Claim  to  fame:  After 
departure  of  some 


France/UK 

SIR  EVELYN 
AND  BARON  DAVID 
DE  ROTHSCHILD 
AND  FAMILY 
Net  worth:  $1.8  billion 
Claim  to  fame:  Global 
financiers.  Sir  Evelyn 
heads  the  London 
branch,  cousin  Baron 
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NICE-TRY  AWARD 

To  help  sell  apartments  amid  fears  of  depreciating  real  estate  values, 

Hong  Kong's  Kwok  brothers  took  out  full-page  newspaper  ads  headlined: 

"How  can  a  happy  family  life  be  depreciated?" 
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§   GERHARD  SCHMID/ 

S   Germany 

i    Net  worth:  $1.6  billion 
s 

5   New  billionaire 

A  telecom  David  to 
Deutsche  Telekom's 
Goliath.  Schmid,  46,  found- 
ed and  runs  mobile  phone 
upstart  MobilCom  AG,  with 
$182  million  in  sales.  His 
formula  for  success:  low 
rates,  no  minimum  contract 
period.  MobilCom,  of 
which  he  owns  62%,  was  the 
first  company  listed  on  the 
Neuer  Markt — Germany's 
equivalent  of  Nasdaq.  Since 
going  public  in  March 
1997,  the  stock  has  risen 
nearly  2,000%.  Ex-ice 
hockey  player  Schmid  relax- 
es by  reading  bestsellers. 


David  the  Parisian.  This 
year  the  British  side  cele- 
brated bicentennial  of 
Nathan  Mayer  Roth- 
schild's arrival  in  Eng- 
land. French  cousin 
Baron  Edmond  died  last 
year  at  age  71,  leaving 
son  Benjamin  to  take 
over.  Assets:  Estimated 
53%  of  Rothschilds 
Continuation  Holdings 
AG,  Swiss  parent  of 
banking  interests  an- 
chored by  London's  nm 
Rothschild  &  Sons.  Not 
counted:  Assets  outside 
control  of  Evelyn,  David 
and  cousin  Baron  Eric, 
who  oversees  Chateau 
Lafite  vineyard.  Time  off: 
Horse  racing  and  the 
arts  for  Evelyn;  David  is 
fond  of  golf. 

Germany 

KARL  AND  THEO  ' 
ALBRECHT  AND  FAMILY 
Net  worth:  $11.7  billion 
o  fame:  Theo's 


BELMIRO  DE 

AZEVEDO/Portugal 
Net  worth:  $2.1  billion 
New  billionaire 
The  son  of  a  carpenter 
from  northern  Portu- 
gal, A^evedo  started  in 
retailing  and  built  up  a 
group  that's  now  the 
country's  largest,  with 
operations  in  Spain 
and  Brazil  as  well.  He 

owns  just  over  half  of  $2.2  billion  (revenues) 
Sonae  Investimentos,  which  has  hypermarkets, 
specialized  retail  and  real  estate  companies. 
Through  his  Inparsa  group  he's  into  wood  prod- 
ucts, mobile  telecom  and  media.  Through  Sonae, 
he's  buying  a  TV  network  with  Venezuela's  Cis- 
neros  (see).  Former  chemistry 
professor  Azevedo,  60,  calls  his  group  a  "real-life 
business  school."  He  trains  young  managers,  then 
spins  off  smaller  firms,  giving  managers  equity 
stakes. 


sons,  Theo  Jr.  and 
Berthold,  run  the  show 
at  Aldi,  Europe's  top 
private-label,  deep-dis- 
count food  retailer.  For- 
mula? Buy  cheap  land 
on  city  fringe,  build 
cheap,  superstore-size 
warehouses,  stock  dimly 
lit  caverns  with  pallets 
full  of  products  in  bulk. 
Making  headway  selling 
generic  private-label 
drugs.  Assets:  100%  of 
Aldi  Group,  with  4,000 
stores  in  Europe  and 
509  stores  in  U.S. — and 
they  want  more.  Aggres- 
sively expanding  in  the 
U.K.  and  U.S.  Plus  an 
11%  stake  in  Boise, 
Idaho-based  Albertson's 
grocery  chain. 

DIETMAR  HOPP 
Net  worth:  $7.9  billion 

Billionaire  in  the  news. 
See  page  216. 

HAS80  PLATTNER 

Net  worth:  $6.9  billion 

One  of  Forbes'  top  ten 


entrepreneurs. 
See  page  190. 

ALBRECHT  WOESTE 
AND  HENKEL  FAMILY 
Net  worth:  $5.6  billion 
Claim  to  fame:  Albrecht 
Woeste,  great-grandson 
of  the  founder,  Fritz 
Henkel,  remains  the 
family  patriarch  at  spe- 
cialty chemical  firm 


Henkel  KGaA.  But  a 
younger  generation  is 
rising.  Christoph 
Henkel,  38,  serves  on 
influential  Shareholders' 
Committee  and  helped 
engineer  last  year's  bil- 
lion-dollar Loctite  acqui- 
sition, the  company's 
largest  yet.  Assets:  About 
60  family  members, 


sprinkled  among  3  clans, 
share  majority  interest  in 
Henkel,  which  makes 
everything  from  adhe- 
sives  to  detergents  and 
dish  soap.  Profits  rose 
36%  last  year,  despite 
Asia  crisis  and  industry 
overcapacity. 

ERIVAN  HAUB 
AND  FAMILY 
Net  worth:  $5.5  billion 
Claim  to  fame:  The  head 
of  Tengelmann,  Ger- 
many's fourth-largest 
retailer,  is  combating 
Germany's  weak  con- 
sumer climate  and 
strong  branch  competi- 
tion by  putting  stores  in 
eastern  and  southern 
Europe.  Assets:  Family 
owns  100%  of  Tengel- 
mann Group  (sales: 
$29.6  billion)  and  54% 
of  U.S.  supermarket 
chain  A&P.  Time  off: 
Last  fall  St  Joseph's  Uni- 
versity in  Philadelphia 
dedicated  the  Erivan  K. 
Haub  School  of  Busi- 


STRANGEST  MARKETING  GIMMICK 

Jean-Louis  Dumas-Hermes  of  France  insisted  that 

a  coiffed  black  horse  be  the  first  customer  at  new  Hermes  store 

in  Beverly  Hills. 
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OUR  VEHICLES    ARE   TEST 


Y PEOPLE    1 


Toy  °,a    Ar'?on- 


Since  1986,  Americans  have  been  building  quality 
Toyota  vehicles  in  this  country,  using  many  parts 
from  local  suppliers.  Today,  as  the  fourth-largest 
automaker  in  America,  Toyota  directly  employs 


ARIZON A 

more  than  23,000  people.  That's  why,  in  commu- 
nities from  Arizona  to  Indiana  -  and  in  26  countries 
around  the  world  -  Toyota  is  more  than  just  a 
source  of  local  transport,  it's  a  source  of  local  pride. 


TOYOTA  People  Drive  Us 


Visit  our  website  alwvuw.loyola.com/usa  or  write  Toyota  Motor  Corporate  Services,  9  W.  57th  St..  4900-L2,  New  York,  NY  10019  e1998 
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ALEXANDRE  SOARES  DOS 
SANTOS  AND  FAMILY/ 

Portugal 

Net  worth:  $2  billion 

New  billionaire 
Chairs  Jeronimo  Martins,  Por- 
tugal's second-largest  food 
retailer,  founded  1792.  At  63, 
he's  not  slowing  down.  Four  of 
his  seven  children  work  in  the 
business,  assisting  with  aggres- 
sive expansion  overseas.  They 
picked  up  Brazilian  supermar- 
ket chain  Se  in  January  and 
Polish  mini-supermarket  chain 
Biedronka  late  last  year.  With 
Unilever,  it  has  joint  ventures 
to  produce  margarine,  deter- 
gents and  ice  cream.  The  family 
owns  60%  of  the  $2.3  billion 
(sales)  listed  group.  The  stock's 
up  92%  since  last  year. 


World  Billionaires 


CHRISTOPH  BLOCHER/ 

Switzerland 

Net  worth:  $2  billion 

New  billionaire 
A  former  farmer,  now  a  chemi- 
cals magnate.  Blocher,  57, 
(left),  chairs  EMS-Chemie 
Holding,  a  chemicals,  plastics 
and  engineering  firm.  His  54% 
share  is  worth  $1.7  billion, 
plus  he  owns  stakes  in  other 
Swiss  companies.  He  moon- 
lights as  a  leader  of  conserva- 
tive Swiss  People's  Party,  which 
kept  Switzerland  out  of  the  eu. 
And  he  denounces  demands  of 
Nazi-related  payments  as 
"blackmail."  Latest  cause: 
fighting  high  Swiss  taxes. 
When  not  working,  he  plays 
host  in  his  medieval  casde  and 
collects  Swiss  art. 


ness  to  Haub,  65,  a 
longtime  benefactor. 

OTTO  BEISHEIM 
Net  worth:  $5.3  billion 
Claim  to  fame:  Owns 
lucrative  stakes  in 
Switzerland- based  hold- 
ing company,  Metro 
Group,  and  Germany- 
based  Metro  AG,  one  of 
Europe's  largest  retail- 
ers. Beisheim,  74,  played 
behind-the-scenes  role 
in  Metro's  $2.7  billion 


Metro  AG,  7%  of  Metro 
Group  and  vast  land- 
holdings  throughout 
Europe  and  North 
America.  Reportedly 
invested  $1  billion  to 
help  pal  Leo  Kirch  (see) 
as  he  struggles  to  build  a 
p^y  TV  empire. 

HANS  JOACHIM  LANG- 
MANN  AND  FAMILY 
Net  worth:  $5.2  billion 
Claim  to  Fame:  Lang- 
man  n,  73,  shows  no  sign 


acquisition  last  year  of 
Makro,  the  Dutch 
hypermarket  chain. 
Assets:  Owns  22%  of 


of  stepping  down  as 
head  of  pharmaceutical 
and  specialty  chemical 
maker  Merck  KGaA. 


The  company,  which 
operates  in  47  countries 
(but  split  from  U.S. 
Merck  &  Co.  during 
WWI),  has  benefited 
from  boom  in  German 
chemical  industry.  Sales 
rose  15%  in  1997,  to 
$4.5  billion.  Assets:  The 
family's  75%  of  Merck 
KGaA  is  split  among 
nearly  100  family  mem- 
bers. Time  off:  Likes  to 
hike  and  swim.  Lover  of 
Chinese  art. 

MICHAEL  OTTO 
Net  worth:  $5.1  billion 
Claim  to  fame:  This  head 
of  the  Otto  Group,  the 
world's  largest  mail 
order  concern,  is  going 
higher  tech:  launched 
shopping  via  cd-roms 
and  put  full  catalog  on 
the  Internet.  Assets: 
Family  owns  65%  of  cat- 
alog company  Otto  Ver- 
sand,  plus  New  Jersey- 
based  Spiegel  Inc. 
Bought  majority  of  U.S. 
home  furnishings  retailer 


Crate  &  Barrel  Co.  in 
February.  Time  off:  A 
confirmed  environmen- 
talist, Otto,  55,  also  sup- 
ports medical  research 
and  Harvard's  Busch- 
Reisinger  Museum. 

AUGUST  AND  WILHELM 
VON  FINCK 
Net  worth:  $4.5  billion 
Claim  to  fame:  August, 
69,andWilhelm,71, 
the  patriarchs;  heir  Fran- 
cois now  the  family's 
active  investor.  Fortune 
originated  with  stakes  in 
Merck  and  giant  insurer 
Allianz.  Today  they  have 
stakes  in  firms  such  as 
German  brewer  Lowen- 
brau,  Swiss  hotel  and 
restaurant  chain  Moven- 
pick.  Assets:  About  90% 
of  Custodia  Holding 
AG  (Lowenbrau). 
Through  Carlton  Hold- 
ing, 70%  voting  control 
of  Movenpick;  50%  of 
wholesaler  Famila 
Handels. 


HUMBLE  BEGINNINGS  AWARD 

U.K.  billionaire  Anthony  Bamford's  father,  Joe, 

started  JCB  in  a  rented  garage  in  1945  by  using 

secondhand  welding  set  to  repair  a  trailer, 

reselling  it  for  $60. 


STEFAN  SCHORGHUBER 
Net  worth:  $4  billion 
Claim  to  fame:  This  heir 
to  the  real  estate  and 
brewing  empire  of 
Joseph  Schorghuber,  the 
"Bavarian  Goldfinger," 
is  on  the  move.  Formed 
venture  with  ITT  Shera- 
ton to  manage  and 
develop  hotels  in  Ger- 
many, Switzerland  and 
Spain.  Assets:  Family 
owns  prime  real  estate  in 
Munich,  a  property 
development  outfit,  the 
Arabella  hotel  chain  and 
breweries  including 
Paulaner,  one  of  Ger- 
many's best-known 
brands.  Time  off: 
Schorghuber,  36,  sup- 
ports a  modern  art 
museum  in  Munich  and 
a  program  of  free  vaca- 
tions for  needy  children. 

GUNTER  HERZ 
AND  FAMILY 
Net  worth:  $3.7  billion 
Claim  to  fame:  Herz,  57, 
runs  coffee  and  ciga- 
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SPARING  EVERY  NICKEL 
Canadian  Ken  Thomson  used  to  shop  for 
day-old  bread — because  it  was  cheaper. 
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It's  not  likely  you'll  get  to  choose  when  you  travel  for  business, 
but  you  can  decide  where  you  stay.  Embassy  Suites®  hotel  provides 
business  travelers  with  a  spacious,  two-room  suite  for  relaxation 
and  aft  open  atrium  for  rejuvenation.  Enjoy  our  evening       -!-.-»« 
reception/  then  wake  up  to  a  complimentary,  cooked-to-order  breakfast.  After  a  long  week  at  the       lilVlJ5/\.33  I 
office,  a  business  trip  may  be  just  what  you  need  to  unwind.  jU  1 1  lLj 


Subject  to  state  and  local  laws.  €>  1998,  Promus  Hotels,  Inc. 


www.embassy-suites.com 
What  a  difference  a  stay  makess.M      1-800-EMBASSY 
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rette  maker  Tchibo 
Holding  AG,  now  also 
one  of  Germany's  ten 
largest  textile  concerns, 
selling  consumer  items 
through  its  Tchibo 
coffee  shops.  Assets: 
Family  owns  all  of 
Tchibo  Holding  AG, 
26%  of  skin  care  prod- 
ucts maker  Beiersdorf 
AG  and  75%  of  Reemts- 
ma,  the  cigarette  com- 
pany. Time  off:  Besides 
raising  horses,  Herz 
hosts  the  yearly  David- 
off  Prize  for  musicians 
at  his  farm  outside 
Hamburg. 


deal  in  May.  Assets: 
Family  owns  20%  of 
media  giant  Bertels- 
mann AG.  Mohn,  76, 
holds  one  golden  share 
that  controls  all  voting 
shares.  Time  off:  Funds 
research  on  the  integra- 
tion of  high  tech  and 
academia. 

RUDOLF  OETKER 
AND  FAMILY 
Net  worth:  $3  billion 
Claim  to  fame:  At  8 1 , 

Rudolf,  "the  grand  old 
man,"  still  keeps  an 
office  at  Oetker  Group, 
the  breweries-to-ship- 
ping conglomerate  now 
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REINHARD  MOHN 
AND  FAMILY 

Net  worth:  $3  billion 
Claim  to  fame:  Though 
officially  retired,  helped 
guide  Bertelsmann's 
$1.4  billion  bid  for 
Random  House,  the 
crown  jewel  in  U.S. 
publishing,  rattling  the 
industry  last  spring. 
Also  orchestrated  an 
unlikely  truce  with 
archrival  Leo  Kirch 
(see)  last  year  to  create  a 
digital  pay  TV  station. 
But  European  trust- 
busters  quashed  the 


run  by  sons  August, 
Christian  and  Richard. 
Assets:  Family  owns  all 
of  $4.5  billion  (sales) 
Oetker  Group,  which  is 
aiming  to  become  a 
global  player  in  baked 
goods  and  frozen  pizza. 
Plus  commercial  and 
residential  real  estate  in 
the  U.S  ,  resort  hotels 
in  France  and  Switzer- 
land. Time  off:  Tending 
a  vast  art  collection. 
Last  year  built  a  posh 
old  folks  home  in  Biele- 
feld, not  far  from 
company  headquarters. 
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fortune  they  put  you  down  for?" 
"We  in  Switzerland  don't  like  to 
talk  about  our  money,  and  we'd 
ur  value  be  understated." 


X   111   Uvl    OULlJliV'Ji 

I'm  going  to  write  them  a  letter." 

Ted  Turner,  overheard  talking  to  Swiss 

billionaire  in  bathroom  of  All  Star  Cafe  in 

Times  Square  during  break  at  press  conference 

for  the  Good  Will  Games 


in  Britain.  Assets: 
Chairs  Irish  china  and 
crystal  maker  Water- 
ford  Wedgwood  and 
Independent  Newspa- 
pers. Has  stakes  in  sev- 
eral posh  Irish  hotels. 
Time  off:  Horse  breed- 
ing and  racing;  enter- 
taining at  castles  in  Ire- 
land and  France. 


LEO  AND  THOMAS 
KIRCH 

Net  worth:  $3  billion 
Claim  to  fame:  Papa 
Leo,  71,  is  reportedly 
losing  a  billion  a  year 
trying  to  build  a  digital 
pay-TV  empire.  Son 
Thomas,  40,  once  dis- 
missed as  Leo's  lackey, 
turned  around  ailing 
commercial  TV  giant 
ProSieben.  Took  it 
public  last  summer; 
profits  up  50%,  stock's 
flat.  Assets:  With  60% 
of  ProSieben,  Thomas 
is  a  billionaire  in  his 
own  right.  Dad  has  tan- 
gled web  of  European 
TV  and  film  program- 
ming, production  and 
licensing  firms,  includ- 
ing sati,  dsf  (sports 
tv),  Premier  (pay  tv), 
and  40%  of  Axel 
Springer  Verlag,  one  of 
Europe's  largest  news- 
paper chains. 

DIETER  VON 
HOLTZBRINCK 
AND  FAMILY 

Net  worth:  $2.8  billion 

New  billionaire. 
See  page  217. 

GERHARD  SCHMID 

Net  worth:  $1.6  billion 

New  billionaire. 
See  page  218. 


WHAT  MONEY  CAN  BUY 

The  Sultan  of  Brunei  ha-  a  palace 

with  257  bathrooms  and  5  sv  inming  pools, 

several  planes,  an  order  for  the  biggest 
yacht  ever  made  and  a  fleet  of  luxury  cars. 
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SPIRO  LATSIS 
Net  worth:  $3.1  billion 
Claim  to  fame:  Shipper 
by  inheritance,  banker 
by  nature.  Sold  6 
supertankers  for  $130 
million,  but  Latsis,  51, 
still  ranks  among  top 
30  Greek  shipowners. 
Focus  now  on  building 
a  European-wide  bank- 
ing empire.  Assets:  His 
European  Financial 
Group  has  assets  of 
$4.4  billion,  banks  in 
the  U.K.,  Switzerland, 
Greece,  Monaco,  the 
Channel  Islands.  Time 
off:  Lent  his  397-foot 
yacht,  Alexander,  to 
Prince  Charles  and 
Lady  Di  for  their 
second  honeymoon. 

Ireland 

ANTHONY  O'REILLY 
Net  worth:  $1.5  billion 
Claim  to  fame:  The 

flamboyant  O'Reilly, 
62,  stepped  down  last 
April  as  chief  executive 
of  food  giant  Heinz 
after  18  years.  Active  in 
Ireland:  His  Dublin- 
based  Independent 
Newspapers  took  con- 
trol of  the  Independent 


SILVIO -BERLUSCONI 
Net  worth:  $7  billion 
Claim  to  fame:  Three 
trials  on  corruption 
charges  and  a  minor 
conviction  last  Decem- 
ber haven't  slowed  the 
surge  in  value  of  this 
media  baron/politi- 
cian's empire.  Shares  of 
media  outfit  Mediaset 
up  56%  since  last  year. 
Assets:  Family  holding 
company  Fininvest 
owns  50%  of  Mediaset, 
plus  stakes  in  publish- 
ing, life  insurance  and 
discount  retail  compa- 
nies. Despite  high-pro- 
file talks  with  Rupert 
Murdoch,  looks  like 
Berlusconi's  not  ready 
to  sell  Mediaset.  Time 
off:  Retreats  to 
Bermuda  hideaway. 

LUCIANO  BENETTON 
AND  FAMILY 

Net  worth:  $4.7  billion 
Claim  to  fame:  The  man 

who  built  a  sweater 
shop  into  variety  mega- 
store  Benetton  Group 
is  now  interested  in 
buying  state-owned 
airports  and  highways. 
Assets:  69%  of  $2  bil- 
lion (sales)  Benetton 
Group,  which  acquired 
Sportsystem — maker  of 
Rollerblade,  Nordica, 
Prince  products — from 
family  holding  compa- 


MOST  LIMBER  BILLIONAIRE 

Indian  Lakshmi  Mittal  practices  yoga  with  a 
guru  each  morning  at  his  home  in  London. 
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Global  Private  Banking 
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T  REPUBLIC,  MANAGING 


YOUR  ASSETS  IS  A  DIALOGUE, 
NOT  A  MONOLOGUE. 


HaaJquertmrm  of  RopuUk 

National  /^i»iv  oj  \ew  )i>rb 
rSiifWtfJ  S.A.  in  Geneva. 


In  ract,  we  consider  asset  management  a  team 
eitort,  with  you  as  the  key  member  or  that  team.  Your 
particular  Financial  needs,  your  objectives,  help  us 
determine  tne  winning  strategy.  Our  tundamental  goal: 
to  protect  your  capital  as  we  safeguard  its  purchasing 
power. 

It  is  a  simple  principle  upon  which  we  hase  our 
brand  or  financial  conservatism:  private 
banking  built  upon  rigor,  discipline  and  prudence.  This 
sophisticated  conservatism,  vigorously  pursued,  has  created  a 
global  private  bank  or  exceptional  stability,  capable  or 
weathering  the  roughest  stQrms. 

Indeed,  Republics  capitalization  ratio,  on  a  risk 
adjusted  basis,  is  twice  as  great  as  that  required  by  the  world's 
international  banking  regulators. 

To  our  way  or  thinking,  it  is  security  as  well  as  return  that 
we  must  ensure  each  day.  And  in  the  process,  to  provide  a 
unique  quality  or  service,  understanding  and  discretion. 


World  Headquarters  oj 

Republic  National  Hank  oj 

New  York  in  New  York. 


Republic  National  Bank  of  New  YorkM 

Strength.  Security.  Service. 

New  York  '  Geneva  *  London  •  Beijing  •  Beirut  •  Beverly  Hills  •  Buenos  Aires  •  Cayman  Islands  •  Copenhagen  •  Lncino  •  Gibraltar 

Guernsey  •  Hong  Kong  *  Jakarta  •  Los  Angeles  *  Lugano  ■  Luxembourg  •  Manila  "  Mexico  City  •  Miami  •  Milan  •  Monte  Carlo  •  Montevideo 

Montreal  •  Moscow  •  Nassau  •  Paris  *  Punta  del  Este  •  Rio  de  Janeiro  *  Santiago  *  Sao  Paulo  •  Singapore  *  bydney  •  Taipei  ■  Tokyo  *  Toronto  *  Zurich 

©  Republic  Notional  Bank  of  New  York,  1997 
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ny  for  $330  million 
last  year.  Plus  restau- 
rant, supermarket 
interests  and  2 . 1  mil- 
lion acres  of  land  in 
Argentina.  Time  off: 
Fan  of  his  Formula  1 
racing  team. 

LEONARDO 
DEL  VECCHIO 

Net  worth:  $4  billion 
Claim  to  fame:  From 
factory  floor  to  chair- 
man of  Luxottica 
Group,  the  world's 
largest  maker  and 
retailer  of  eyeglass 
frames.  Sales  hit  record 
last  year  of  $1.6  bil- 
lion. Assets:  Owns  72% 
of  Luxottica,  which  in 
turn  owns  Lenscrafters 
in  the  U.S.  Other 
holdings  include  stake 
in  Italy's  GS  hypermar- 
ket chain  and  100%  of 
U.S.  women's  clothing 
retailer  Casual  Corner. 
Time  off:  Playing  with 
3 -year-old  son  Leonar- 
do Maria,  who  has 
24.4%  stake  in  family 
holding  company. 


GIANNI  AGNELLI 
AND  FAMILY 
Net  worth:  $2.7  billion 
Claim  to  fame:  It  makes 
national  headlines 
when  this  Italian  busi- 
ness patriarch,  whose 
clan  controls  automak- 
er Fiat,  breaks  a  bone. 
Assets:  Family  owns 
19%  of  $50  billion 
(sales)  Fiat.  Heir  des- 
ignate Giovanni  Alber- 
to Agnelli,  33,  died 
last  December  of 
cancer.  They've  since 
nominated  grandson 
John  Elkann,  22,  to 
the  board;  brought  in 
new  chairman,  Paolo 
Fresco,  from  General 
Electric.  Time  off: 
Rooting  for  his  soccer 
team,  Juventus. 


Netherlands 

BRENNINKMEYER 
FAMILY 

Net  worth:  $4  billion 
Claim  to  fame:  Tight- 
lipped  family  runs 
empire  of  1,000  pri- 


1  vately  held  retail 
P  apparel  stores,  most 
j<  targeting  thrifty  shop- 
>  pers.  Louis  Bren- 
ninkmeyer,  39,  chairs 
American  Retail 
Group,  its  U.S.  arm; 
Roland  Brenninkmey- 
er,  51,  sits  on  the 
board.  Assets:  100%  of 
$1.5  billion  (sales) 
American  Retail 
Group,  which  owns 
Eastern  Mountain 
Sports  and  Levi's 
Outpost.  Plus  $5.5 
billion  (sales)  Amster- 
dam-based C&A  retail- 
ers, with  stores 
throughout  Europe. 

FRITS 

GOLDSCHMEDING 
Net  worth:  $2.3  billion 
Claim  to  fame:  Gold- 
schmeding's  Amster- 
dam-based temp 
agency,  Randstad, 
keeps  getting  richer. 
At  65,  he's  just 
retired,  but  will 
remain  active  in  joint 
civic -Randstad  job 
creation  ventures. 
Assets:  Owns  41%  of 
Randstad  Holding 
N.V.,  stock  of  which 
rose  over  100%  during 
the  past  two  years. 
Time  off:  Planning  to 
sail  around  the  world 
this  fall  on  his  yacht, 
Sayonara. 

Portugal 

BELMIRO    ° 
DE  AZEVEDO 

Net  worth:  $2.1  billion 

New  billionaire. 
See  page  218. 

ALEXANDRE  SOARES 
DOS  SANTOS 

Net  worth:  $2  billion 

New  billionaire. 
See  page  220. 
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DOUBLES  AS  TALENT  SCOUT 

Brazilian  publishing  magnate  Roberto  Civita 

convinced  a  jewelry  store  clerk  in  northern 

Brazil  to  model  for  one  of  his  magazines. 
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Canadian  Izzy  Asper 
in  a  phone  interview 
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ussia 

VLADIMIR  POTANIN 

Net  worth:  $1.6  billion 

One  of  Forbes'  top 
ten  entrepreneurs. 
See  page  192. 


Grupo  Santander  con- 
tinues its  aggressive 
growth.  Besides  run-  - 
ning  the  largest  for- 
eign bank  in  Latin 
America,  the  Botins 
are  now  taking  on 
Asia.  They  picked  up 
the  Singapore  trading 
and  corporate  finance 
arms  of  bankrupt  Pere- 
grine Securities  in 
April.  Assets:  Family  is 
believed  to  own  25% 
of  Grupo  Santander, 
whose  stock  has  dou- 
bled since  last  year. 
Also  8%  of  Bankinter. 
Time  off:  Family  spon- 
sors a  yearly  classical 
music  competition. 


Spt 


Sweden 


win  __ 

EMft.10  BOTtN 
AND  FAMILY 
Net  worth:  $9.2  billion 
Claim  to  fame:  Under 
Chairman  Emilio,  63, 


GAD  RAUSING 
AND  FAMILY 
Net  worth:  $5  billion 
Claim  to  fame:  Controls 
Tetra  Laval,  whose 
Tetra  Pak  is  world's 


WE  WANT  ONE,  TOO 
ince  Alwaleed  Bin  Talal  of  Saudi  Arabia  has  two  "court 
jesters"  in  his  entourage,  one  a  former  Saudi  Arabian 
soccer  player. 
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If  Utopia  B  de-fined  a^.  a  place 

uohere  everuilnincj  i^>  perfect, 

-tinen  toe  lining  uoe've  alre&du  foond  i-f. 
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It's  here  among  -tine,  rolling  fields  of  "Marion 
C-ountw  that  mw  father   first  had  the   idea 
to  create   Maker's   MarK.  UJi-thout  -tine  hustle 
and  bustle  of  the  citw  -to  distract  him,  he 
could  mull  over  ideas  until  -theu  u>ere  yjst 
right.   That's  hou>  he  came  up  lortin  such  a 
novel  LoaM  of  making  bourbon. 

One  of  iine  -linings  Dad  figured  out  u)as 
tnat  if  he  used  unnter   u)heat  instead  of 


rwe,  he  could  improve  iine  taste  of  -the 
bourbon.   1+  toould  ta^e  on  soft  and  subtle 
characteristics  u)hile  remaining  full  flavored. 
Doggone  it  if  he  toasn't  righ-t. 

With  an  atmosphere  that  nur-tures  such 
wonderful  ideas,   I  cant  imagine  living  anu- 
uohere  else.  So  u^hile  -tine  -township  tohere  our 
distiller  w   si-ts  maw  oo-f  be  named     U-topia, 
'  Lore-tto     is  close  enough. 


~R°S\    Cp/wuil&Vo 


President 

Maker's 

I^Marte 

P.S.   Visit  us   at   u>u)u> . maimer  smarts  .com 
Maker's   Marie  Dis-tille-r^,  Lore.++o,  HY  400^7,  4t>%  Alc./Vol.  (90  Proo-ft,  f-olly  Ma-rured 
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largest  packaging  man- 
ufacturer and  Europe's 
largest  supplier  of 
cardboard  milk  car- 
tons. His  three  chil- 
dren are  on  the  board 
of  directors.  Assets: 
Owns  all  of  $11. 8  bil- 
lion (revenues)  Tetra 
Laval.  Family  bought 
out  brother  Hans  two 


purchasing  manager. 
Assets:  38%  of  the 
S2.8  billion  (sales) 
company,  stock  of 
which  has  doubled  in 
the  last  year.  A  new 
law  exempting  him 
from  wealth  tax 
quelled  rumors  about 
moving  headquarters 
outside  of  Sweden. 


years  ago  for  an  esti- 
mated $4.5  billion. 
Time  off:  Swedish 
media  reported  that 
Gad  asked  to  be 
excused  from  paying  a 
$5  annual  garbage  col- 
lection fee  for  a 
summer  home  he  visits 
infrequently.  Gad 
denies  it. 

STEFAN  PERSSON 
Net  worth:  $4.4  billion 
Claim  to  fame:  Persson, 
50,  chairs  fashion 
retailer  Hennes  & 
Mauritz,  now  aggres- 
sively expanding  out- 
side Nordic  base  into 
France.  In  April  gave 
up  chief  executive 
spot,  appointing 
Fabian  Mansson,  a  33- 
\  ear-old  amateur  rock 
musician  and  former 
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Time  off:  His  new 

3,000-acre  estate  in 
Wiltshire,  U.K.,  com- 
plete with  13th-centu- 
ry chapel  and  17th- 
century  priory. 

INGVAR  KAMPRAD 
Net  worth:  $2.6  billion 
Claim  to  fame:  Founder 
and  head  of  the  Ikea 
furniture  empire, 
which  opened  a  store 
in  Shanghai,  China  in 
March.  Also  intro- 
duced prefab,  500- 
square-foot  Ikea 
homes,  targeting 
single -parent  house- 
holds in  Sweden. 
Assets:  Controls  $5.9 
billion  (sales)  furniture 
giant  Ikea,  receives 
royalties  on  sales 
through  Interlkca. 
Familv  investment 


Central  Park  is  awful  pretty, 


1 11  Duy  it 

Japan 's  Eitaro  Itoyama  atJAVs  Essex  House, 
while  gesturing  at  New  York  below 
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company  Ikano  has 
interests  in  banking, 
real  estate  and  insur- 
ance. Time  off:  Cook- 
ing, gardening, 
visiting  his  winery 
in  Provence. 

Switzerland 

PIERRE  LANDOLT 
AND  FAMILY 

Net  worth:  $6.5  billion 
Claim  to  fame:  The  heirs 
of  Swiss  drug  giant 
Sandoz's  founder  are 
turning  a  sleepy  family 
foundation,  headed  by 
Pierre,  50,  into  an 
aggressive  investment 
vehicle  with  stakes  in 
telecom  and  financial 
services.  Assets:  Bulk  of 
wealth  from  4%  stake 
of  Novartis,  the  result 
of  Sandoz/Ciba-Geigy 
merger.  Other  holdings 
include  a  private  bank, 
a  Brazilian  brokerage. 
Time  off:  Pierre,  who 
spends  half  the  year  in 
Brazil,  tends  to  his 
organic  "French 
cheese"  farm. 

STEPHAN 
SCHMIDHEINY 

Net  worth:  $4.1  billion 
Claim  to  fame:  Individ- 
ual investor-cum-envi- 
ronmental  crusader. 
Founded  the  Business 
Council  for  Sustainable 
Development.  Brother 
of  Thomas  (see). 
Assets:  Over  4%  of  ABB, 
parent  of  Swiss- 
Swedish  Asea  Brown 
Boveri.  Stakes  in  U.S. 
and  Swiss  blue  chips. 
Has  invested  $750  mil- 


UNUSUAL  ASSET  AWARD 

Sir  Adrian  and  Sir  John  Swire  own 

Australia's  largest  truck  wash. 


lion  in  South  American 
forestry,  water  trans- 
portation, and  housing. 
Time  off:  Through  his 
Avina  foundation, 
Schmidheiny,  50,  funds 
and  advises  South 
American  entrepre- 
neurs on  sustainable 
development. 

ERNESTO  BERTARELLI 

Net  worth:  $4  billion 
Claim  to  fame:  At  32, 

one  of  the  youngest 
chairmen  of  a  major 
pharmaceutical  firm. 
Has  big  shoes  to  fill: 
Father,  Fabio,  73,  died 
in  January.  Assets: 


in  his  yellow  catamaran 
preparing  for  the  Bol 
d'Or  race,  which  he 
won  last  year. 

MARTIN  EBNER 
Net  worth:  $2.9  billion 
Claim  to  fame:  Swiss 

counterpart  to  U.S. 
activist  shareholder 
Michael  Price.  Ebner, 
52,  played  important 
role  in  last  year's  merg- 
ers of  UBS  and  Swiss 
Bank  (ubs  stock  surged 
70%  last  year),  and 
Credit  Suisse  and  Win- 
terthur  Insurance. 
Assets:  Owns  an  esti- 
mated 75%  of  his  bz 
Group  Holding,  which 
has  stakes  in  Swiss 
blue-chip  companies 
like  abb,  Alusuisse- 
Lonza,  and  Roche. 
Now  moving  into 


Family  owns  72%  of 
$864  million  (sales) 
Ares-Serono,  the 
world  leader  in  prod- 
ucts to  treat  infertility. 
Share  price  has  tripled 
since  Ernesto  took 
over  in  1996.  Contin- 
ues push  into  biotech- 
nology. Time  off:  Sails 
around  Lake  Geneva 


Germany  with  stake  in 
Hoechst.  Time  off:  Pals 
around  with  Christoph 
Blocher. 

THOMAS 
SCHMIDHEINY 

Net  worth:  $2.5  billion 

Claim  to  fame:  At  52, 

heads  up  Holderbank, 


PUTTING  ON  HEIRS 

Eka  Tjipta  Widjaja,  74,  of  Indonesia 

officially  has  15  children  from  2  wives. 
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<  STELiOS 

HAJMOANNOU 

Greece.  31.  Son  of 
a  shipping  magnate, 
Stelios  built  his  first 
fortune  by  founding 
shipping  company 
Stelmar  Tankers.  In 
1995  founded  low- 
cost,  no-frills,  short- 
haul  airline  easyjet  out 
^     of  the  U.K.  Battling 
*  »     British  Airways'  new 

Ptartup  with  SI 86 
n  fares  to  Nice. 
Net  worth:  $300  million. 


►  KJELL  INGE  R0KKE 

Norway.  39.  Started  as  fishing  boat 
deckhand,  now  chairs  Aker  RGI,  an 
industrial  holding  company  heavy  into  § 
offshore  engineering,  seafood  and 
cement.  With  recent  purchase  of  ship-    2 
yards  in  Germany  and  Finland,  plans  to  1 
form  a  new  listed  company,  Aker  Yards. 
Net  worth:  $775  million. 


<  RALPH  DOMMERMUTH 

Germany.  34.  This  former  computer  salesman  started 
l&l  ag  &  Co.  a  decade  ago  with  a  borrowed  desk 
and  S300,000.  The  company  provides  telemarketing, 
advertising  and  direct  sales  over  the  Internet.  It  went 
public  in  March  on  the  Neuer  Markt,  Germany's 
new  stock  market  for  innovative  companies.  Shares 
tripled  in  three  months.  A  low-key  guy,  he  gave  up 
his  Ferrari  and  still  lives  in  a  rented  apartment. 
Net  worth:  $325  million. 


N  ALBERT  FRERE 

Belgium.  72.  One  of  Europe's 
lowest-profile  business  magnates. 
Through  Geneva-listed  holding 
company  Pargcsa,  controls  Belgian 
oil  company  Petrofina,  is  partners 
with  Bertelsmann  in  Europe's  pay  TV 
and  radio  giant  CLT-UFA  and  has 
management  influence  at  water  and 
waste  control  firm  Suez-Lyonnaise 
des  Eaux.  "Nothing  really  gets  done 
in  France  or  Belgium  these  days 
without  Frcre  being  involved 
somehow,"  says  a  spokesman. 
Not  worth:  $900  million. 


■V*x'- 


the  world's  largest 
cement  company,  now 
in  55  countries.  Brother 
to  Stephan  (see).  Assets: 
Owns  an  estimated  one- 
thirdof$7.8  billion 
(revenues)  Holderbank. 
Shares  dipped  in  late 
1997  on  overblown 
fears  of  Asian  impact, 
but  are  up  82%  so  far 
this  year.  Time  off:  Plays 
master  of  the  house  at 
his  stately  19th-century 
Grand  Hotel  Quellen- 
hof  in  the  Rhine  Valley. 
Or  tends  to  his  Cuvai- 
son  Vineyard  in 
California. 

CHRISTOPH  BLOCHER 
Net  worth:  $2  billion 

Billionaire  in  the  news. 
See  page  220. 

United 
Kingdom 

bruno  Schroder 
and  family 

Net  worth:  $2.9  billion 
Claim  to  fame:  Fourth- 
generation  banker, 
Schroder,  65,  vows  to 
maintain  independence 
of  the  successful  epony- 
mous merchant  bank 
(pretax  profits,  $409 
million)  despite  fre- 
quent takeover  rumors. 
Last  year  it  was  top 
financial  adviser  on 
U.K.  public  takeovers, 
ranked  by  number  of 
deals.  Assets:  With 
sister  Charmaine  and 
family  trust,  has  48% 
stake  in  Schroders  Pic. 
Time  off:  Collects  silver 
chalices,  donates  to 
German  charities. 

RICHARD  BRANSON 

Net  worth:  $1.9  billion 
Claim  to  fame:  This 
unstoppable  travel- 
entertainment-retail 
mogul,  48,  was  Lon- 
doners' unofficial  choice 
for  mayor  this  spring.  A 
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IS      IT      POSSIBLE      TO      BE      THIS      PASSIONATE 

ABOUT      A      DOCUMENT      SYSTEM? 


f  g<ster*ti  trademark  oTAutomoWU  Umborjrtftjji  S;j 


Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the   remarkable   Minolta   Di62o.    Designed   specifically   to   allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  #  At  it's  heart,  an  advanced  digital  image  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages.   #  Of  course,  you  can  access  all  these  capabilities 


directly  from  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the 
power  of  the  Di620.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  1-800-964-6658.  www.min0ltad3.com/ad. 


MINOLTA 


Imm 


World  Billionaire* 


▲  RYSZARD  KRAUZE 

Poland.  42.  Founded  and  owns  5  %  of  publicly  traded  Prokom 
Software,  the  country's  largest  computer  systems  integrator  and  soft 
ware  manufacturer.  Has  about  20%  of  the  $680  million  Polish  com- 
puter services  market.  Recently  landed  a  $185  million  contract  to 
install  8,000  workstations  for  the  state-owned  insurance  company. 
Net  worth:  $230  million. 


master  of  publicity,  he 
sent  a  Sherman  tank 
into  New  York's  Times 
Square  to  mark  launch 
of  Virgin  Cola  in  May. 
Current  challenge: 
making  a  go  of  Virgin 
Rail.  Assets:  The  pri- 
vately held  Virgin 
empire,  of  which 
Virgin  Airline  is 
biggest  cash  genera- 
tor. Floated  low-cost 
Virgin  Express  late  last 
year.  Time  off:  Hot-air 
ballooning. 

VISCOUNT 
ROTHERMERE 

Net  worth:  $1.6  billion 
Claim  to  fame:  Third - 
generation  media 


General  Trust,  of 
which  the  viscount 
and  son  own  54%. 
Share  price  up  about 
50%  since  last  year. 
Also  bought  U.S. 
magazine  Institution- 
al Investor  in  August. 
Time  off:  Native  Brit 
bases  himself  in 
France. 

GARRY  WESTON 
AND  FAMILY 
Net  worth:  $1.6  billion 
Claim  to  fame:  Chair- 
man of  Associated 
British  Foods,  71,  saw 
profits  of  $  1 .4  billion 
on  sales  of  $8.7  billion 
trimmed  by  the  strong 
British  pound.  Cau- 


baron,  72,  whose 
national  newspaper 
division  with  Daily 
Mail  as  its  flagship, 
had  a  record  year  for 
circulation,  revenue 
and  profit.  New  areas 
to  conquer:  radio  and 
electronic  publishing. 
Son  and  likely  succes- 
sor Jonathan  Harms- 
worth,  30,  in  the 
wings.  Assets:  Chair- 
man of  Daily  Mail  and 


tiously  expanding  in 
China.  Assets:  Con- 
trols 63%  of  Associat- 
ed Bridsh  Foods, 
maker  of  Twinings 
Tea,  Wagon  Wheels 
snack  cakes  and 
British  Sugar  prod- 
ucts. At  least  40%  of 
the  family's  stake  in 
the  food  behemoth  is 
pledged  to  a  charita- 
ble trust.  Time  off: 
Gardening  and  tennis. 
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Antique      Art      Carpets 

Cl AREMONT  7§JG  COMPANY 


Exquisite  colors  and  lyrical  design  marry  in  this  late  1 9th  century  carpet  of  very  generous  size. 
From  our  vast  collection  of  sublimely  decorative  antique  carpets  in  the  prized  Sultanabad  style. 

Tru&  curt  i&  timele&& 


Inquiries  &   Color  Catalog  ($10)     •  Call    1(800)441-1332 
6087  Claremont  Avenue,  Oakland,  CA    USA    94618    *    In  the  beautiful  San  Francisco  Bay  Area 


Cheaper  oil  means  less  patronage  in  the  Middle 
East.  Which  in  turn  means  entrepreneurs  are 
looking  beyond  the  sheikhs,  emirs  and  kings 
for  economic  support.  One  proven  route  to 

riches:  banking.  All 
of  the  11  billion- 
aires and  2  of  the 
heavy  hitters  from 
the  region  are 
bankers  or  own 
stakes  in  banks.  For 
many,  the  banks  serve  as  a  jumping-off  point 
for  other  businesses.  Saudi  Arabia's  Al  Rajhi 
family  started  a  money-changer,  turned  it  into 
a  bank  and  got  into  real  estate  and  agribusi- 
ness. Not  so  in  Africa,  where  the  bigger  for- 
tunes are  still  in  the  making. 


Average  wealth  of  billionaires  ($bil) 

1*94  ■an  i7 

'95  ■■■2.2 
96  ■■■  2.2 

1'98  ■onn  4.5 


Israel 


THEODORE  ARISON 
Net  worth:  $4  billion 
Claim  to  fame:  Former 
head  of  Carnival  Cruise 
Lines  now  busy  invest- 
ing in  Israel.  Last 
October  bought  43% 
of  state-owned  Bank 


Hapoalim  in  a  consor- 
tium with  U.S.  Health- 
care founder  Len 
Abramson  and  others. 
Assets:  Son,  Micky, 
runs  Carnival,  but  Ted, 
74,  still  owns  16%, 
worth  S3  billion.  Also 
set  up  a  joint  venture 
with  Teva  Pharmaceu- 
ticals to  invest  in  bio- 
medical research. 


Time  off:  His  Arison 
Foundation  gives  to 
hospitals  and  education 
in  Israel  and  U.S. 

Kuwait 

NASSER  AL-KHARAFI 
AND  FAMILY 
Net  worth:  $4.4  billion 
Claim  to  fame:  With 
brother  Fawzi,  runs 
$2.6  billion  (revenues) 
Mohammed  Abdul- 
mohsin  Al-Kharafi  & 
Sons,  the  general 
trading  and  contracting 
group  founded 
by  their  father.  Now 
building  hotels, 
restaurants  and  tourist 
villages  in  Egypt, 
Albania  and  South 
Africa.  Assets:  All 
of  MA.  Al-Kharafi 
&  Sons;  an  estimated 
20%  of  the  National 
Bank  of  Kuwait  and 
most  of  Kuwait 
Food  Co.  (Ameri- 
cana), which  recently 
opened  Damascus, 
Syria's  first  Kentucky 
Fried  Chicken 
restaurant. 


._  Lebanon 


EDMOND  SAFRA 
Net  worth:  $3.3  billion 
Claim  to  fame:  A  long- 
term  player  in  the  world 
of  finance.  Last  October 
his  Safra  Republic  Hold- 
ings issued  the  first 
bonds  that  carry  a  matu- 
rity of  1 ,000  years. 
Assets:  28%  of  Republic 
New  York  Corp.,  owner 
of  Republic  National 
Bank  of  New  York,  plus 
21%  of  Safra  Republic 
Holdings,  a  Luxem- 
bourg-based private 
banking  firm.  Time  off: 
Comparing  notes  on 
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ODDEST  FIRST  JOBS 

Australian  Kerry  Stoke      as  a  cane  cutter, 

a  dockworker  and  a  "jai  ;aroo"  (cowboy) 

before  age  19.  Then  he  started 

installing  television  antennas. 


family  businesses. 
Nephew  Jacob  owns 
Encyclopaedia  Britanni- 
ca;  brother  Joseph  has 
banks  in  Brazil  and 
Israel. 

Saudi 
Arabia 

PRINCE  ALWALEED 
BIN  TALAL  BIN 
ABDULAZIZ  ALSAUD 
Net  worth:  $13.3  billion 

One  of  Forbes'  top  ten 

entrepreneurs. 

See  page  190. 

SULIMAN  OLAYAN 
Net  worth:  $7  billion 
Claim  to  fame:  Olayan, 
79,  is  an  international 
investor  with  a  golden 
touch.  His  first  trip  to 
the  U.S.  in  1950  led  to 
long-term  relationships 
with  General  Foods, 
Pillsbury  and  Kimber- 
ly-Clark. Assets:  The 
Olayan  Group's  30 
companies  in  Saudi 
Arabia  span  trading  to 
contracting.  Plus  a 
nearly  20%  stake  in 
Saudi  British  Bank  and 
significant  minority 
shareholding  in  blue 
chips  like  Chase,  Occi- 
dental and  Credit 
Suisse  First  Boston. 
U.K.  holdings  include 
stakes  in  National  Grid 
and  Peel  Holdings. 

SALEH  BIN  ABDUL  AZIZ 
AL  RAJHI  AND  FAMILY 
Net  worth:  $3.5  billion 
Claim  to  fame:  This 
press-shy  clan  runs  the 
Al  Rajhi  Banking  & 
Investment  Corp., 
which  operates  on 
Islamic  principle, 
paying  no  interest  on 
deposits.  With  25% 
return  on  equity,  it's 


Saudi  Arabia's  most 
profitable  bank. 
Assets:  The  family's    ' 
52%  stake  in  the  bank 
is  worth  $3.4  billion. 
Bank's  general  manag- 
er, Abdullah  Sulaiman 
Al  Rajhi,  Saleh's 
nephew,  40,  brought  in 
AT  Kearny  to  restruc- 
ture the  bank  and  inte- 
grate new  computer 
systems.  Time  off: 
Nephew  Abdullah  is  an 
avid  squash  player. 

KHALID  SALIM  BIN 
MAHFOUZ  AND  FAMILY 
Net  worth:  $2.6  billion 
Claim  to  fame:  Heads 
National  Commercial 
Bank,  the  Middle 
East's  largest  private 
bank.  Last  summer  Bin 
Mahfouz,  51,  bought 
Credit  Libanaise,  the 
tenth-largest  bank  in 
Lebanon,  for  $163 
million.  Assets:  80%  of 
National  Commercial 
Bank,  plus  construc- 
tion projects  through- 
out the  Middle  East 
and  Europe.  Nimir 
Petroleum,  run  by 
Khalid's  two  sons, 
has  operations  in 
Yemen,  Colombia, 
Azerbaijan  and 
Sakhalin  Island. 

SALEH  ABDALLAH 
KAMEL 

Net  worth:  $1.8  billion 
Claim  to  fame:  Built  an 
empire  of  Islamic 
banks,  finance  and  leas- 
ing companies  worth 
$12  billion  (assets) 
throughout  the 
Muslim  world.  His 
Dallah  Albaraka  is 
Saudi  Arabia's  second- 
largest  conglomerate, 
with  real  estate,  manu- 
facturing, construction 
and  money-changing 
operations. 


▼tWt 


BOTTOM  OF  LADDER  AWARD 

When  Frank  Lowy  moved  to  Australia  at  age  22, 

one  of  his  first  jobs  was  as  a  delivery  truck 

driver  for  a  delicatessen. 
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Assets:  Owns  majority 
of  DalJah  Albaraka.  Pur- 
chased an  1 1%  stake  in 
tiny  Saudi  bank,  Al- 
Jazira,  and  put  son 
Abdullah  on  the  board. 
Saudi  monetary  author- 
ities have  long  denied 
him  an  Islamic  banking 
license,  but  he  may 
try  to  turn  Al- 
Jazira  into  an  Islamic 
bank. 

Turkey 

RAHMI  KOC  " 
AND  FAMILY 
Net  worth:  $5  billion 
Claim  to  fame:  Heads 
Turkey's  biggest  con- 
glomerate, with  over 
100  companies — from 
home  appliance  makers 
to  automakers.  Its  21 
listed  companies 
account  for  1 8%  of  the 
country's  market  cap. 
Assets:  80%  of  publicly 
traded  Koc  Holding, 
worth  S3  billion,  a 
majority  stake  in  listed 
supermarket  chain 
Migros,  and  more.  Koc 
Holding  plans  to  sell 
another  10%  to  the 
public  this  month.  Time 
off:  Its  own  brand  of 
education:  the  family 
finances  Koc  University 
and  Koc  High  School  in 
Istanbul. 


SAKIP  SABANCI 
AND  FAMILY 

Net  worth:  $5  billion 

Claim  to  fame:  The 

eponymous  family  hold- 
ing company  spans  the 
Turkish  economy — 
from  banks  and  insur- 
ance to  production  of 
cars,  tires  and  cigarettes. 
Sabanci,  65,  and  his 
family  reportedly  pay 
5.3%  of  the  country's 
tax  bill.  Assets:  89%  of 
Haci  Omer  Sabanci 
Holding,  which  listed 
its  shares  last  summer. 
Plus  30%  of  $5. 5  billion 
assets  Akbank,  also  pub- 


licly traded.  Time  off: 
Family  philanthropy 
split  between  giving  to 
social  services  and  the 
new  Sabanci  University 
outside  Istanbul. 

AYHAN  SAHENK 
AND  FAMILY 
Net  worth:  $2.2  billion 
Claim  to  fame:  Sahenk, 
69,  heads  Turkey's  lead- 
ing banking  family. 
Their  flagship  Garanti 
Bank  issued  its  own 
credit  card  last  year, 
with  an  annual  interest 
rate  of  about  200%— 
typical  in  Turkey. 
Assets:  82%  of  Garanti 
Bank  (worth  SI. 6  bil- 
lion), plus  three  other 
banks,  real  estate  and  a 
construction  company. 
Fcrit,  34,  manages 
family's  banking  and 
finance  holdings,  while 
daughter,  Filiz,  31,  han- 
dles retail,  tourism  and 
food  businesses. 

South 
Africa 

NICRY  oppenheimer 

AND  FAMILY 
Net  worth:  $2.4  billion 
Claim  to  fame:  Only  son 
of  Harry,  53  year-old 

Nicky  became  De  Beers 
chairman  in  January, 
reclaiming  the  family 
spot  atop  the  diamond 
and  mining  empire — 
after  a  13 -year  hiatus. 
Assets:  Family-con- 
trolled conglomerate, 
Anglo  American,  being 
restructured  into  eight 
companies  including 
Anglogold  and  Amcoal. 
Its  dominance  of  South 
Africa's  economy  has 
loosened  from  41% 
of  the  Johannesburg 
Stock  Exchange  market 
cap  in  1994  to  a  recent 
19%.  Time  off:  Owns 
a  cricket  team,  fEes 
helicopters. 


m     - 


▲  CYRIL  RAMAPHOSA  South  Africa,  45.  Former  union  leac 
onetime  contender  to  succeed  President  Nelson  Mandela.  N 
powerful  businessman.  Executive  deputy  chairman  of  NAIL,  the 
largest  black-led  business  group,  with  $2.1  billion  in  assets.  Acting 
chairman  of  beer  giant  South  African  Breweries,  director  at  Anglo 
American  (see  Oppenheimer),  others.  Net  worth:  $25  million. 


SABEIH  AL-MASRI  Saudi  Arabia,  60.  Right  place  at  the  right  time. 
Made  fortune  catering  meals  for  U.S.  troops  stationed  in  Saudi 
Arabia  during  Gulf  War.  Now  leads  a  group  of  Palestinians  and 
supporters  including  Saudi  Prince  Alwaleed  Bin  Talal  (see)  investing 
in  the  West  Bank  through  Palestinian  Co.  for  Investment  &  Devel- 
opment (Padico).  Has  majority  stake  in  Cairo  Amman  Bank. 
Net  worth:  $450  million. 


<  ABDUL-AZIZ  AL-GHURAIR 

Dubai,  44.  Heads  family's 
MashreqBank,  most  profitable 
privately  owned  bank  in  the 
U.A.E.  Introduced  longer  hours, 
computerized  banking  and  pro- 
fessional management.  He  owns 
an  estimated  25%  of  the  $4.7 
billion  (assets)  listed  bank. 
Family  has  cement  companies, 
real  estate,  shipping  interests. 
Net  worth:  $450  million. 


<  MOHAMED  NOSSEIR  Egypt,  60.  Got 

rking  for  IBM  in  the  Middle  East. 
Alkan  Group,  a  trading,  manu- 
g  and  services  conglomerate 
300  million  revenues.  With  Air- 
ouch  Communications  won  Egypt's 
■rond  mobile  phone  license,  Misrfone. 
'laled,  heads  pharmaceutical  and 
inesses.  Favors  Cohiba  cigars. 
:h:  $300  million. 
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Just  as  Latin.  American  markets  started  over- 
heating last  autumn,  the  fallout  from  Asia's 
economic  crisis  took  hold.  But  the  setback  was 
a  relative  hiccup  for  the  region's  billionaires. 
On  average,  they're  a  respectable  $800  million 
richer  than  last 
year.  Going  public 
is  one  way  to 
grow  rich  quicker. 
Mexico's  Ricardo 
Salinas  Pliego  has 
taken  two  compa- 
nies public  since  last  June,  nearly  doubling 
his  worth  on  paper  in  the  process.  And 
Canada's  Ken  Thomson  raised  $2.8  billion 
in  May,  when  he  spun  off  Thomson  Travel  in 
the  U.K. 


By  fay  Akasic  and  Dolly  Sctton 


Average  wealth  of  billionaires  ($bil) 
'94  ■■■1.8 
|'95|^BBl.9 
•96  ■■■1.9 
•97  ■■■■2.9 
'98  ■■■■■i  3.7 


Argentina 

GREGOMO  PEREZ 
COMPANC 

Net  worth:  $4.4  billion 
Claim  to  fame:  Boss  of 
$1.6  billion  (sales)  oil 
and  industrial  conglom- 
erate Perez  Companc  is 
moving  abroad;  with 
consortium  bought 
stake  in  Enersul,  an  elec- 
tric distributor  in  south- 
ern Brazil,  last  Novem- 
ber. Assets:  With  family, 
60%  of  Perez  Companc. 
Time  off:  Devout 
Roman  Catholic. 

ROBERTO  ROCCA 
AND  FAMILY 
Net  worth:  $3.2  billion 
Claim  to  fame:  Son  of 

dictator  Mussolini's 
wartime  steel  czar  has 
steel  in  the  genes.  Since 
1945  family  has  domi- 
nated Argentinean  civil 
engineering.  Assets: 
Majority  of  global  con- 
struction and  engineer- 


ing firm  Techint,  parent 
of  $728  million  (rev- 
enues) Siderca,  which 
rolls  out  13%  of  the 
world's  seamless  steel 
tubes.  With  consortium, 
bought  35%  of  Venezue- 
lan steel  producer  Sidor 
for  $1.2  billion  in  Janu- 
ary. Time  off:  Reclusive 
family  still  maintains  cul- 
tural and  business  ties  to 
native  Italy. 

Brazil 

ROBERTO  MARINHO 
Net  worth:  $6.3  billion 
Claim  to  fame:  At  93, 

media  baron  still  carries 
political  clout.  His 
Globo  group  dominates 
Brazilian  TV  and  is  chal- 
lenging publishing 
tycoon  Roberto  Civita 
with  a  new  weekly  news- 
magazine, Epoca, 
launched  in  May. 
Assets:  With  his  three 
sons,  owns  nearly  all 
$4.8  billion  (net  rev- 


enues) Globo  Organiza- 
tion. In  a  consortium 
with  at&t,  won  two  cell 
phone  licenses  within 
the  last  year. 

ANTONIO  ERMIRIO  DE 
MORAES  AND  FAMILY 
Net  worth:  $5.5  billion 
Claim  to  fame:  Sign  of 
the  times — at  70,  the 
vice  chair  of  Votorantim, 
Brazil's  biggest  family- 
owned  conglomerate, 
reportedly  plans  to  take 
it  public,  though  no 
details  when.  Assets: 
Family  owns  100%  of 
Votorantim — strong  in 
cement,  pulp  and  paper, 
aluminum  and  orange 
juice.  Led  a  consortium 
that  won  two  electricity- 
sector  privatizations  last 
year.  Time  off:  Works  as 
unpaid  chairman  at  the 
Portuguese  communi- 
ty's Sao  Paulo  hospital. 

JULIO  BOZANO 

Net  worth:  $2.2  billion 

Claim  to  fame:  It's  full 


OFF-SEASON  ENTERTAINMENT? 

In  May  Norway's  Kjell .  ;kke  ran 

in  a  relay  race  with  33,G  0  others- 

up  an  Oslo  ski  jump. 


KENNETH  R.  THOMSON/ 

Canada 

Net  worth:  $14.4  billion 

The  head  of  publishing  and 
information  giant  Thomson 
Corp.,  Thomson,  74,  is  more 
gung  ho  on  media  than  ever. 
He  sold  off  his  family  stake  in 
retailer  Hudson's  Bay  for  $357 
million  and  spun  off  Thomson 
Travel,  the  U.K's  largest  pack- 
age holiday  company.  Reinvest- 
ing in  publishing — especially 
electronic  delivery  systems.  Last 
year  Thomson  Corp.  bought 
the  law  and  tax  publishing  busi- 
nesses from  Pearson.  Family's 
73%  of  Thomson  Corp.  alone  is 
worth  $13.6  billion.  Hobby: 
Collects  medieval  carvings, 
works  by  Canadian  painters, 
ship  models. 


steam  ahead  for  Grupo 
Bozano,  Simonsen. 
Started  as  a  brokerage 
36  years  ago,  the  group 
is  expanding  its  retail 
banking  and  has 
opened  brokerage 
offices  in  Buenos  Aires, 
London,  Hong  Kong 
and  Miami.  Assets: 
Owns  91%  of  Bozano, 


Simonsen,  which  has 
more  than  40  compa- 
nies in  the  financial, 
real  estate  and  industri- 
al sectors.  Backing  a 
new  sports  newspaper, 
Lance!,  with  fellow 
tycoon  Marinho  (see) 
and  others.  Time  off:  At 
62,  he's  passionate 
about  horse  racing. 


JUST  A  REGULAR  GUY 

Henry  Sy  Sr.  goes  to  a  fish  market  once  a  week, 

surrounded  by  bodyguards,  to  pick  out 

fresh  fish  to  cook  for  his  family. 
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ISRAEL  (IZZY)  ASPER/Canada 
Net  worth:  $1.8  billion 
New  billionaire 

This  colorful  former  politician,  b5,  created  CanWest 
Global  Communications,  a  billion-dolhr  TV  empire 
with  stadons  in  Canada,  Australia,  New  Zealand  and 
Ireland.  He  picked  up  Canadian  rights  to  Friends, 
Seinfeld  and  the 
Super  Bowl.  He 
recently  acquired  a 
TV  and  rilm  produc- 
tion company.  His 
two  sons  are  climb- 
ing the  ranks.  The 
Asper  family  owns 
about  55%  of  Can- 
West  Communica- 
tions, plus  real 
estate,  stocks  and 
bonds.  Asper  is  also 
a  self  described 
jazz  nut. 


Canada 

KENNETH  R. 

THOMSON 

Net  worth:  $14.4  billion 

Billionaire  in  the  news 
See  page  234 


ARTHUR,  JAMES 
AND  JOHN  IRVING 

Net  worth:  $4  billion 
Claim  to  fame:  Broth- 
ers— Arthur,  68,  fames, 
69,  and  John,  66 — and 
children  reign  over  pri- 
vate network  of  compa- 
nies in  the  Maritime 
Provinces  ranging  from 
shipping  to  timber  to 
publishing.  All  keep  low 
profiles.  Assets:  Irving 
Oil,  ID  Irving  Corp., 
Irving  Pulp  &  Paper,  St. 
John  Shipbuilding.  Time 
off:  Sponsor  Canadian 
equivalent  of  national 
Little  League. 

CHARLES  R. 

BRONFMAN 

Net  worth:  $3.3  billion 

Claim  to  fame:  Charles, 


67,  cochairs  liquor  and 
entertainment  company 
Seagram  w  ith  American 
brother,  Edgar.  Big 
investor  in  Israel.  Took 
control  of  Koor  Indus 
tries,  one  of  Israel's 
largest  industrial  holding 
companies,  last  year. 
Assets:  16%  of  Seagram 
and  9%  of  movie  theater 
chain  Loews  Cmcplcx 
Entertainment  Corp. 
Time  off:  Supports  edu- 
cational and  environ- 
mental programs  m 
Israel,  cultural  programs 
in  Canada. 

ISRAEL  (IZZY)  ASPER 
Net  worth:  $1.8  billion 

New  billionaire. 
See  above. 


Chile 


ANACLETO  ANGEUNI 
Net  worth:  $1.5  billion 
Claim  to  fame:  Savvy 
conglomerator  moving 
from  pulp  and  plywood 
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RICARDO  SALINAS 
PUEGO  AND  FAMILY/ 

Mexico 

Net  worth:  $3.2  billion 

His  grandfather  sold  TVs 
door-to-door.  Now  the 
Mexican  masses  watch 
Salinas'  TV  Azteca  net- 
work, buy  TVs  and  pagers 
on  credit  at  his  appliance 
chain,  Elektra,  and  get 
paging  service  from  his 
Biper  firm.  Up  next — 
wireless  phone  service. 
With  family,  Salinas,  42, 
owns  70%  of  $793  mil- 
lion (sales)  Grupo  Elek- 
tra, 73%  of  TV  Azteca, 
which  went  public  last 
year,  and  most  of  Biper. 
All  are  fast-growing 
listed  companies. 


into  energy  business 
as  pulp  sales  flounder 
in  wake  of  Asian  crisis. 
Assets:  30%  of  fuel 
and  forest  products 
giant  Copec.  Through 
Copec,  a  20%  stake 
in  Gener,  Chile's  largest 
thermal  electric  genera- 
tion company. 
Time  off:  Until  recently 
this  quiet  8  5 -year-old 
could  often  be  seen 
dining  at  favorite  Italian 
restaurant  Lc  Due  Torri 
in  downtown  Santiago. 

Colombia 

LUIS  CARLOS 
SARMIENTO  ANGULO 
Net  worth:  $2.5  billion 
Claim  to  fame:  Colom- 
bia's biggest  banker  runs 
newly  created  Group 
aval,  a  financial  holding 
company  with  850  bank 
branches  and  a  large 
ATM  network.  Look  for 
NYSE  listing  this  year. 
Assets:  All  of  AVAL, 


which  has  majority  of 
banks  Bogota,  Occi- 
dente  and  Popular,  two 
s&ls,  and  more.  Plus  a 
construction  company — 
root  of  the  fortune.  Time 
off:  Sarmiento  Founda- 


bia's  soft  drink  king 
hopes  to  make  it  big  in 
TV.  Spent  $95  million 
on  one  of  the  country's 
two  new  private  net- 
works, which  went  on 
air  in  June.  Assets: 


tion  opened  a  hospital 
for  Colombian  Indians 
last  year. 

CARLOS  ARDILA  LULLE 
Net  worth:  $2.1  billion 
Claim  to  fame:  Colom- 


Family-owned  soft  drink 
maker  Postobon  netted 
more  than  $100  million 
in  1997.  Beer  upstart 
Leona,  with  12%  market 
share,  still  in  shadow  of 
indefatigable  rival 


WE  WERE  ALWAYS  CAPITALISTS 

At  university,  Stephan  Schmidheiny  and  Christoph  Blocher 

from  Switzerland  founded  a  group  called  the  Student  Ring  to  protest 

against  the  Marxist  student  revolution  of  1968. 


235 


wmfmmmTm 


World  Billionaire* 


H  <  FRANCISCO 
MACRI 

?.  Argentina,  68.  Ital 
|  Ian-born  former 
*  billionaire  on  the 
comeback  after  his 
automaker,  Scvel, 
began  dropping 
Fiat  contracts  in 
1995.  Now  focus- 
ing on  highway 
construction  and 
food  with  Socma. 
Won  privatization 
bid  for  Argentine 
post  office  last  year. 
Net  worth:  $730 
million. 


Argentina,  64.  Savvy  son  of 
Armenian  immigrants 
mints  money  in  many  an 
industry.  Reaped  $750  mil- 
lion from  sale  of  stake  in 
big  cable  TV  provider. 
Owns  El  Cronista,  Argenti- 
na's largest  business  daily. 
Part  of  consortium  that  will 
overhaul  and  run  33 
Argentine  airports.  Next 
up:  cotton  and  tourism. 
Net  worth:  $845  million. 


■JAMIN 
STEINBRUCH 

Brazil,  45.  Scion  of  a 
textile  family,  he's 
not  slicking  to  his 
knitting.  Made  head- 
lines last  year  when 
consortium  including 
Cpmpanhia  Siderur- 
gica  Naeional,  the 
steel  company  he 
chairs,  won  auction 
For  Vale  do  Rio 
Doce,  Latin  Ameri- 
ca's largest  natural 
tree  conglomer 
Now  battling  to 
ase  the  heft  of 
SX.  Family  net 
orth:  $800  million. 


Bavaria,  owned  by  fellow 
billionaire  Santo  Domin- 
go (see).  Other  holdings: 
sugar  cane,  textiles,  auto 
dealerships.  Time  off:  At 
68,  swims  nearly  every 
day  and  cheers  for  his 
soccer  team,  Naeional — 
recendy  in  first  place. 

JUUO  MARIO  SANTO 
DOMINGO 

Net  worth:  $1.5  billion 
Claim  to  fame:  Aristo- 
cratic beverage  tycoon 
moves  into  media — 
bought  Colombia's 
oldest  newspaper  and  is 
setting  up  one  of  the 
first  private  TV  networks. 
Assets:  70%  of  domi- 
nant brewer  Bavaria.  Its 
three-year-old  soft  drink 
business  leads  the 
domestic  juice  and  malt 
drink  market  but  still 
trails  competitor  Ardila 
Liille  (see)  in  soda.  Also 


glomerate,  Grupo 
Carso,  last  October,  but 
both  recovered.  His 
three  sons  run  Carso 
and  financial  arm  Inbur- 
sa.  Slim,  58,  oversees. 
Assets:  Majority  stakes 
in  Grupo  Carso,  Grupo 
Financiero  Inbursa  and 
Carso  Global  Telecom — 
through  which  he  con- 
trols giant  Telefonos  de 
Mexico.  Broadening 
horizons:  Carso  recently 
opened  an  automotive 
cable  plant  in  Brazil  and 
acquired  another  in 
Spain. 


EMILIO  AZCARRAGA 
JEAN  AND  FAMILY 
Net  worth:  $3.5  billion 
Claim  to  fame:  The 

youngest  person  on  this 
list,  took  over  as  chair- 
man of  Grupo  Televisa, 
the  top  Spanish-lan- 
guage media  group, 


Julio  Mario  Santo  Domingo:  Moving 


owns  62%  of  airline 
Avianca.  Time  off:  At  74, 
plays  tennis  against 
opponents  half  his  age. 


Mai 


extco 


CARLOS  SUM  HELU 
AND  FAMILY 
Net  worth:  $7.2  billion 
Claim  to  fame:  A 

brush  with  mortality — in 
the  form  of  heart 
surgery — in  part 
knocked  30%  off  the 
stock  of  his  flagship  con- 


after  dad,  Emilio,  died 
last  year.  Now  30,  he's 
wowed  analysts  by  cut- 
ting costs,  hiring  smart 
management.  Assets: 
Family  owns  more  than 
half  of  Televisa,  which 
has  stopped  losing 
market  share  to  Salinas 
Pliego's  (see)  TV  Azteca. 
Sold  stake  in  PanAmsat, 
maybe  to  pay  down 
debt.  The  Gen-X  chair- 
man may  also  sell  some 
of  its  holding  in  U.S. 
Spanish-language  broad- 
caster Univision. 
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World  Billionaires 


<  RICARDO  CLARO 

Chile,  63.  Power 
broker,  lawyer, 
media  tycoon  and 
industrialist.  Runs 

,  country's 

st  shipping  line, 
as  well.  His  vine- 
yards, Santa  Rita  and 
Carmen,  sell  some  of 
Chile's  highest- 
priced  wines. 
Net  worth:  $570 


RICARDO  SALINAS 
PLIEGO  AND  FAMILY 
Net  worth:  $3.2  billion 

Billionaire  in  the  news. 
See  page  235. 

EUGENIO  GARZA 
LAGUERA  AND  FAMILY 
Net  worth:  $2.9  billion 
Claim  to  fame:  Promi- 
nent member  of  Mon- 
terrey, Mexico's  equiva- 


lent of  the  Rockefeller 
family.  At  75,  chairs 
Grupo  Financiero  Ban- 
comer,  Mexico's 
second-largest  bank, 
and  Fomento  Economi- 
co  Mexicano  (femsa),  a 
leading  brewer  and 
Coke  bottler.  Assets: 
Family  owns  47%  of 
'isted 
ADRs  on  the 
May.  Plus  estimated 


25%  of  Bancomer, 
which  was  charged  with 
money  laundering  by 
the  U.S.  Treasury  in 
May.  But  Garza  can 
boast  of  the  105%  surge 
in  Bancomer  shares  in 
the  year  through  April. 

LORENZO  ZAMBRANO 

AND  FAMILY 

Net  worth:  $2.9  billion 

One  of  Forbes'  top  ten 


entrepreneurs. 
See  page  192. 

ALFONSO  ROMO 
GARZA 

Net  worth:  $2.4  billion 
Claim  to  fame:  Related 
by  marriage  to  Garza 
Lagiiera  '(see);  his 
Empresas  La  Moderna 
sold  its  tobacco  busi- 
ness to  B.A.T  Indus- 
tries last  summer  for 
$1.7  billion.  Assets: 
His  Pulsar  Internation- 
al  group  is  heavy  into 
agribiotech;  its  Seminis 
subsidiary  is  world's 
largest  fruit  and  veg- 
etable seed  company. 
Also  owns  60%  of 
Seguros  Comercial 
America,  the  largest 
insurance  company  in 
Mexico.  Time  off: 
Garza,  48,  rides  horses 
daily. 

ISAAC  SABA  RAFFOUL 
AND  FAMILY 
Net  worth:  $2  billion 
Claim  to  fame:  Cheap- 
skate polyester  billion- 
aire, 74.  Son  of  a 
Syrian  immigrant,  he 
built  a  textile  and  real 
estate  empire  by  pick- 
ing up  assets  on  the 
cheap.  Now  he  has 
partnered  with  Ameri- 
cans Charles  and  David 
Koch's  (see)  Koch 
Industries  to  spend  an 
estimated  $2.7  billion 
on  bulk  of  Hoechst's 
global  polyester  busi- 
ness. Assets:  Owns 
32%  of  Grupo 
Celanese,  Mexico's 
biggest  synthetics  man- 
ufacturer. Plus  real 
estate,  food  and  textile 
firms.  Time  off:  Thrifti- 
ness.  "He  calls  me  col- 
lect for  free  advice," 
says  a  top  Mexican 
lawyer  of  Saba. 


Venezuela 

LEONOR  MENDOZA 
AND  FAMILY 
Net  worth:  $3.1  billion 
Claim  to  fame:  Old-line 
family  selling  off  bank 
assets  to  concentrate  on 
beverage  and  food  giant 
Polar  Group.  Though 
matriarch  Leonor  (Tita) 
is  boss,  son  Lorenzo 
runs  daily  operations. 
Assets:  Swapped  stock 
of  Banco  Provincial  for 
3%  of  Spain's  mammoth 
Banco  Bilbao  Vizcaya. 
Local  Pepsi  bottler, 
picked  up  last  year,  is 
chipping  away  at  rival 
Cisneros'  (see)  Coke 
market  share.  Time  off: 
Press-shy  but  for  the 
awarding  of  the  presti- 
gious Polar  Founda- 
tion's scientific  prizes 
and  scholarships. 

GUSTAVO  CISNEROS 
AND  FAMILY 
Net  worth:  $2.1  billion 
Claim  to  fame:  His 

companies  do  every- 
thing from  distributing 
Budweiser  to  producing 
Miss  Venezuela  pageant. 
Hooked  up  with  Toron- 
to-based Labatt  brewery 
last  year  to  extend  family 
beer  interests  through- 
out South  America. 
Assets:  With  partners 
brought  DirecTV  to 
Latin  America;  launched 
$500  million  media 
buyout  fund  with  U.S. 
firm  Hicks,  Muse,  Tate 
&  Furst.  Also  owns  12% 
of  Panamerican  Bever- 
ages, Latin  America's 
largest  soft  drink  bottler. 
Time  off:  With  his  wife, 
Patricia,  has  spent  time 
among  Venezuela's 
Yanomami  and  Yebuana 
tribes;  has  a  collection  of 
their  artifacts. 
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CHEAPEST  RID E         VORK 

At  76,  Reinhard  Moh..  i(  Germany 

still  rides  his  bike  to  wo,     Robert  Ng 

of  Singapore  favors  the  subway. 


BIG  EGO  AWARD 

Ecuador  heavy  hitter  Alvaro  Noboa 

wears  a  tie  that  says  "Hello,  handsome" 

when  he  reads  it  in  the  mirror. 
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Wir/tf  Billionaires 


These  world  leaders  may  be  part  of  the  working  rich,  but  their  fortunes  aren't  the  good  old  capitalist  kind. 
What  follows  is  a  selection  of  some  of  the  wealthiest  people  in  power. 


Ruler 

Country 

Estimated  net  worth 

Source  of  wealth 

In  power  since 

Sultan  Hassanal  Bolkiah 

Brunei 

$36  billion 

oil,  gas 

1967 

King  Fatid  Bin  Abdulaziz  Alsaud 

Saudi  Arabia 

$25  billion 

oil,  investments,  property 

1982 

Sheikh  Zayed  Bin  Sultan  Al  Nahyan 

UAE  (Abu  Dhabi) 

$15  billion 

oil,  investments,  property 

1966 

Amir  Jaber  Al-Ahmed  Al-Jaber  Al-Sabah 

Kuwait 

$15  billion 

oil,  investments,  property 

1977 

Sheikh  Maktoum  Bin  Rashid  Al-Maktoum 

UAE  (Dubai) 

$10  billion 

oil,"  services 

1990 

Amir  Hamad  Bin  Khalifa  Al  Thani 

Qatar 

$5  billion 

oil,  investments 

1995 

President  Saddam  Hussein 

Iraq 

$5  billion 

oil,  son  Uday  controls  smuggling 

1979 

Prime  Minister  Rafik  al-Hariri 

Lebanon 

$3.6  billion 

banking,  construction,  investments 

1992 

President  Hafez  Al-Assad 

Syria 

$2  billion 

oil,  agriculture 

1971 

Queen  Elizabeth  II 

United  Kingdom 

$420  million  or 
$16  billion2 

investments,  property 

1952 

President  Fidel  Castro 

Cuba 

$100  million3 

tourism,  nickel  mining,  sugar 

1959 

'Officially  subordinate  to  Lebanon's  president,  but  the  de  facto  lea 
crown  jewels,  held  by  the  Queen  in  trust  for  the  nation.  3Castro's  si 


•iade  his  fortune  in  business  before  entering  politics, 
e  of  Cuba's  run-down  economy. 
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Better  things  for  better  living 

Surfyn"  is  a  DuPont  registered  trademark  for  its  brand  of  packaging  resin.  Only  DuPont  makes  Surfyn*. 


I  < 


Young,  moneyed 
and  driven 


So  Dad's  worth  a  billion — or  more.  What's 
that  like?  Some  kids  surely  lead  the  jet-set, 
rich-kid  life,  a  la  Mohamed  Khashoggi,  but 
many  billionaire  kids  appear  to  have  business 
in  the  genes,  sweating  to  persuade  Dad  and  Mom 
that  they  are  fit  to  fill  their  shoes. 

The  working  rich  kids  share  some  common  traits. 
Many  have  been  educated  in  the  U.S.  They're  com- 
fortable with  new  technology  and  new  management 
styles.  They  admire  their  fathers,  but  realize  it's 
futile  to  try  to  copy  their  precise  styles. 

Here's  what  they  have  to  say  about  their  lives  and 
their  work. 


Different  leaders,  different  times 

"I  fundamentally  believe  people  are  good. 
He  fundamentally  believed  people  are 
wicked." 

This  from  Ernesto  Bertarelli,  32,  on  his  late  father,  Fabio. 
As  an  officer  in  the  Italian  navy,  Fabio  was  captured  by 
German  troops,  sent  to  a  concentration  camp,  escaped, 
was  imprisoned  by  the  Russians  and  escaped  again.  In 
1965  Fabio  took  over  a  $10  million  Italian  drug  purifica- 
tion company,  moved  it  to  Geneva  and  turned  it  into  an 
$864  million  (sales)  biotech  company,  Ares-Serono,  the 
world's  leader  in  infertility  treatments. 

"His  world  was  one  where  you  couldn't  trust  anyone, 
so  his  style  was  about  control,"  says  the  young  Bertarelli 
of  his  father.   "Mine  is  to  make  sure  that  everyone  con- 
tributes as  much  as  possible." 

Ernesto  officially  took  over  as  chief  executive  in  Janu- 
ary 1996,  as  his  father  was  battling  cancer.  Fabio,  73, 
died  two  years  later.  Out  went  the  flat  organization  Dad 


i      ■ 
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Switzerland's  Ernesto  Bertarelli:  Born  into  f&f ferent  era,  leading  the  drug  firm  in  his  own  style. 
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"As  times  change,  organizations,  too,  have  to  change," 
he  says.  The  image-conscious  Birla  has  devised  a  corporate 
logo  and  increased  openness  to  investors  and  analysts  by 
creating  a  corporate  communications  department — a  far 
cry  from  the  low-profile  corporate  image  pursued  by  his 
dad,  who  died  of  cancer  three  years  ago,  propelling 
Kumar  into  the  top  spot  at  an  unexpectedly  early  age. 

-Naazneen  Karmali 


/V 


Kumar  Mangalam  Birla:  Refocusing  the  diverse 
empire  of  one  of  India's  oldest  family  businesses. 


had  created,  where  40  people  reported  to  him.  In  came 
organization  according  to  function,  something  Ernesto 
picked  up  while  at  Harvard  Business  School. 

"[Now]  we  are  able  to  fight  several  battles  at  the  same 
time,"  Bertarelli  tells  FORBES  during  a  break  at  his  fifth 
reunion  at  Harvard  Business  School.  "That's  why  in 
1996-97  we  could  register  five  products  in  the  U.S.  simul- 
taneously. We  never  would  have  been  able  to  do  that." 

-Caroline  Waxler 


Breaking  the  mold 

"Our  focus  is  on  consolidation,  and  we  have 
redefined  our  criteria  for  investment.  Do  we 
have  a  sustainable  competitive  advantage 
here?  Can  we  become  a  dominant  player?" 

India's  Kumar  Mangalam  Birla,  3 1 ,  heads  the  Aditya  Birla 
Group,  whose  38  companies  run  the  gamut  from  com- 
modities to  mutual  funds  to  telecom.  Whereas  his  fore- 
bears collected  businesses  the  way  some  people  collect 
stocks  and  mutual  funds,  young  Kumar  is  engaged  in  sort- 
ing out  Birla's  potential  winners  from  its  also-rans. 

Earlier  generations  of  Birlas,  in  a  more  socialistic  India, 
had  gone  into  just  about  any  business  for  which  the  $5 
billion  (revenues)  group  could  get  a  government  license. 
Kumar  has  revisited  each  company  and  has  cancelled  $2 
billion  in  planned  investments  in  steel,  petrochemicals, 
paper  and  fiberglass. 


Paper  persuasion 

"A  lot  of  other  people  feel  like  victims 
having  to  work  in  their  families'  businesses, 
but  I  feel  extremely  lucky.  It's  like  I  won 
the  lottery," 

confesses  Australian  Anthony  Pratt,  38,  to  FORBES,  after  a 
tour  of  his  family's  recycling  plant  on  Staten  Island,  N.Y. 
Pratt  oversees  that  plant  and  29  other  cardboard  box  and 
recycling  plants — the  U.S.  operations  of  family-owned, 
$1.3  billion  (revenues)  Visy  Industries,  the  world's  largest 
privately  owned  paper  company.  Back  in  Melbourne,  Aus- 
tralia, his  father,  Richard,  62,  still  calls  the  shots. 

Anthony  grew  up  living  and  breathing  Visy  Industries. 
The  oldest  of  three  and  the  only  son,  he  joined  his  dad  on 
sales  calls  when  he  was  7  years  old.  But  after  university  he 
went  to  U.S.  consulting  firm  McKinsey  &  Co.  in  Sydney. 
After  two  years  there,  dad  asked  Anthony,  then  26,  to 
work  for  Visy.  At  first  young  Pratt  was  not  thrilled  with 
the  request.  "But  sometimes  parents  know  what's  best  for 
their  kids,"  he  says. 

Why  so  lucky?  "My  dad  has  been  a  great  role  model 
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Hong  Kong's  Richard  Li:  Proved  himself 
with  Star  TV,  now  tackling  the  Internet. 


g  because  he's  probably  the  hardest  working  person  I've 
g  ever  met,"  says  Anthony.  "I  would  characterize  myself  as 
1  someone  who  takes  one  bold  step  at  a  time.  My  father  is 
someone  who  can  do  a  lot  of  different  things  simultane- 
ously. He's  in  perpetual  rnotion."  -Carrie  Shook 


A  business  of  one's  own 

"I  launched  Star  tv  before  my  23rd  birthday. 
Although  in  the  long  term  I  knew  it  wasn't  a 
good  idea  to  sell  [it],  I  needed  to  give  myself 
a  little  bit  of  credibility  so  that  I  didn't  have 
to  run  25%  harder  just  because  of  my  age," 

Richard  Li,  31,  told  Forbes.  Li  launched  Star  TV,  Asia's 
first  satellite-delivered  TV  service,  in  1990  with  an  initial 
investment  of  $125  million.  Three  years  later  he  sold  a 
majority  stake  to  Rupert  Murdoch's  News  Corp.,  fol- 
lowed by  the  rest  of  it  in  1995,  for  a  total  $950  million. 

It  was  the  shadow  of  his  father  that  made  Li  so  eager 
to  show  he  could  make  a  big  profit.  His  dad  is  Hong 
Kong  property  mogul  Li  Ka-shing,  who,  with  $10  bil- 
lion, is  one  of  Asia's  richest  men.  Startup  capital  for  the 
satellite  venture  was  reportedly  courtesy  of  dear  old 
Dad,  but  execution  was  pure  Richard.  He  cites  Jerry 
Yang  and  David  Filo  of  Yahoo!  as  businessmen  in  his 
generation  he  admires:  "They  created  a  Web  site  on  a 
computer  at  the  university  and  conceived  a  business 
concept." 

Li's  next  solo  venture?  In  March  he  announced  plans 
for  a  digital  media  company  in  which  Intel  has  invested 
an  estimated  $10  million  for  a  40%  stake.  The  company 
will  provide  high-speed  Internet  access  and  other  infor- 
mation services  across  Asia  through  TV's  and  personal 
computers.  Funding  from  Dad?  Probably.  Effort?  All 
Richard.  -Katherine  BRUCE 


Breaking  the  barriers 

"Being  a  Sabanci  doesn't  make  you  a 
business  leader.  It  doesn't  mean  you  can 
run  the  business," 

says  Suzan  Sabanci,  33,  of  her  role  in  the  prominent 
Turkish  business  family.  She  and  13  of  her  cousins  had 
to  prove  themselves  to  advance  in  the  ranks  of  the  50- 
odd  companies  that  make  up  the  Sabanci  group.  Saban- 
ci, who  has  worked  at  Akbank — Turkey's  most  prof- 
itable bank — since  1989,  now  serves  as  managing  board 
member  for  treasury  operations,  the  highest-ranking 
woman  at  the  bank.  And  she's  being  groomed  to  take 
over  for  her  father,  Erol  Sabanci. 

Sabanci  started  to  prove  herself  by  going  to  school 
overseas.  She  got  an  undergraduate  degree  in  London 
and  an  M.B.A.  from  Boston  University.  Then  she  spent 
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two  years  at  Dresdner  Bank  in  Istanbul  as  a  manage- 
ment trainee. 

As  one  of  the  few  high-ranking  female  executives  in 
Turkey,  Sabanci  sees  herself  as  a  role  model  for  other 
working  women.  But,  of  course,  not  manv  of  them 
have  rich  and  supportive  fathers.         -Jl'LlETTE  ROSSANT 


Getting  cultured 

"In  my  case  and  my  brothers',  the  best  school 
we've  had  for  business  is  my  father," 

explains  Marco  Antonio  Slim  Domit,  30,  by  phone  from 
Mexico  City.  When  dad  is  Carlos  Slim  Helu,  Latin 
America's  wealthiest  man,  no  doubt  he's  got  plenty  to 
teach.  "More  than  specific  decisions  or  specific  thinking, 
it's  a  culture  of  working,"  continues  the  young  Slim. 
"We've  learned  to  always  have  a  low-cost  operation,  not 
a  spending  culture;  to  always  try  to  be  close  to  cus- 
tomers [to  meet]  their  needs;  to  have  a  very  good  man- 
agement team  in  each  company."  These  companies 
include  Grupo  CarSO,  Mexico's  largest  industrial  con- 
glomerate, Grupo  Financiero  Inbursa,  the  country's 
most  profitable  financial  group,  and  Carso  Global  Tele- 
com, which  controls  Mexican  phone  company  Telmex. 

-Kerry  A.  Dolan 


From  the  bottom  up 

"I  was  driving  a  semi  truck  for  eight 
hours  a  day.  And  I  was  selling  motor  oils  and 
diesel  fuels  and  lubricants  for  the 
next  four  hours," 

says  Peter  Huntsman.  He  was  working  for  Dad's  com- 
pany, but  earning  every  penny  he  made.  Now  35, 
Peter's  the  president  of  $5  billion  (revenues)  Huntsman 
Corp.,  the  chemicals,  plastics  and  packaging  company 
built  by  his  father,  Jon,  61,  in  Salt  Lake  City,  Utah. 

Peter's  training  started  early.  "Dad  always  exuded  so 
rnuch  excitement  and  enthusiasm  and  confidence,  even 
when  I  didn't  know  exactly  what  he  did.  Whenever 
we'd  visit  a  plant  [Dad]  would  be  speaking  to  all  the 
plant  people,  and  he'd  always  call  on  the  kids  to  come 
up  and  speak.  I  remember  just  being  mortified,"  says 
Peter.  But  the  training  served  him  well.  "In  the  posi- 
tion I'm  in  now,  I  address  thousands  of  plant  people 
per  month.  It's  second  nature." 

And  the  next  generation?  Says  Peter:  "I  actually  took 
my  son  on  the  last  round  of  road  shows  we  did.  At  11 
years  old  he  was  right  in  there,  asking  'What  does 
EBITDA  mean?'  and  so  forth.  Heck  of  a  lot  sooner  than  I 
ever  did."  ■  -K.A.D. 
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Select  a  flight  and 
purchase  a  ticket  from 
your  computer  with 
Northwest  Airlines. 

We've  taken  travel 
planning  to  new  heights 
of  ease  and  convenience. 
Just  hop  on  the  Internet 
and  jet  over  to  WorldWeb; ' 
the  Northwest  Airlines  web 
site  at  wwwnwa.com. 

You  can  review  flight 
schedules,  check  avail- 
ability, book  a  seat  and 
even  purchase  a  Northwest 
E-Tickef,"  the  convenient 
and  paperless  way  to 
travel.  With  a  few  clicks  of 
the  mouse,  you're  ready  to 
fly.  It's  that  simple. 

But  don't  stop  there. 
Discover  all  the  great  ways 
in  which  WorldWeb  can 
make  your  travel  planning 
a  breeze.  Explore  vacation 
ideas.  Save  money  with 
exclusive  CyberSaver    fares. 
Check  your  WorldPerks 
account,  book  your  award 
travel  online  and  more. 

Visit  the  web  site 
named  Most  Innovative 
and  Dynamic  Site  by 
Inside  Flyer  International. 
Prepare  for  takeoff  at 
www.nwa.com. 


K  NORTHWEST 
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Some  People  Just  Know  How  to  Fly* 


1-800-225-2525  /  www.nwa.com 


1998  Northwest  Airlines,  Inc.     Northwest  recycles  enough  paper  products  in  one  year  to  save  over  16.000  trees.    Ci 


World  Millionaires 


These  folks  are  rich,  but  not  quite  rich  enough  to  make  it  onto 
$100  million  less  than  those  who  made  the  cut. 

Name                                                        Country 

our  list.  The  wealthiest  person  below  is  worth  at  least 

Net  worth  (billions)                     Source  of  wealth 

Hiroshi  Yamauchi 

Japan 

$1.5 

Nintendo 

Reinhold  Wurth 

Germany 

$1.5 

professional  tools,  screws 

Jaime  Zobel  de  Ayala  and  family 

Philippines 

$1.5 

diversified 

Sammy  and  Yuli  Ofer 

Israel 

$1.5 

shipping,  investments 

Takemitsu  Takizaki 

Japan 

$1.5 

production  equipment 

Rem  Vyakhirev 

Russia 

$1.4 

natural  gas  (Gazprom) 

Yasuyuki  Nambu 

Japan 

$1.4 

temporary  services,  retailing 

T.  Ananda  Krishnan 

Malaysia 

$1.4 

real  estate,  telecom 

Mikhail  Khodorkovsky 

Russia 

$1.3 

oil  (Yukos),  banking 

Nicolas  Hayek 

Switzerland 

$1.3 

watches,  investments 

Den  Fujita 

Japan 

$1.3 

McDonald's  Co.  (Japan) 

Sir  Anthony  Bamford 

U.K. 

$1.3 

construction  equipment 

Amalia  Lacroze  de  Fortabat 

Argentina 

$1.3 

cement,  real  estate 

Roberto  Civita 

Brazil 

$1.3 

media 

Peter  Livanos 

Greece 

$1.3 

shipping 

Lee  Kun-Hee 

South  Korea 

$1.3 

Samsung  Group 

Jimmy  Pattison 

Canada 

$1.3 

diversified 

Tsai  Chi  Chien 

Taiwan 

$1.2 

footwear 

Vagit  Alekperov 

Russia 

$1.2 

oil  (Lukoil) 

Richard  Pratt 

Australia 

$1.2 

paper  and  packaging,  recycling 

Johann  Rupert 

South  Africa 

$1.2 

luxury  goods,  tobacco 

Eliodoro  Matte 

Chile 

$1.2 

pulp  and  paper,  banking 

Chiao  Ting  Piao 

Taiwan 

$1.2 

semiconductors,  manufacturing 

Boris  Berezovsky 

Russia 

$1.1 

autos,  oil,  airlines,  media 

Jason  Chang 

Taiwan 

$1.1 

semiconductors 

Quek  Leng  Chan 

Malaysia 

$1.1 

real  estate,  diversified 

Adi  Godrej 

India 

$1.1 

diversified 

Kumar  Birla 

India 

$1.1 

diversified 

Adolf  Merckle 

Germany 

$1.0 

pharmaceuticals 

Andronico  Luksic  and  family 

Chile 

$1.0 

mining,  diversified 

Staff  < 
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Smart 

Iowa 


Roger  Phillips 

President  and  Chief  Executive  Officer 

IPSCO  Inc. 


IPSCO  Steel  Inc.  is  Iowa's  newest,  biggest  and  only 
flat-rolled  steel  mill.  Our  state-of-the-art  mill  is 
producing  wider,  thicker  and  stronger  steel.  Our 
staff  of  highly  skilled  professionals  is  committed  to 
providing  a  quality  product  to  our  customers.  And 
our  Iowa  location,  in  the  heart  of  manufacturing 
country,  provides  us  with  convenient  access  by 
barge,  rail  or  road  to  critical  steel  markets.  We're 
proud  to  call  Iowa  home. 


iowfv* 

THE  SMART  STATE  FOR  BUSINESS* 


Innovation  and  Imagination  drive 
Iowa's  booming  economy. 
Whether  it's  developing  a  new 
generation  of  home  appliances, 
designing  state-of-the-art  3-D 
imaging  software  or  building 
navigation  equipment  for 
commercial  aircraft  manufacture 
Iowa  businesses  use  Innovatio 
and  Imaginatio   ' 
for  success. 

Our  world-class  educational 
system  encourages  critical  thinking 
in  individuals,  who  can  then  turn 
ideas  into  practical  products  for 
everyday  life. 

To  help  lowans  stay  on  the  cutting 
edge,  the  state  provides 
customized  employee  training 
programs  individually  designe ' 
for  each  business.  ^*> 

To  learn  how  your  business  ca 
profit  from  Iowa's  smart  location 
advantages,  call  Bob  Henningsen 
at  the  Iowa  Department  of 
Economic  Development: 
800-245-IOWA 


www.smart.state.ia.us 


Iowa  Business  Partnership 


PIONEER  HI-BRED  INTERNATIONAL,  INC. 


M-liant  PSL*  AlAYTAG 

UTILITIES  ^     6m»  ******  *~*  At-CZCDA 


^MidAmerican     *&  Rockwell    HON  INDUSTRIES 

jnhrnono 


uhM. 


ff/f?I#ls 


Name/country 

►Abele  John  E  /US 
Agnelli  Gianni  and  family/Italy 
Al-Ghurair  Abdul-Aziz/UAE 
Al  Nahyan,  Sheikh  Zayed  Bin  Su!tan/UAE 
Al  Rajhi  Saleh  Bin  Abdul  Aziz/Saudi  Arabia 
Al  Thani  Hamad  Bin  Khalifa  Qatar 
al-Hariri  Rafik/Lebanon 
Al-Kharafi  Nasser/Kuwait 
Al-Maktoum  Maktoum  Bin  Rashid/Oubai 
Al-Masri  Sabeih/Saudi  Arabia 
Al-Sabah  Amir  Jaber  Al  -Ahmed  Al-Jaber/Kuwait 
Albrechl  Theo  &  Karl  and  family/Germany 
Allen  Herbert  A.  JrJUS 
Allen  Paul  Gardner/US 

Alsaud  King  Faud  Bin  Abdul  Aziz/Saudi  Arabia 
Alsaud.  Prince  Alwaleed  Bin  Talal/Saudi  Arabia 
Ambani  Dhirubhai  and  family/India 
Angelini  Anacleto/Chile 
Anschutz  Philip  F/US 
Ardila  Lulle  Carlos/Colombia 
Arison.  Micky/US 
Arison  Theodore  (Ted)/lsrael 
Arnault.  Bernard/France 
Asper  Israel/Canada 
Al-Assad  Hafez/Syria 
Azcarraga  Jean,  Emilio  and  family/Mexico 
Azevedo  Belmiro/Portugal 

►  Bajaj  Rahul/India 
Ballmer  Steven  Anthony/US 
Bass  Lee  Sid  and  Perry/US 
Bass  Robert  Muse/US 

Bechtel  Stephen  D.  Jr.  and  Riley  P./US 
Beisheim  Otto/Germany 
Benetton  Luciano  and  family/Italy 
Berlusconi,  Silvio/Italy 
Bertarelli  Ernesto/Switzerland 
Bin  Mahfouz,  Khalid/Saudi  Arabia 
Blocher.  Christoph/Switzerland 
Bolkiah  Sultan  Hassanal/Brunei 
Botin.  Emilio  and  family/Spain 
Bozano  Julio/Brazil 
Branson  Richard/UK 
Bren  Donald  L /US 
Brenninkmeyer  family/Netherlands 
Brontman  Charles  R  /Canada 
Bronfman  Edgar  M  Sr./US 
Buffett,  Warren  Edward/US 

►  Cargill  family/US 
Castro  Fidel/Cuua 
Chen  Din  Hwa/Hong  Kong 
Cheng  Yu-Tung/Hong  Kong 
Chung  Ju-yung  and  family/Korea 
Cisneros  Gustavo/Venezuela 
Claro.  Ricardo/Chile 

Crown,  Lester/US 
►David-Weill,  Michel/France 

Davis  Marvin  H./US 

Del  Vecchio,  Leonardo/Italy 

Dell  Michael/US 

Dommermuth,  Ralph/Germany 

Dumas-Hermes.  Jean-Louis  and  family/France 
►Ebner  Martin 

Ellison  Lawrence  Joseph/US 

Frmirio  de  Moraes.  Antonio  and  family/Brazil 
iari  tduardo/Argentma 
►Fi 

Frerf  Belgium 


Net  worth 

Age 

Page 

($  mil) 

2,400 

61 

214 

2,700 

77 

224 

450 

43 

233 

10,000 

240 

3,500 

232 

5,000 

240 

3,600 

54 

240 

4,400 

55 

232 

10,000 

240 

450 

60 

233 

15,000 

240 

11,700 

218 

1,600 

58 

215 

21,000 

45 

210 

20.000 

240 

13,300 

41 

190 

1,500 

65 

198 

1,500 

84 

235 

8,800 

58 

190 

2,100 

68 

235 

4,152 

49 

212 

4.000 

74 

232 

3,600 

49 

216 

1,800 

65 

235 

2,000 

240 

3,500 

30 

236 

2,100 

60 

218 

650 

60 

199 

10,700 

42 

210 

6,600 

211 

2,400 

50 

214 

3,000 

212 

5,300 

74 

220 

4,700 

63 

222 

7,000 

61 

222 

4,000 

32 

226 

2,500 

51 

232 

2.000 

57 

220 

36,000 

51 

240 

9.200 

63 

224 

2,200 

62 

234 

1,900 

48 

228 

2,600 

66 

214 

3.800 

224 

3,300 

67 

235 

3,400 

69 

212 

33,000 

67 

210 

8,800 

210 

100 

69 

240 

1,800 

75 

197 

6.000 

72 

197 

1.500 

82 

208 

2.100 

53 

238 

568 

63 

238 

2,800 

73 

212 

1,600 

65 

217 

2,600 

72 

214 

4,000 

63 

224 

10,000 

33 

210 

325 

34 

228 

2.2GO 

217 

52 

226 

53 

211 

70 

234 

64 

236 

210 

K° 

75 

198 

72 

228 

Page        Name/country 


Fribourg  Michel/US 
►Garza  Laguera,  Eugenio  and  family/Mexico 

Gates.  William  H  Ill/US 

Geffen,  David/US 

Gokongwei,  John/Philippines 

Goldschmeding,  Frits/Netherlands 

Gonda.  Leslie  L.  and  Louis  L/US 

Goodnight,  James/US 

Greenberg,  Maurice  Raymond/US 
►Haas  family/US 

Haji-loannou,  Stelios/Greece 

Haub,  Erivan  and  family/Germany 

Hearst  family/US 

Herz,  Gunter  and  family/Germany 

Hillman.  Henry  Lea/US 

Ho,  Stanley/Hong  Kong 

Hopp,  Dietmar  and  sons/Germany 

Hostetter.  Amos  Barr  Jr./US 

Hsu.  Douglas/Taiwan 

Huizenga,  Harry  Wayne/US 

Hunt,  Ray  Lee/US 

Huntsman,  Jon  Meade/US 

Hussein,  Saddam/Iraq 

►  icahn,  Carl  Celian/US 

Ingram,  Martha  Robinson  Rivers/US 
Irving,  James,  Arthur  and  John/Canada 
Ito,  Masatoshi/Japan 
Itoyama,  Eitaro/Japan 
Iwasaki,  Fukuzo/Japan 
►Johnson.  Charles  and  Rupert/US 
Johnson,  Edward  C.  (Ned)  and  Abigail/US 
Johnson.  Samuel  Curtis/US 

►  Kamel.  Saleh/Saudi  Arabia 
Kamprad,  Ingvar/Sweden 
Kerkorian.  Kirk/US 

Khoo  Teck  Puat/Singapore 
Kinoshita,  Kyosuke/Japan 
Kirch,  Leo  and  Thomas/Germany 
Kluge,  John  Werner/US 
Knight,  Philip  H./US 
Koc,  Rahmi  and  family/Turkey 
Koch,  Charles  De  Ganahl  and  David  H./US 
Koo,  Jeffrey  and  family/Taiwan 
Krauze.  Ryszard/Poland 
Kristiansen,  Kjeld  Kirk/Denmark 
Kuo,  Terry/Taiwan 
Kuok,  Robert/Malaysia 
Kwek  Leng  Beng/Singapore 
Kwok.  Walter.  Thomas  and  Raymond/Hong  Kong 
►Landolt,  Pierre  and  family/Switzerland 
Langmann,  Hans  Joachim/Germany 
Latsis.  Spiro/Greece 
Lauder.  Leonard  A.  and  Ronald  S./US 
Lauren,  Ralph/US 
Lee  Shau  Kee/Hong  Kong 
Lerner.  Alfred/US 
Li  Ka-shing  and  family/Hong  Kong 
Liem  Sioe  Liong/lndonesia 
Lim  Goh  Tong/Malaysia 
Louis-Dreyfus.  Gerard  and  family/France 
Lowy,  Frank/Australia 
Lucas,  George/US 

►  Macri.  Francisco/Argentina 
Mahindra.  Keshub/lndia 
Marinho,  Roberto/Brazil 
Marriott,  John  and  Richard  W./US 
Mars,  Forrest  Edward  Sr.  and  family/US 
Matsuda.  Kazuo/Japan 


Net  worth 

Age 

Page 

($  mil) 

2,400 

84 

214  - 

2,900 

75 

238 

51,000 

42 

190 

2,000 

55 

214 

340 

71 

200 

2,300 

64 

224 

2,000 

215 

2,600 

55 

214 

2,463 

73 

214 

8,200 

210 

300 

31 

228 

5.500 

65 

218 

5,700 

211 

3,700 

57 

220 

3,000 

78 

212 

2,800 

76 

197 

7,900 

58 

216 

2,600 

61 

214 

2,000 

56 

208 

2,000 

60 

215 

2,100 

55 

214 

3,000 

61 

212 

5,000 

61 

240 

2,000 

62 

215 

4,500 

62 

212 

4,000 

235 

3,700 

74 

200 

2,400 

56 

202 

2,900 

73 

202 

4,600 

212 

5,100 

211 

2.800 

70 

212 

1,800 

57 

232 

2.600 

72 

226 

5.700 

81 

211 

3,400 

81 

204 

3,600 

58 

200 

3,000 

222 

7,800 

83 

210 

4,700 

60 

212 

5,000 

67 

233 

5,400 

211 

1,700 

64 

208 

230 

42 

230 

2,300 

50 

216 

1,600 

197 

4,700 

75 

192 

2,800 

57 

208 

7,400 

197 

6,500 

50 

226 

5,200 

73 

220 

3,100 

51 

222 

6,400 

211 

2.000 

57 

215 

12,700 

70 

196 

2,600 

64 

214 

10,000 

70 

197 

1.700 

81 

199 

2.000 

80 

202 

2,900 

66 

217 

1,600 

67 

196 

2,000 

54 

215 

730 

68 

236 

250 

74 

200 

6,300 

93 

234 

2,600 

214 

13.500 

210 

2,500 

75 

202 

2  SO 
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What  is  The  Ultimate  Driving  Experience?  It's  your  chance  to  take  your 
driving  skills  to  the  next  level  -  behipd  the  wheel  of  a  brand  new  BMW  - 
while  professional  drivers  show  you  how  to  get  the  most  out  of  your  car. 
Want  to  know  more  about  this  exclusive  event?  Call  1 -800-956-4BMW. 


JS\ 


The  Ultimate  Driving  Machine5 


Fell 


Name/country 

McCaw  family/US 

Mendoza,  Leonor  and  family/Venezuela 

Mittal,  Lakshmi/lndia 

Mohn,  Reinhard  and  family/Germany 

M0ller,  Maersk  Mc-Kinney/Denmark 

Moore.  Gordon  Earl/US 

Mori,  Minoru  and  Akira/Japan 

Mulliez,  Gerard  and  family/France 

Murdoch,  Keith  Rupert/US 
►Newhouse.  Samuel  I.  Jr.  and  Donald  E ./US 

Ng,  Teng  Fong  and  Robert/Singapore 

Nicholas,  Peter  M./US 

Noboa,  Alvaro/Ecuador 

Nosseir,  Mohamed/Egypt 
►O'Reilly,  Anthony/Ireland 

Oetker,  Rudolf  and  family/Germany 

Olayan,  Suliman/Saudi  Arabia 

Oppenheimer,  Nicky  and  family/South  Africa 

Oshima,  Kenshin/Japan 

Otsuka,  Masahito/Japan 

Otto,  Michael/Germany 
^Packer,  Kerry/Australia 

Perelman,  Ronald  Owen/US 

Perez  Companc,  Gregorio/Argentma 

Perot,  Henry  Ross/US 

Persson,  Stefan/Sweden 

Piech  and  family,  Ferdinand/Austria 

Pinault,  Francois/France 

Plattner,  Hasso/Germany 

Potanin,  Vladimir/Russia 

Pritzker,  Jay  A.  and  Robert  A./US 
►Queen  Elizabeth  ll/UK 
►fiamaphosa,  Cyril/South  Africa 

Rausing,  Gad  and  family/Sweden 

Redstone,  Sumner  M./US 

Rocca,  Roberto  and  family/Argentina 

Rockefeller,  David  Sr./US 

Rokke,  Kjell  Inge/Norway 

Romo  Garza,  Alfonso/Mexico 

Rothermere,  Viscount/UK 

Rothschild  family/France/UK 

Rowling,  Robert/US 
►Saba  Raffoul,  Isaac  and  family/Mexico 

Sabanci,  Sakip  and  family/Turkey 

Safra,  Edmond/Lebanon 

Sahenk,  Ayhan  and  family/Turkey 

Saji,  Keizo/Japan 


fWmmmplmmi 


Net  worth 

Age 

Page 

6,400 

211 

3.100 

238 

3.500 

18 

197 

3.000 

7( 

222 

2,400 

M 

216 

7,500 

59 

210 

3,300 

200 

10,300 

i7 

216 

5,300 

6? 

192 

US 

9,000 

210 

4,900 

71 

204 

2,500 

57 

214 

900 

17 

238 

300 

50 

233 

1.500 

5? 

222 

3,000 

8! 

222 

7,000 

80 

232 

\frica 

2,400 

53 

233 

1,800 

50 

202 

1,700 

81 

202 

5,100 

55 

220 

3,200 

50 

196 

6,600 

5^ 

211 

4,700 

234 

3.300 

08 

212 

4,400 

50 

226 

5,500 

6' 

217 

6,600 

61 

190 

6,900 

54 

190 

1,600 

V 

192 

13,500 

210 

420 

~!2 

240 

25 

15 

233 

5,000 

76 

224 

5,800 

75 

212 

3,200 

76 

234 

1,800 

83 

215 

775 

39 

228 

2,400 

48 

238 

1,600 

72 

230 

1,800 

217 

1,800 

14 

215 

2,000 

i.\ 

238 

5,000 

65 

233 

3,300 

65 

232 

2,200 

69 

233 

5,600 

?8 

199 

Name/country  Net  worth 

($  mil) 

Salinas  Pliego  Ricardo  and  family/Mexico  3,200 

Santo  Oomingo  Julio  Mario/Colombia  1,500 

Sarmiento  Angulo  Luis  Carlos/Colombia  2.500 

Schmid  Gerhard/Germany  1,600 

Schmidheiny,  Stephan/Switzerlanfl  4.100 

Schmidheiny.  Thomas/Switzerland  2,500 

Schroder  Bruno  and  family/UK  2,900 

Schorghuber  Stefan/Germany  4,000 

Simplot.  lohn  R./US  2.500 

Slim  Helu,  Carlos/Mexico  7,200 

Soares  dos  Santos  Alexandre/Portugal  2.000 

Solorz-Zak.  Zygmunt/Poland  300 

Son.  Masayoshi/Japan  2,200 

Sorenson,  James  L /US  2,200 

Soros  George/US  3.600 

Steinbruch.  Benjamin/Brazil  800 

Stokes,  Kerry/Australia  500 

Suharto  family/Indonesia  4,000 

Swire.  Sir  Adrian  and  Sir  John/UK  1,800 

Sy.  Henry/Philippines  2,100 

►Takei,  Yasuo/Japan  5,200 

Tan  Yu/Phihppines  3,000 

Tan,  Lucio/Phihppines  1,600 

Taylor.  Jack  Crawford/US  2,000 

Thomson,  Kenneth/Canada  14,400 

Tisch,  Laurence  A  and  Preston  R./US  4,800 

Tsai  Wan-lin  and  family/Taiwan  8.500 

Tsutsumi.  Yoshiaki/lapan  5.700 

Turner,  Robert  E.  (TedVUS  4.800 

Ty,  George/Pliillppines  2.200 

►von  Finck,  August  &  Wilhelm/Germany  4.500 

von  Holtzbrinck.  Dieter  and  family/Germany  2,800 

►Waitt,  Theodore  W./US  4.300 

Walton  family/US  48,000 

Wang,  Nina/Hong  Kong  6,000 

Wang,  Y.C/Taiwan  3,900 

Washington,  Dennis/US  1.500 

Wertheimer,  Alain/France  2.100 

Weston,  Garry  and  family/UK  1.600 

Wexner,  Leslie  Herbert/US  2,300 

Widjaja,  Eka  Tjipta/lndonesia  4.000 

Woeste,  Albrecht  and  Henkel  family/Germany  5,600 

Wonowidjojo  family/Indonesia  2,100 

Wrigley,  William/US  3,100 

►Zambrano,  Lorenzo/Mexico  2,900 

Zell,  Samuel/US  1,700 
Ziff ,  Dirk,  Robert  and  Daniel/US 


Age        Page 


42 

235 

74 

236 

55 

235 

16 

218 

50 

226 

52 

226 

65 

228 

36 

220 

89 

214 

58 

236 

63 

220 

41 

230 

40 

192 

76 

214 

57 

212 

45 

236 

57 

199 

77 

198 

198 

73 

204 

68 

200 

63 

204 

63 

204 

75 

215 

74 

234 

211 

73 

208 

64 

199 

59 

211 

65 

204 

220 

58 

217 

35 

212 

210 

197 

81 

208 

63 

215 

217 

71 

230 

61 

214 

74 

198 

218 

50 

198 

65 

212 

54 

192 

56 

215 

212 

Munir  Barakat,  Intercap  Investments,  New  York;  Erik  Bergman,  MarTrade  A/S,  Oslo;  Bilanz,  Switzerland;  Sandra  L. 
Boente,  Salomon  Smith  Barney,  New  York;  Keiran  Michael  Brown,  Dynamar  BV,  Almar,  Netherlands;  Capital  Intelli- 
gence, Limassol,  Cyprus;  Michael  Carson,  The  Guardian,  Prince  Edward  Island,  Canada;  Sara  Clafton,  Business 
Review  Weekly,  Sydney;  Stephen  Clapham,  Robert  Fleming  Securities,  London;  Cecilia  Coakley,  Manning  Selvage  & 
Lee,  New  York;  Commercial  Union,  Cape  Town,  South  Africa;  Jennifer  M.  Corrou,  Salomon  Smith  Barney,  New 
York;  CPR  Finance,  Pans;  Ali  Cromie,  Business  Review  Weekly,  Sydney;  Elite  Group,  Netherlands;  Adele  Ferguson, 
BRW,  Melbourne;  Financial  Mail,  Johannesburg;  Simon  Francis,  Seven  Network  Ltd.,  Sydney;  LeeAnne  French, 
Waggener  Edstrom,  Portland,  Oregon;  Augusto  Can,  Cambridge  Holding  Corp.,  Manila;  Global  Securities,  Istanbul; 
Patrick  Go,  Next  Century  Partners,  Manila;  Lisa  Gokongwei,  SH  Publications,  Manila;  Bruce  Gonyea,  Paribas  Asia 
Equities,  Singapore;  Tony  Gray,  Visy  Industries,  Melbourne;  Narelle  Hooper,  BRW,  Sydney;  Hans  Kaufmann,  Banks 
Julius  Baer,  Switzerland;  Koray  Kai  ic  ik,  Demir  Bank,  Istanbul;  Riyaz  Ladiwala,  Quantum  Financial  Services,  Bombay; 
Prof.  Lim  Ungi,  Yonsei  University,  S<  nil;  Ralph  Lutz,  Bayerische  Vereinsbank,  Munich;  Robin  McGregor,  Robin 
McGregor  &  Associates,  Johannesbui      Vincent  Perez,  Next  Century  Partners,  Manila;  R&S  Annual  Directory, 
Milan;  Mark  Ryan,  Westfield  Holdin.  ,  Sydney;  Terry  Sigler,  Robert  Fleming  Securities,  New  York;  Harry 

Simonsen,  Jr.,  Simonsen  Associados,  Sa<        ulo,  Randy  Smith,  Westfield  America,  Los  Angeles;  Tim  Treadgold,  BRW, 
Perth,  Australia;  Demir  Yatirim,  Istanbul,    »r,  Yoo  Tae-hou,  Daewoo  Economic  Research  Institute,  Seoul. 
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huvcki  lainu    scunun 


HE  6IANT  OF  EASTERN  EUROPE  STIRS 


.ooking  for  Lost  Prosperity 

3unng  the  first  tew  decades  of  the  20th 
:entury,  Bucharest,  the  countrys  capital, 
was  nicknamed  "Little  Paris."  At  that 
:ime,  Romania  was  an  island  or 
jrosperity  and  stability  in  Southeastern 
Europe.  Greeks,  Turks,  Bulgarians  and 
lews  were  flooding  into  the  country  to 
seek  their  fortunes,  taking  advantage  of 
ooth  the  traditional  hospitality  and 
tolerance  ol  the  Romanians  and,  equally, 
the  tremendous  business  opportunities 
available.  It  was  a  time  when  the 
Romanian  economy  was  basically  equal  in 
size  to  Belgium's  and  larger  than  Spain's 
and  when  the  Romanian  currency,  the  leu, 
was  stronger  than  the  German  Mark. 

By  the  end  of  the  1980s,  under  the 
Communist  regime,  Romania  was 
practically  ruined  and  headed  straight  for 
economic  and  social  disaster.  Yet  the 
worst  impact  of  communism  had  been 
on  the  people's  minds,  on  their  beliefs 
and  on  their  attitudes.  The  spirit  of  free 
initiative  had  almost  died.  For  the 
average  Romanian,  responsibility  for  his 
or  her  own  life  and  hope  for  a  better 
future  had  been  replaced  by  the  concept 


The  meeting  of  President  Clinton  and  President 
Constantinescu  signaled  Romania's  increasing 
role  in  the  affairs  of  Eastern  Europe. 

of  a  tough,  despotic  state  that  took  care 
(however  ineffectually)  of  everything. 

Emil  Constantinescu,  a  geology  and 
law  graduate  with  a  prestigious  academic 
career,  won  the  1996  presidential  race 
as  a  representative  of  the  people,  rather 
than  as  a  party  leader.  But  now  the 
charismatic  Romanian  president  feels 
the  huge  burden  of  his  peoples  enormous 
expectations:  "What  Romanians  wanted 
in  1996  was  to  see  the  accumulated 
contradictions  of  the  past  50  to  60  years 
resolved  as  quickly  as  possible.  Certainly, 
this  was  not  possible,  but  Romanians  were 
wise  enough  to  understand  this."  It  is  such 
wisdom   that  explains  why  the  country 


had  no  major  social  unrest,  even  though 
1997  was  difficult,  with  living  standards 
continuing  to  plummet. 

Despite  the  newly  elected  government 
launching  a  reform  program  that  yielded 
promising  results  during  the  first  half  of 
1997,  the  hidden  weaknesses  of  the 
economy  soon  emerged  to  hamper  those 
efforts  and  reduce  considerably  the  pace 
of  reform. 

"I  think  the  coalition  enjoys  wide 
support  among  the  people  because  of  the 
tough  measures  that  need  to  be  taken. 
This  is  why  we  are  still  in  favor  of  it,"  says 
Petre  Roman,  chairman  of  the  Senate 
and  Romania's  first  post-Communist 
prime  minister.  Moreover,  President 
Constantinescu  says  that  political 
disputes  should  not  be  a  major 
preoccupation  during  the  transition 
process.  "These  are  disputes  between 
those  who  want  reform  quickly,  and 
those  who  want  reform  very  quickly,"  he 
observes.  "It  is  no  accident  that 
surrealism  was  born  in  Romania." 

As  for  1997's  economic  funda- 
mentals, things  were  mixed:  There  were 
both    undeniable   successes   and   worse- 


mmU 


Efiropje 


v& 


Constantza 


*gp 


ministration 


ffncintaPort,  Gara  Mamtima 
POO  Ccfnstantza,  ROMANIA 


Ph.^+40.41jfel  1540?  Fax: 


Constgpa/Pgrtji 


ADVERTISEMENT   2 


MORE  INFORMATION  ABOUT  ROMANIA  AT  www.winne.com 


than-expccted  figures.  The  central  bank's 
tight  monetary  policy  sent  interest  rates 
skyrocketing  to  three-digit  levels  in  early 
1997.  Fed  by  the  wave  of  layoffs  at 
state-owned  companies,  unemployment 
reached  nearly  one  million  people,  or 
9.7%  of  the  workforce,  by  February  of 
this  year.  On  the  brighter  side,  the 
government  reduced  the  budget  deficit  to 
an  estimated  4%,  half  its  1996  level, 
primarily    by    cutting   subsidies    to    the 


state-owned  sector.  Subsidies  were  halved 
to  14.3%  of  the  state  budget. 

The  bold  reform  program,  launched 
early  last  year,  awoke  considerable 
interest  and  confidence  among  the 
international  investment  community. 
The  Bucharest  Stock  Exchange  (BSE), 
and  Romania's  over-the-counter  (OTC) 
market  received  massive  inflows  of 
investment  capital.  In  1997,  the 
Romanian   capital   markets   yielded   the 
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ROMANA 

ROMANIAN  COMMERCIAL  BANK 


♦  40  correspondent  banks  in  U.S.A. 

♦  650  correspondent  banks  around  the  world 

♦  Nation-wide  network:  233  branches  and  sub-branches 

♦  Your  perfect  guide  and  partner  for  investing  efficiently  in  Romania 

♦  Full  range  banking  services 

Headquarters:  5,  Regina  Elisabeta  Blvd.  sector  3,  Bucharest,  ROMANIA 
phone:  401-3126185  fax:      41         20056 

REUTERS:  RCBB,  RCBX      SWIFT:  t     ~B  RO  BU 
http://www.bcr.ro  marketing^      il.bcr.ro 
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best  returns  in  the  region  and  Wild  East 
pioneers  enjoyed  hard  currency  earnings 
as  high  as  250%.  Sawy  investors  who,  - 
picked,  for  instance,  stocks  within  the    - 
cement,     building     materials     or     oil    jyt 
industries  made  twice  that. 

Mining    and    agriculture    are    two 
industries  where  the  most  visible  changes*  - 
have   taken    place.    Last   year,    tens   of  •    - 
thousands  of  miners  voluntarily  left  their  .  -: 
jobs,  attracted  by  generous  compensation!  «j  a 
packages,   as   CNLO,   Romania's  largest 
lignite    (brown    coal)    mining   company,! 
completely    restructured.    Employment! 
plunged  from  5 1 ,000  at  the  beginning  of[ 
the  year  to  21,500  today.  "I  consider  that] 
in    1997   our  company  underwent  thel 
most  profound  restructuring  process  inl 
the  entire  Romanian  state-owned  sector," 
says  CNLO  s  CEO,  Gavril  Baican.  "It  wad 
a  very  complex  process,  but  we  managedl 
to  survive  without  government  subsidies,] 
and  even  showed  a  net  profit  of  some 
US$5  million.  I'm  absolutely  certain  that 
this  year  we'll  do  better." 


tpunn 


Rebuilding  the  Country 

It   was    only   by    March    of  last    yeaix, 
that   prices  were   fully  liberalized.  The^  D 
prices  of  a  few  very  basic  products  and^ffltrij| 
services  (electricity,  natural  gas,  thermal  jj  ., 
power    and     foodstuffs)     still     benefit 
from  a  transparent  and  limited  system 
of  subsidies.    This    development    was 
welcomed   by   analysts,   who   have   had 
difficulty  evaluating  companies  that  do  yj 
not  even  know  their  own  cost  structures. 

Both  the  stock  exchange  and  the  OTC 
market  have  been  success  stories  during 
the  transition  period.  The  OTC  market  - 
with  the  not-particularly  original  name  of 
RASDAQ  -  began  trading  in  the  fall  of 
1996.  It  is  modeled  after  NASDAQ  and 
partly  funded  by  USAID.  However,  the 
most  significant  development,  in  terms 
of  institutional  reform,  was  the  creation 
of  the  Privatization  Ministry.  This  new 
ministry,  it  is  hoped,  will  streamline  the 
area  of  privatization,  speed  up  the 
divestment  process  and  cut  some  of  the 
overwhelming  red  tape. 

Romania  accepted  Article  VIII  of  the 
International  Monetary  Fund's  statute  at 
the  end  of  January  1998,  and  the  leu 
became  convertible  for  current  account 
operations.  "I  do  believe  this  move  was 
one  of  the  most  powerful  and  positive 


len 
pome 


■ 
h 
ides 

ton 
ton 

ta   - 

mo 


ADVERTISEMENT   3 


MORE  INFORMATION  ABOUT  ROMANIA  AT  www.winne.com 


ignals  Romania  has  sent  to  foreign 
lvestors,  comments  Mugur  Isarescu, 
he  governor  of  the  National  Bank  of 
Romania. 

By  the  first  week  of  March  1998  the 
;gal  framework  that  would  regulate 
he  Romanian  banking  industry  was 
Imost  in  place.  Isarescu  is  keen  to 
inderline  the  importance  of  the  reforms 
he  central  bank  has  instituted:  "What  we 
'leed  are  strong  institutions  with  good 


-j  Mugur  Isarescu.  the  governor  of  the  National 
Bank  of  Romania. 

eputations,  and  this  institution  is  going 
o  be  one  of  them.  In  the  '90s  we  became 
m  independent  institution  subordinated 
:o  Parliament  -  not  the  Cabinet.  The 
:entral  bank  is  politically  neutral.  We  got 
id  of  commercial  activities,  and  built 
rom  ground  zero  not  just  a  monetary 
uolicy,  but  also  interest  rate  policies  and 
cserve  requirements.  We  refinanced  the 
:ommercial  banks,  the  payment  system 
ind  the  clearinghouse,  and  reformed  the 
supervision,  licencing  and  regulation 
departments.  The  exchange-rate  policy  is 
ilso  our  responsibility.  Having  such  a 
large  spread  of  activities  also  means  a 
large  measure  of  responsibility  and 
vulnerability  -  but  that  is  what  we  have 
developed." 

Major  Infrastructure  Projects 
March  On 

Besides  the  country's  institutional 
infrastructure,  it  is  Romania's  physical 
infrastructure  where  the  most  progress 
has  been  made  during  the  past  few  years. 
Big  money  has  been  pumped  into  the 
transportation  and  communications 
infrastructure. 

Romania  has  almost  73,000  km  of 
J  roads,  of  which  14,700  km  are  national 

*  roads.   Over  70%   of  these  roads  have 

*  greatly   deteriorated,    and   upgrading   is 


urgently  needed.  Some  4,680  km  of  the 
national  road  system  are  included  within 
the  European  Road  Network  -  the  so- 
called  "E"  roads  -  and  consequently 
enjoy  special  treatment  from  transpor- 
tation authorities.  The  road  rehabil- 
itation program,  designed  in  three 
phases,  is  estimated  to  cost  US$2.5 
billion  and  was  begun  in  1993-  The  first 
phase  is  already  complete.  At  a  cost  of 
US$405    million,    1,053    km    of  roads 


along  the  European  transport  corridor  IV 
-  which  cross  Romania  from  the  west 
(Arad,  Oradea)  to  the  southeast 
(Constanta,  on  the  Black  Sea  coast)  - 
have  been  brought  up  to  international 
standards. 

Corridor  IV  -  which  will  probably 
become  the  most  important  transport 
route  between  Europe  and  Central  Asia 
and  the  Near  and  Middle  East  -  is  the 
Romanian  National  Railways '  (RNR)  top 
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priority.  RNR's  CEO,  Viorel  Simut 
estimates  that  some  US$1.3  billioi 
would  be  needed  to  upgrade  the  tracks  t< 
European  standards.  The  changes  woulo 
primarily  ensure  safety  in  handlinj 
increased  transit  speeds  of  up  to  200  kn 
per  hour.  About  half  of  the  US$450; 
million  foreign  funding  (European  Ban! 
for  Reconstruction  and  Development,  thd 
World  Bank,  EU's  PHARE  program)  wil 
be  dedicated  to  similar  improvements 
with  the  rest  going  to  other  areas,  such  a 
rolling  stock,  IT  systems  and  a  large  fiber 
optic  cable  network  with 
transmission  equipment. 

Romania's   harbor   infrastructure   i 
in  good  working  condition  as  well.  Mos 
development  activity  is  concentrated  at  th<i  eternat 
country's   premier   seaport,    Constanta 
When   all    the   projects   are   complete 
Constanta  harbor  -  already  the  larges 
port  on  the  Black  Sea  -  will  become  on 
of   Europe's    largest,    second    only    t 
Rotterdam.  Three  American  and  thre 
Romanian   companies,    all   in    the   oi 
business,  have  partnered  to  build  a  liqui 
petroleum  gas  terminal.  A  new  passenge 
terminal  will  also  be  built.  A  100,000-toi 
grain  silo  is  currendy  under  constructior 
and,   according   to   traffic   forecasts,   ad 
additional  240,000  tons  of  storage  capaci 
is  needed.  "What  is  very  important  for  iu  ., 
is  to  transform  the  Port  of  Constanta  intc  $;•  . 
a     distribution     center     for     countrie; 
bordering  the  Black  Sea  and  for  Centra 
Asia,"  says  Emil  Visoianu,  general  managei 
of  the  Constanta  Port  Administration. 

Everything  has  gone  faster  anc  jy 
smoother  in  the  telecommunication; 
sector,  where  major  improvement; 
are  evident  when  compared  with  the 
early  '90s.  The  industry  continues  tc 
be     dominated     by     the     state-ownec 
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ational  phone  company,  Romtelecom. 
Lomtelecoms  privatization  took  place 
uring  the  first  hair  or  this  year  and  is  the 
ingle-largest  privarizarion  deal  to  date. 
idvised  bv  Goldman  Sachs,  the  state  will 
;11  35°o  or  the  company,  hopefully  to  a 
trategic  investor,  and  preferably  to  a 
najor  foreign  telco.  Giants  like  Deutsche 
elekom  and  France  Telecom  are  ready 
0  commit  large  investments. 

However,  the  most  important  and 
nectacular  development  in  telecom  has 
>een  the  introduction  or  mobile  phone 
Hvices.  By  the  end  of  November  1996, 
he  winners  or  two  GSM  licenses 
vere  chosen:  Mobiron  (a  consortium 
ontrolled  by  Canada's  Telesystems 
nternational    Wireless,    and    America's 


audience  truly  loves  and  seeks  out  North 
American  goods  and  services." 

Al  Tolstoy  has  great  confidence  in  the 
organization  he  has  built  up  in  a  very 
short  time.  "Strong  leadership  at  the  top 
can  net  good  results,"  he  says.  "However, 
it's  strong  leadership  throughout  the 
corporation  that  achieves  exceptional 
results." 


The  Tough  Game 

There  is  little  doubt  that  the  govern- 
ment's top  priority  for  1997  was  privat- 
ization. Of  the  1,304  companies  sold 
within  the  year,  50  were  large  companies 
and  170  were  medium-sized.  Most  have 
been  sold  through  direct  negotiations, 
231  were  auctioned  off  and  the  rest  were 
floated  on  the  country's  capital  markets. 


The  explosive  growth  of  mobile  telephony  will 
greatly  benefit  Romania's  development. 

I  AirTouch  Communications,  holding 
10%  stake)  and  MobilRom  (a 
consortium  controlled  by  France 
Telecom).  For  its  part,  Mobifon  set  a 
«  world  record  in  the  GSM  business  lor 
1  the  speed  with  which  it  launched 
Connex  GSM  on  April  15,  1997. 
Almost  two  months  later,  MobilRom's 
service,  Dialog,  was  functional.  Al 
Tolstoy,  Mobifon's  presidenr  and  CEO, 
offers  insight  into  his  company's 
business  philosophy:  "While  coverage 
is  important,  our  focus  is  on  brand 
awareness  and  the  quality  of  our  network 
and  services.  Within  a  year,  Connex 
GSM  has  become  synonymous  with 
quality,  innovation  and  trust.  Ask  most 
Romanians  and  they'll  tell  you  that 
Connex  is  a  winner,  it's  the  better  service 
and  it's  the  innovator.  The  fact  that 
we  bring  a  strong  North  American  flavor 
to  our  initiatives  has  further  solidified 
our    advantage.    Our    Romanian    target 
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CONNEX  GSM,  ROMANIA'S  ADVANTAGE 


BANCA  AGRICOLA  S.A. 

OVER         120         YEARS         OLD 


Liviu  Adrian  Istrate 
President 


Performances 


•One  of  the  largest  Romanian  commercial  banks  in 

terms  of  assets  (ROL  10,01 1.7  billion) 
'The  largest  deposits  from  individuals  (ROL  4,112 

billion) 
'One  of  the  largest  number  of  account  holders 

(1,533,223) 

'  The  largest  network  (306  branches) 
■  Over  200  correspondent  banks  abroad 
>  Two  share  issues  (1992-1993  and  1 995) 
'  Relative  high  percentage  of  privatisation  (43%) 
'It  manages  195  million  USD  loans  from  IBRD  and 

EBRD 
'The  Bank  is  nominated  for  the  General  Sales 

Manager  (GSM  102)  Program  -  of  USA  Agricultural 

Department,  the  Bank  being  guaranteed  by  the 

Ministry  of  Finance 


Products  and  Services 


1  Short,  medium  and  long  term  loans  to  individuals  and 
to  all  kind  of  commercial  companies  from  all  the 
economic  sectors 

•  Payments  in  ROL  and  in  foreign  currency 

'  Setting  up  individuals  and  corporated  deposits  in  ROL 
and  in  foreign  currency 

'  Special  consulting  and  networth  assessments 
1  Safekeeping  of  jewellery  and  othervaluables 
'  Issue  of  banking  guarantee  letters 
'Selling  of  insurance  products 
'  Leasing 

•  Derivatives 

•Discounting  and  forfeiting 
'Avalizing 

>  Distribution  of  shares  on  the  primary  market  for 
different  issuers 

•  Custody  bank  services  for  institutional  investors 
'  Special  settlements  for  security  transactions 
•Mutual  funds  deposits 

•Access  to  SWIFT 

•Foreign  exchange  operations  including  VISA, 
EUROCARD/MASTERCARD  and  traveller's  chnques 

•  Issue  of  Cards  both  in  ROL  and  in  foreign  currency. 


Headquarters  3  Smard 
Bucharest,  Code  70006- R 
Phone:  (401)  3126835;  61 
(401)  3126306  Telex:  11 
BANAG-R;  SWIFT  Code  Bid 
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The  Romanian  Commercial  Bank  is  one  of  the  world's  25  most  profitable  banks 


Several  industrial  sectors,  such  as 
textiles  and  confectionery,  are  almost 
entirely  privatized.  Others,  such  as 
packaging,  plastics  processing  and 
building  materials,  are  between  80%  and 
90%  privatized.  The  cement  industry  - 
the  hot  spot  of  1997's  privatizations  -  is 
more  than  80%  privately  held. 

Plans  for  this  year  are  even  more 
ambitious.  Romania  will  finally  sell  off 
at  least  two  state-owned  banks.  The 
process  (which  international  financial 
institutions  had  been  anticipating  for 
years)  began  in  1997,  but  will  only  be 
concluded  this  year.  The  first  bank  to  go 
public  will  be  BancPost,  followed  by  the 
larger  Romanian  Development  Bank 
(BRD).  Two  consortia  led  by  major 
foreign  banks,  ABN  Amro  and  Daiwa 
Europe,  are  advising  the  state  on  the 
privatization  process. 

A  third  bank,  Banca  Agricola,  is 
undergoing  a  massive  restructuring 
program  and  may  well  be  privatized  by 
the  end  of  1998  or  early  1999.  It  is 
Romania's  largest  in  terms  of  the  number 
of  accounts  and  customers  and  it  deals 
primarily  with  customers  in  the  agri- 
business and  food  processing  industries. 
Chairman  Liviu  Istrate  underlines  the 
main  features  of  the  restructuring  plan: 
"First  of  all,  our  balance-sheet  losses  have 
been  cut  by  the  state,  which  financed 
them  by  issuing  T-bills  worth  about 
l.'S$500  million.  Then  we  started  to 
operate  on  a  wholly  commercial  basis, 
he  objective  of  becoming  a  retail 
bank  capable  of  offering  a  full  range  of 
■ig  products  and  services." 


!Kcv 
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As   for   the   Romanian   Commerci 
Bank,      Banca     Comerciala     Roman 
(BCR),   one  of  the  three  largest  stat 
owned  banks,  its  privatization  is  not  see 
as  a  priority.  The  bank  was  founded  i 
1990,  when  the  central  bank  spun  off  ii 
commercial  operations.  "It  was  actual! 
the   beginning  of  reform   in   Romania 
banking  system,"  says  Ion  Ghica,  BCR 
chairman.    Besides    its    customer    bas 
and  operations,   BCR  also   inherited   |  [oik, 
healthier,   more   conservative  and   mor^  tavertu 
risk-averse   approach   from    the   centra  Lsto 
bank.  This  prevented  it  from  becomin 
involved  in  the  scandals  and  trouble  tha 
afflicted  some  of  its  competitors.  BC1 
adopted  a  pioneering  approach  in  man 
new  areas.  "We  were  the  first  Romania 
bank   to    raise   funds    from    the   inter  L[ 
national  capital  markets  with  a  US$7    din; 
million    corporate    bond    issue,"    state  brnn 
Ghica.  "We  were  also  the  first  to  build     hiirm.i 
special     division     for     capital     marke 
operations,   dealing  both  at  home  an 
abroad.  We  were  the  first  to  introduc 
Automatic  Teller  Machines  (ATMs)  int> 
this  country,  and  we  are  the  leader  in  th    \ 
credit  card  business.  We  even  made  i 
into  The  Banker  Magazine's  Top  25  Mos 
Profitable  Banks,  with  an  estimated  199 
profit/capital  ratio  of  60.1%."  The  ban! 
has  also  forged  special  relationships  wid 
Citibank,    American    Express    and    th 
U.S.'s  EximBank. 

Cameneo  Petrovici,  president  of  th 
Romanian  Savings  Bank  (CEC),  believe 
that  in  the  future  his  bank  will  have 
greater  impact  on  the  Romanian  bankini 
system:   "In    1997  we   ranked   third   ii 
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;sets.  Last  year  we  became  \  ISA  and 
L'ROPAY  members.  We  are  developing 
business  relationship  with  Bank  of 
merica,  which  is  interested  in  housing 
rojects  and  road  infrastructure.  These 
,  as  a  matter  or  tact,  two  or  our  top 
ree  priorities  -  the  other  being  the 
velopment  or  the  small  and  medium- 
ze  business  sector." 

bo  Pain,  No  Gain 

Lestructuring  has  affected  not  only  the 

iking   system,    but  just  about  every 

Romanian    enterprise.    Industrial 

structuring,     however,     is    far    more 


Romania's  rich  architectural  heritage  has  been 
tarefully  preserved. 

lifficult,  partly  because  or  the  immensely 
xnvertul  trade  unions.  The  government 
I  knts  co  break  the  monopoly  of  the  state 
ntities,  the  so-called  Regis  Autonomous, 
tnd  turn  them  into  joint-stock 
ompanies. 

I  he  yean  lost  to  endless  debate  over 

:he  best  way  to  restructure  the  country's 

:  fewer  monopoly  could  be  considered  a 

railing    to    which    all    post-communist 

3  governments    are    prone.    Aureliu    Leca, 

J  :hairman   and   CEO   ot   the    Romanian 

I  Electricity   Authority    (Renel),    is   deter- 

i  mined  to  resolve  the  issue.  "My  aim  is  to 

try   to   reshape   the  power  sector,"   says 

Leca.  "This  means  many  different  things: 

^Xe  need  to  set  up  a  proper  institutional 

framework,  draft  an  energy  strategy  for 

the    next    15    years   and   enact   energy 

legislation.  I  would  say  this  last  goal  is 

particularly    important    because    it    will 

present  clear-cut  options  on  two  essential 

issues:     ownership     and     competition. 

We  decided  that  we  want  a  mixture  of 

private    and    public    ownership    and    a 

fully  competitive  environment."   Renel, 

Romania's    largest    company,    generates 

I  more  than  US$2.5  billion  and  supplies 

u  96%  of  the  country's  electricity  and  over 


40%  of  its  thermal  power.  Leca,  who  has 
a  background  in  nuclear  power,  is  very 
proud:  "This  plant  uses  Canadian 
technology  and  is  the  only  nuclear  power 
plant  in  Central  and  Eastern  Europe  that 
is  based  on  Western  technology.  The  first 
unit  ha;  a  nominal  power  of  700  MW 
and  we  are  now  trying  to  secure  financing 
for  the  completion  of  a  second  unit, 
identical  to  this  one.  We  are  also  seeking 
partners  to  complete  the  other  three." 


Romgaz,  the  country's  natural  gas 
monopoly,  is  also  targeted  for  restruc- 
turing and  at  least  partial  privatization. 
With  some  3,700  derricks,  150  gas  fields 
and  a  countrywide  network  of  more  than 
20,000  km,  Romgaz  produces  around 
10.5  billion  cubic  meters  of  natural  gas 
per  year.  "We  want  to  return  to  the  status 
quo  -  a  national  jointly  owned  company 
with  2%  to  5%  of  the  stock  held  by 
employees  and   the  rest  traded  on  the 


We  started  in  1992  and  have  an  unbroken  record 
of  success. 

Now,  we  are  a  well  respected  company,  grossing 
an  annual  $200  millions  and  we  are  recognised 
as  the  number  one  tyre  manufacturer  in  Romania, 
covering  80%  of  the  market. 

We  are  one  of  the  two  independent  tyre  manufacturers 
in  Eastern  Europe/which  has  brought  us  a  partnership 
with  the  worldwide  business  investor,  Nomura  International. 

Our  tyre-manufacturing  staff  is  one  big  family 

of  10,000  members,  employed  in  4  production  plants 

and  41  subsidiaries  all  around  Romania. 

We  designed  and  developed  AutoMaxima: 
a  countrywide  network  of  2,000  tyre  retailing 
and  service  outlets  for  our  customers. 

We  also  invest  in  media,  transport  and  satellite 
communications. 

And  we  are  always  open  to  new  horizons. 


Tofan  Grup 


Bucharest  Romania 

tec  (+40)  1  330  29  63  fax:  (+40)  1  330  29  73 

www.tofan.com 
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ROM      AM     S»A*. 

Truck  Company  TRUCK  DIVISION 

Since  1971,  ROMAN  SA.  is  the  Romanian 

specialist  in  truck's  production.  We  are  the 

only  producer  of  engines  for  transportation 
vehicles  used  in  the  field  of  industrial,  oil,  and  mining 
constructions.  With  CATERPILLAR  also,  we  made  a  line 
of  trucks  for  roads  and  bridges.  ROMAN  S  A.  is  interes- 
ted to  form  joint  ventures  in  order  to  achieve  the  moder- 
nisation and  the  technological  process. 

FOR  FURTHER  INFORMATION,  PLEASE  CONTACT:    Carol  Rugacs,  General  Director;  address:  5,  Poienelor  Street, j 
2200  BRASOV,  Romania,  Tel.:  +40-(0)  68-311992,  311888,  127222  ext.  2102,  3102,  Fax:  +40-(0)  68-311333,  E-mail  address:  roman(a  deltanet.roknet.ro 


stock  exchange,"  says  one  of  Romgaz's 
top  managers.  "We  could  then  offer 
access  to  the  pipeline  network  to  other 
commercial  companies.  This  strategy 
is  fully  endorsed  by  our  experts  and  by 
our  25,300-strong  workforce." 

The  next  sector  slated  for  restruc- 
turing may  well  be  metallurgy.  But  one 
cannot  talk  about  Romanian  metallurgy 
without  mentioning  Sidex.  The  country's 
largest  jointly  owned  company  is  also 
Romania's  largest  exporter.  Exports  usually 
account  for  some  USS550-600  million, 
out  of  a  turnover  close  to  US$1  billion. 
Sidex's  management  seems  determined  to 
go  its  own  way:  "We  started  a  deep 
restructuring  and  modernization 
program  back  in  1994.  So  far  we  have 
invested  some  US$270  million  and  we 
will  finalize  this  year's  investments,  worth 
another  US$250  million,  including 
modernization  of  a  galvanized  zinc 
rolling  mill  and  two  continuous  casters  - 
both  in  conjunction  with  a  U.S. 
corporation.  We  are  also  negotiating  with 


another  American  company  about  a 
longitudinally  welded  pipe  facility,"  says 
Dumitru  Nicolae,  Sidex's  CEO. 

Romania  has  an  unusually  diversified 
automotive  industry  for  a  country  of  its 
size.  The  country  has  an  off-road,  four- 
wheel-drive  carmaker,  Aro,  and  a  bus, 
trolleybus  and  utility  van  manufacturer 
called  Rocar.  The  newly  appointed  CEO 
of  Rocar,  Gabriela  Radu,  and  her  team 
managed  to  save  a  company  that  was  clearly 
going  under  by  the  mid-'90s.  Indeed,  the 
company  recently  launched  a  brand-new, 
state-of-the-art  bus  model.  "It  is  a  very 
high-tech  bus,  made  in  cooperation  with 
Italian  body  builder  De  Simon,  and 
powered  by  an  environmentally  friendly 
MAN  engine,"  says  a  proud  Radu. 

A  third  major  company  within  the 
country's  automotive  industry  is  the 
heavy  truck  and  lorry  manufacturer, 
Roman.  Another  former  jewel  of 
Romanian  industry,  the  company  has 
built  125,000  heavy  trucks  for  the  local 
market    based    on    a    German    MAN- 


licensed     design.     These     have     be 
exported  with  some  success,  particula: 
to  China,  which  is  the  company's  mi 
profitable    overseas    market.    Romaij  f 
domestic   customer   base,    however,   b!  ' 
been    crippled    by    high    interest    rat<| 
Carol    Rugacs,    Roman's   tough-mind 
CEO,    firmly   puts   the   blame   for   ti 
company's  troubled  condition  on  the  la 
of  specific  financial  instruments,  such 
leasing    mechanisms.    Although    ful 
committed  to  his  company  and  strong 
determined  to  turn  it  around,  Rugacs 
realistic:  "Our  weakness  is  the  engine 
we  have  never  had  enough  money 
invest  in  research,  so  we  are  very  keen 
link  up  with  an  engine  producer.  Rig 
now,  we're  talking  to  Caterpillar." 

Oltchim  is  an  excellent  example  of  L 
company  that  has  reinvented  itself  whi 
still  under  state  ownership.  Romani; 
largest  and  most  successful  chemic 
company  dominates  the  local  mark 
for  chlorinated  products,  oxo-alcoho 
and    pesticides.    Strategically   leveragir 
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omania's  manufacturing  industry  enjoys  low  labor  costs  but  still  needs  to  import  Western 
schnology  to  become  truly  competitive. 


)ltchim's  position  as  one  of  the  country's 
Dp  ten  exporters,  its  managing  director, 
^onstantin  Roibu,  has  successfully 
voided  excessive  state  interference. 
Since    1994    we    have    invested    about 


obliterated  during  the  bloodshed  that 
eventually  led  to  the  fall  of  the 
Communist  regime  in  1989.  It  took 
Hilton  more  than  five  years  to  fully 
restore   and    refurbish   the   hotel  —  and 


)0    million    in    our    production        tens  of  millions  of  dollars.  But  the  effort 

has  paid  off,  and  today  Athenee  Palace 
Hilton  Bucharest  is  Romania's  only 
five-star  hotel.  It  is  a  popular  place  for 
business  meetings,  investment  forums 
and  of  course  for  those  who  enjoy  world- 
class  service  in  a  superior  environment. 
The  friendliness  of  the  staff  will  only 
make  the  stay  even  more  pleasant. 

The  owner  and  founder  of  Romania's 
largest  travel  agency,  Marshal  Tourism 
Ltd.,  is  nicknamed  "The  Marshal,"  after 
Romania's  controversial  military  leader 
of  World  War  II.  But  nowadays  Ion 
Antonescu  fights  a  different  kind  of  war. 
"I'm  a  winner,"  he  says.  "I  don't  accept 
being    second    or    third.    Just    consider 


acilities,  aiming  primarily  at  reducing 
osts.  but  also  at  enhancing  quality  and 
educing  the  impact  of  our  operations  on 
he  environment,  says  Roibu.  When 
Dltchim's  management  decided  to 
|  pversify  into  the  food  processing 
Bsiness,  many  people  were  skeptical. 
Even  though  the  core  chemical  business 
itill  accounts  for  some  95%  of  annual 

-  ties    worth    US$200    million,    Roibu 

-  Divisions  a  time  when  Oltchim  will  be 
i  unable  to  meet  demand  for  its  fruit  jams 
l  in  the  American  market. 

•Undoubtedly,  the  difference  between 

-  reality  and  potential  is  most  striking  in 
the  tourism  sector.  The  country  boasts 


a  widely  varying  landscape  that  ranges       Tarom's  sales  —  most  travel  agencies  use 
from  8,000-foot-high  mountains  to  the       Tarom  for  about  80%  of  their  tourism 


Black  Sea  coast,  to  the  unique  Danube 
Delta.  Romania  has  wildlife  not  seen 
anywhere  else  in  Europe,  as  well  as 
wonderful  medieval  monasteries  and 
well-preserved  ancient  arts,  customs  and 
handicrafts. 

Yet  Romania  has  had  its  share  of 
admirers.  Years  ago,  Hilton  Hotels  took 
over  one  of  the  most  beautiful  buildings 
in  Bucharest,  the  Athenee  Palace  Hotel, 
which  is  a  remnant  of  la  Belle  Epoque, 
Bucharest-style.   The    hotel    was    nearly 


programs  -  and  you'll  see  that  Marshal 
Tourism  bought  US$8  million  worth  of 
air  tickets.  That's  more  than  our  two 
closest  competitors  combined.  I  think 
there  are  two  essentials  for  success:  First 
of  all  passion  and,  secondly,  profession- 
alism and  the  desire  to  keep  on  learning. 
I'm  continually  on  the  move.  Every  day 
I  try  to  bring  something  new  to  the 
business.  In  fact,  most  ideas  come  to  me 
during  the  night."  And  nocturnal  ideas 
translate  into  very  lucrative  and  unusual 


Since  1951  rocar  s.A.  is  specialised 

in  manufacture)  ol  buses,  tioiieybuses 

and  light  commercial  vehicles  (minibuses, 

vans,  pick-ups  and  ambulances). 

ROCAR  S.A.  is  always  opened  to 

foreign  partners  and  investors 

around  the  world... 


For  detailed  information: 

Mrs.  Gabriela  Radu,  General  Manager; 

ROCAR  S.A.  ROMANIA;  3,  Ostrov  Street,  Bucharest 

Phone:  +40-1-3372860;  Fax:  +40-1-3372862 

e-mail  ROCAR:  rocar@mail.kappa.ro 

web  site  ROCAR:  http:  //www.kappa.ro/yoursite/rocar 


C.  N.  L.  O.  Targu  Jin 

National  Company  of  Lignite  Oltenia 


C.N.L.  Oltenia's  main  activities  are: 

■The  extraction  and  delivery  of  lignite  from 

quarries 

and  underground  mines 

■The  execution  of  mine  opening  works, 

underground  preparing  and  quarry  special  works 

■The  management  and  the  protection  of  lignite 

and  anthracite  reserves 

■Constructions  and  surface  and  under  ground 

mining  as  sembling 

■Import-export  activities  and  international 

economical  cooperation 

C.N.L.  Oltenia's  structure  includes: 

■Underground  mining  operations:Farcasesti,Cema, 

Albeni,  Dragotesti,  Motru.  Mehedinti 

■Quarry  mining  operations:  Rovinari,  Rosia, 

Pesteana,  Pinoasa,  Motru,  Berbesti,  Jilt 

■Industrial  railroads  operations:  Motru,  Jilt,  Rovinan 

■Supply  centres:  Motru,  Jilt,  Rovinan,  Berbesti 

■The  Sacelu  Recovering  Centre 

■The  Representative  Office  in  Bucharest 

Address. 

1-15,  Tudor  Vladimirescu  street;  1400  Gorj; 

ph.:  053/215055,  213501,  212601,  214009; 

fax:  053/212776,  214185,  216064;  telex:  45318 
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■ 


OOLTCHIM  off 


•cloro-alkali-products 

•PVC 

•polyols,  propylene  epoxide,' 
mono  propylene  glycols 
clorinated  products 

•hydrogen  peroxide 

•alkylamines 

•pesticides 
1 ,  Uzinei  Street;  Ramnicu  Valcea 

-  Romania;  ph.:  00  40  730746;  fax:  00  40  50  736188,  735030 


ers  vo 


•coex  packings 

•construction  materials  (PVC 
panels,  PVC  windows  and 
doors  profiles,  poliurethane 
panels 

•agro-food  products  (poultry 
and  pork  meat,  meat  tins, 
vegetables  and  fruits  tins, 
natural  drinks 


Itotiy, 


I" 


concepts.  Fly  to  Romania  with  Air 
France,  Alitalia,  British  Airways, 
Olympic  or  Swissair  and  you  will  find 
Marshal  Tourism's  ad  on  the  back  of  the 
boarding  card. 

The  Young  Wolves  of  the 
Private  Sector 

Despite  all  the  difficulties  -  high  inflation, 
expensive  credit  and  old-fashioned 
attitudes  —  Romania  has  a  young  and 
dynamic   private   sector.    Most   of  the 


country's  entrepreneurs  are  relatively 
young  people  who  have  benefited  from 
some  exposure  to  the  West.  Quite  a 
number  have  managed  to  build  up 
vibrant  and  diversified  companies  in  only 
a  few  years.  These  companies  are  capable 
of  facing  competition  not  only  from  local 
state-owned  enterprises,  but  also  from 
powerful  foreign  companies. 

Native  Romanians  are  not  the  only 
ones  to  quickly  realize  the  country's  true 
potential.  In  early  1995,  William  "Bill" 


THE  INTEGRATED 
IRON  AND  STEEL 


® 


Celebrating  if  s  30  years  anniversary 

I  or  further  information,  please  contact: 
Nieolae  Dumitru,  Geti0M^M&-ror;  /,  Smardan;  0200  (iulati; 
Romania;  phone:  +40  -  .?«     .00. 03;  fax:  +40  -.16-  40. 40. 1 0; 
telex:  51285&^ftyk>w*idex.ro 


Avery,  who  was  a  project  manager  wit) 
the  USAID  office  at  the  time,  felt  tr 
country  was   receiving   unfair,   negathj  |tre  a 
press  in  the  overseas  media  and  decide 
to   do   something  about   it.   He   bega|  hers 
with   an   electronic   publication   on   tr 
Internet    called    Romanian   Press   Revie^.v, 
(http://www.halcyon.com/rompr/) 
must  admit  that  it  was  not  an  instarAi; 
success,    as   we   were   kind   of  inexp<  - 
rienced,"  says  Avery.  "But  we  learned  ; 
we  grew  and  last  year  we  were   quh 
successful."  He  was  so  successful  that  r  | 
was  able  to  launch  a  weekly  newspaper  fc 
the  very  beginning  of  1998. 

Daniel  Marin  and  his  partner,  rw 
high-profile   engineers,   decided   it   wj  y5 
time  to  move  on  with  their  careers.  / 
experts  in  fluid  dynamics,  their  choice  c 
business    wasn't    very    difficult.     "W 
thought  that  fluid  measurements  woul 
definitely    be    an    interesting    marke 
Before  1989  the  price  of  water,  steam  an 
power  had  no  connection  with  realir   V 
Nothing  was   measured,   not   even   th 
technological    fluids,"    explains   Marir   L 
From  two  employees  in  1992,  Genen 
Fluid  rapidly  grew  to  25  in  two  years  an 
stands  at  115  today.  In  1997,  turnove 
reached  US$3  million. 

Perhaps  the  most  spectacular  busines 
story  of  all  relates  to  Gheorghe  "Gelu 
Tofan.  A  man  in  his  late  30s,  Tofa 
has  quietly  built  up  an  empire  in  th 
tire  business.  A  former  employee  c 
Romania's  largest  tire  manufacture) 
Danubiana:  Tofan  started  his  person; 
crusade  with  a  tiny  operation 
distributing  and  servicing  Danubiana 
made  tires.  As  cash  flow  improved,  h 
eventually  set  up  an  extremely  successfii 
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re  retreading  company,  using  American 
andag  technology.  By  the  end  of  1995, 
btan  was  the  new  owner  or  his  former 
plover,  which  he  bought  trom  the  State 
Xvnership  Fund.  Less  than  two  years 
iter.  Toran  Group  was  taking  over  rwo 
lore  tire  lactones,  Silvania  and  Victoria. 
Totan  Group  now  produces  about 
ihe  total  output  of  Romania's  tire 
ndustry,  says  Toran.  "We  closed  fiscal 
997  with  about  USS250  million  in 
urnover.  which  ranks  us  twenty-third  in 
he  world  as  a  tire  producer.  We  employ 
ome  10,000  people.'" 

An    otherwise    mild-mannered    and 

harming  man,  Tofan  is  very  serious  when 

t  comes  to  business.  He  is  ready  to  seize 

vhatever   opportunities    show    up,    and 

here    are    business    opportunities    in 

Romania.    "We    have    already    signed    a 

partnership  with  an  American  company 

■  or  satellite  communication  technology," 

i  Ibfan    states.    "We    will    be    the    first 

Romanian  company  to  operate  a  satellite 

-  system  and  sell  services.  This  will  be  a 

profitable  business.''  Clearly.  Gelu  Tofan  is 

[he  best  example  ol  the  new,  emerging  class 

af    Romanian   business  people.   "We   have 

i  built  up  a  very  young  team  of  professionals 

'  in  our  company,''  he  adds.  "This  generation 

is  coming  to  power." 

i 

What's  Next? 

:  Is  Romania  going  to  become  a  regional 
1  economic  power,  a  new  frontier  for  savvy 
•jfoaign  investors?  Most  decision  makers 
4and  people  already  doing  business  in 
4Romania  firmly  think  so.  Daniel  Daianu, 
Jthc  country's  Minister  of  Finance,  says, 
"•"Romania     has     an     extremely     broad 


The  Athenee  Palace  Hilton  Bucharest 

is  like.  "My  message  is,  'Come  and  see 
Romania  and  invest,'"  says  Tolstoy. 
"However,  do  your  homework!  I  see  the 
country  as  a  land  of  opportunity  if  you 
are  prepared  to  do  things  properly,  with  a 
long-term  view.  The  more  time  I  spend 
here,  the  more  opportunities  I  see." 

Mark  Meyer,  an  attorney  with 
Herzfeld  &  Rubin,  P.C.,  and  chairman  of 
the  Romanian-American  Chamber 
of  Commerce,  agrees:  "I  believe  in  this 
country  and  love  it.  I  have  learned  that  all 
Americans  who  really  come  to  know 
Romania  feel  the  same." 

President  Constantinescu  shares  a 
telling  analogy:  "Large  birds  carefully 
survey  the  terrain  when  they  are  about  to 
land  -  and  big  American  companies  do 
not  differ  from  this  rule.  Romania  is  the 
stable  nucleus,  the  core  of  an  emerging 
market  of  130  to  200  million  people  and 
it  should  be  seen  as  a  base  for  develop- 
ment into  adjacent  regions.  I  remember  a 
story  that  is  the  basis  of  many  American 
movies:  A  child  finds  a  coin  on  the  street, 
picks  it  up,  looks  at  it  very  carefully, 
invests  it  wisely  and  finally  wins.  If  I  were 
that  child  today  and  saw  this  small  spot 
that  is  Romania  on  a  world  map,  I  would 
examine  it  closely  and  then  invest  here. 
And  I'm  sure  that  I  would  gain." 
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Trust  in  a  part  of  Romania 's 
history  -  CEC 


This  Palace,  whose  fondation  stone  was  laid  a 
century  ago,  is  home  to  the  oldest  and  most 
popular  savings  bank  in  Romanian  history. 

Opening  its  doors  to  all  citizens,  it  is  the  people 's 

bank  with  12  milion  depositors  -  half  the 

country's  population,  and  more  than  2100 

branches. 

C.E.C. 

The  Romanian  Savings  Bank 

Established  at  1864 
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Buy  the  manager, 
not  the  fund 


Here  today,  gone  tomorrow.  Is  the  same  person 
running  your  fund  as  when  you  first  bought  it? 


By  Thomas  Easton 

Warren  Isabelle  holds  stocks  for 
years,  has  spent  most  of  his  career 
within  50  miles  of  his  birthplace 
in  Gardner,  Mass.,  and  has  been  mar- 
ried to  the  same  woman  for  26  of 
his  46  years.  He  spent  seven  years  run- 
ning the  Capital  Growth  Fund  for  Pio- 
neer Group. 

But  what  suddenly  got  into  the 
guy?  In  the  past  18  months  he's  held 
four  different  jobs. 

He  jumped  to  the  Evergreen  Key- 
stone family  in  February  1997,  staying 
just  three  months  as  chief  equity  invest- 
ment officer.  He  spent  just  two  months 
at  Prospect  Street  Investment  Man- 
agement Co.  and  left  after  an  unsuc- 
cessful effort  to  underwrite  a  closed- 
end  fund.  Since  September  1997  he's 
been  at  Ironwood  Capital  Manage- 
ment in  Boston,  running  its  ICM/ 
Isabelle  Small  Cap  Value  Fund. 

"This  is  it,"  he  promises.  "Where 
else  would  I  go?"  He  will  probably 
stay  put  because  he  is  majority  owner 
of  the  fund  this  time,  not  merely  an 
employee. 

Isabelle's  peregrinations  are  symp- 
tomatic of  an  era  of  turmoil  among 
mutual  fund  managers.  In  a  booming 
market  that  enjoys  a  net  inflow  of  $27 
billion  a  month  into  stock  funds,  suc- 
cessful stock  pickers  are  worth  millions 
of  dollars.  If  they  don't  get  what  they 
want,  they  jump  ship. 

The  job-hopping  makes  it  that 
much  harder  for  the  investing  public 
to  make  intelligent  choices.  What 
does  a  fund's  performance  record 
mean  these  days? 

Consider:  In  May,  Man      i 
who    compiled    good    numbers    at 
Bankers  Trust  before  leaving  in  1996 
for  a  disappointing  stretch  at  the 
Strong  Funds,  left  to  join  Connect  i- 
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cut-based  Northstar  Investment  Man- 
agement; in  June,  William  H.  Chen- 
oweth,  a  star  at  Turner  Small  Cap 
Growth  Fund,  switched  to  the 
Nicholas-Applegate  family;  and  in  late 
April,  Charles  Albers,  a  brilliant  25- 
year  veteran  at  Guardian  Park  Avenue 
Fund,  became  the  marquee  manager 


for      Oppenheimer's      Mainstreet 
Income  &  Growth  Fund. 

The  Securities  &  Exchange  Com- 
mission lubricated  this  process  a  bit  in 
1996.  It  formally  approved  Elizabeth 
Bramwell's  republication  of  the  excel- 
lent record  established  while  running 
a  fund  for  Mario  Gabelli  in  a  prospec- 
tus for  a  fund  of  her  own.  Use  of  the 
"Bramwell  clause"  is  tightly  restrict- 
ed, but  still,  word  gets  around.  On 
the  strength  of  Albers'  reputation  at 
Guardian,  Mainstreet  Income  & 
Growth  quickly  added  $221  million. 
What  does  all  this  mean  to  the 
investor?  It  means  she  should  not 
assume  continuity  of  management. 
Under  Michael  Price  and  his  mentor, 
Max  Heine,  Mutual  Shares  compiled 
a  superior  record  with  special  situa- 
tions investing;  with  Price  phasing 
out,  there  is  no  assurance  that  the 
style  and  results  won't  change  under 
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Franklin  Resources'  management. 

It  the  tax  consequences  are  not  too 
horrible  she  should  consider  moving 
money  when  a  good  manager  moves. 
Isabelle  is  one  worth  following. 

In  1990,  when  Isabelle  started  die 
Capital  Growth  Fund  for  Pioneer,  he 
was  a  nobody.  He  had  spent  eight  years 
in  the  money  management  business  as 
an  analyst  covering  chemicals,  drugs 
and  oddball  conglomerates.  Over  the 
next  six  years  the  fund  returned  an 
annualized  22%,  four  points  ahead  of 
the  s&r  500.  Toward  the  end,  the 
money  poured  in — S200  million  a 
month  between  Capital  Growth  and  a 
similar,  newer  fund  run  by  Isabelle. 

The  rush  of  assets  was  a  windfall 
for  Pioneer  but  hell  for  the  investor. 
As  assets  topped  52  billion,  uninvest- 
ed cash  swelled  and  performance 
waned.  The  portfolio  stretched  out 
to  more  than  100  stocks,  Isabelle 
says,  far  too  many  to  follow  well.  He 
would  cringe  when  customers  told 
him  they  had  entrusted  their  chil- 
dren's college  savings  to  his  care. 

If  Isabelle  liked  to  own  what  every- 
one else  is  buying — outfits  like 
Microsoft  or  Coca-Cola — having  to 
invest  S2  billion  would  present  no 
problem.  But  he  has  no  interest  in 
stocks  like  those.  His  picks  include 
Anacomp,  a  dominant  player  in  the 
microfiche  market  (  better  than  com- 
puters for  holding  lightly  used,  long 
held  data);  Acme  Electric  |  power  sup- 
plies, transformers);  and  Crown  Van- 
tage (a  specialty  packaging  outfit  spun 
off  by  Fort  James  Corp.,  formerly 
James  River,  that  is  going  through  a 
restructuring).  You  can  make  a  differ- 
ence to  your  portfolio  with  stocks  like 
these  if  you  are  running  $100  million 
•or  $200  million.  With  $5  billion, 
forget  it. 

The  kind  of  value  Isabelle  looks  for 
isn't  the  sort  everyone  could  recog- 
nize. One-third  of  Isabelle's  holdings 
lost  money  in  the  past  year.  "If  they 
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were  earning  things  today  and  every- 
one saw  it,  the  value  would  be  out,"  he 
says.  "I  don't  want  to  pay  for  today's 
earnings  and  tomorrow's  growth.  I  am 
happy  to  pay  for  assets  today  that  can 
produce  earnings  tomorrow." 

The  median  price-to-cash-flow 
ratio  on  an  Isabelle  holding  is  8, 
compared  with  18  for  the  s&P  600 
small  cap  index.  The  median  price-to- 
operating  earnings  is  14,  again  a  frac- 
tion of  the  s&P  600's  median  of  31. 
The  most  interesting  statistic  of  all, 
by  Isabelle's  reckoning,  is  price  to 
sales.  The  market  cap  of  his  picks  on 
average  is  less  than  half  their  annual 
sales,  whereas  the  average  on  Wall 
Street  is  just  under  2. 

What  do  you  get  in  a  company 
trading  at  half  of  sales  but  making  no 
money?  Some  kind  of  operating  prob- 
lem. If  the  problem  is  soon  to  be 
resolved,  you  have  a  real  winner.  Pick 
the  wrong  one,  and  at  least  you  have 
(usually)  some  kind  of  liquidating 


On  their 

Fund  manager 

own 

Current  fund 

Inception  date 

Former  fund 

Sam  Lieber 
Elizabeth  Bramwell 
Fred  Kobrick 
Thomas  Marsico 
John  C  Bogle  )r 

Alpine  US  Real  Estate  Equity 
Bramwell  Growth 
Kobrick-Cendant  Capital 
Nations  Marsico  Focused  Equities 
N/l  Numeric  Investors  Growth  &  Value 

September  1993 
August  1994 
January  1998 
December  1997 
June  1996 

Evergreen  US  Reel  Estate 

Ga belli  Growth 

State  Street  Research  Capital 

Janus  20 

Quantitative  Numeric  1! 

value  to  fall  back  on.  "They  won't 
blow  up  on  us,"  Isabelle  says,  but 
then  acknowledges:  "Sometimes  they 
do  implode."  One  of  his  clunkers 
at  Pioneer  Capital  Growth:  Levitz 
Furniture,  which  he  bought  for  less 
than  15%  of  annual  sales  thinking  the 
stock  could  triple.  Instead,  it  went 
bankrupt. 

"The  value  is  there  but  time  ran 
out  on  their  cash,"  says  Isabelle. 
Some  turnarounds  don't  turn  quick- 
ly enough.  If  Levitz  comes  out  of 
bankruptcy,  he  says  he'll  buy  it  again. 
Officially,  Isabelle's  new  icm/ 
Isabelle  Small  Cap  Value  has  scarcely 
any  performance  record  at  all,  down 
5%  in  two  months  with  negligible 
assets.  Unofficially,  it  looks  promising, 
on  the  strength  of  Isabelle's  record 
elsewhere.  The  steep  1.95%  expense 
ratio  will  almost  certainly  come  down 
to  an  acceptable  1.3%  or  so  when 
Isabelle  lands  more  assets.  Isabelle 
promises  to  close  the  doors  when  the 
fund  hits  $500  million,  but 
at  $7  million  it  has  a  long 
way  to  go. 

The  table  lists  five  funds 
whose  current  managers 
have  compiled  terrific 
records  in  other  jobs.  You 
might  consider  giving 
some  of  your  money  to 
one  or  more  of  them.   H 
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The 


Unrealistic 
expectations 

Gary  Brinson  sees  to  $1  trillion— T  not  "b." 
He's  an  asset  allocator  and  right  now 
isn't  allocating  much  to  U.S.  stocks. 


By  Bruce  Upbin 

Banking  giants  Swiss  Bank  Corp. 
and  Union  Bank  of  Switzerland  will 
consummate  their  merger  this 
month.  Moments  after,  money  man- 
ager Gary  Brinson,  who  sold  his  Brin- 
son Partners  to  SBC  in  1996,  will  gain 
control  of  the  combined  bank'  $356 
billion  in  institutional  assets.  Add 
another  $730  billion  of  private 
ing  money  that  Brinson  helps  a 
and  we're  looking  at  a  trillion  ( 


investor.  What  do  you  do  with  a 
portfolio  like  that? 

One  thing  you  do  is  spend  more 
time  worrying  about  the  big  deci- 
sions— in  stocks  or  out,  in  Japan  or 
out,  in  long  bonds  or  short  ones — 
than  you  do  worrying  about  individ- 
ual stocks.  But  Brinson  says  this  cast 
of  mind  is  appropriate  to  small-stake 
investing,  too. 

Brinson,  54,  is  a  former  finance 


Brinson  Partners'  Gary  Brinson 

Earn  10%  on  stocks?  Nah.  Maybe  7%. 


professor  who  started  out  running 
money  for  First  Chicago  in  the 
1970s.  He  gained  fame  in  1986  for 
.  coauthoring  a  paper  pointing  out  that 
asset  allocation,  not  stock  picking,  is 
the  engine  of  portfolio  performance. 
Over  the  long  pull,  differences  in 
stock  selection  explain  very  little  of 
the  variation  in  results  for  investors. 

With  a  basket  spread  widely 
around  the  globe,  Brinson  argues, 
you  can  get  equity-like  returns  with 
the  low  volatility  you  would  expect 
from  a  balanced  portfolio  (a  mixture 
of  stocks  and  bonds).  Brinson's  real- 
world  results  confirm  the  theory.  The 
Brinson  Global  Securities  fund  has 
returned  15.5%  annually  since  1981. 
That's  close  to  the  17%  return  of 
U.S.  equities,  but  with  half  the 
volatility. 

Only  23%  of  your  Global  Fund  is 
in  U.S.  equities,  down  from  your 
own  benchmark  index  weighting 
of  40%.  Why  so  bearish? 
I  wouldn't  say  bearish,  I'd  say  we're 
opinionated  about  what  we  think 
future  returns  of  equities  could  be 
based  at  these  price  levels.  The  timing 
of  these  things  is  impossible  [to  pre- 
dict].  In   1988  it  was  obvious  to 
almost  any  analyst  that  the  Japanese 
market  was  at  levels  that  simply  could 
not  furnish  satisfactory  returns,  no 
matter  how  well  those  companies  did. 
Yet  the  Japanese  market  went  up 
another  30%  by  the  end  of  1989. 
Aren't  people  still  looking  for 
25%  returns  in  the  U.S.? 
That's  patently  ridiculous.  Even  for 
people  looking  for  10%  to  12%,  it's 
just  not  going  to  be  there.  At  some 
point,  there  has  to  be  a  reckoning  of 
these  expectations  with  underlying 
economic  reality. 

A  7%  return  is  more  like  it.  Let  me 
give  you  some  simple  math:  The  div- 
idend vield  on  the  U.S.  stock  market 
is  1.5%.  Real  growth  for  the  s&P  500 
has  historically  been  2.8%.  Let's  be 
heroic  and  say  it'll  be  3.5%  going  for- 
ward, plus  1.5%  dividend  yield,  which 
gets  me  to  5%.  Add  inflation  of  2% 
and  there's  my  7%.  In  the  long  run, 
over  20  years,  stock  prices  have  to 
track  underlying  fundamentals. 
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It  takes  The  BEST  of  AMERICA",  from  Nationwide 
Financial  Services.  We'll  help  you  augment  your  4 0 1  ( k ) 
plan  with  a  wide  variety  of  tax-deferred  variable 
annuity  and  life  insurance  products,  with  investment 
options  managed  by  some  of  the  most  trusted  fund 
managers  in  the  industry.  Whichever  product  you  choose, 
The  BEST  of  AMERICA  can  help  you  stay  on  track  toward 
a  more  secure  financial  future.  For  more  information 
on  The  BEST  of  AMERICA  retirement  products,  call 
1-800-BEST-481,  contact  your  investment  professional 
or  visit   our   web    site   at    www.bestofamerica.com 


American  Century"  Investments 

Dreyfus 

Federated  Investors 

Fidelity  Investments"'' 

J.  P.  Morgan 

Morgan  Stanley  Asset  Management  Inc. 

Nationwide  Advisory  Services,  Inc. 

Neuberger&Berman  Management  Inc. 

OppenheimerFunds,  Inc. 

Salomon  Brothers  Asset  Management 

Strong  Funds 

United  Asset  Management'7 

Van  Eck  Global 

Warburg  Pincus 

¥  *  * 

¥    7&HEST 

*      ^/AMERICA 

*  ¥  * 

FROM  NATIONWIDE  FINANCIAL  SERVICES,  INC. 


The  BESTof  AMERICA  variable  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance  Company  or  Nationwide  Life  and  Annuity  Insurance  Company,  members 
of  the  Nationwide  Insurance  Enterprise.  For  more  information,  including  charges  and  expenses,  you  may  obtain  a  prospectus  from  a  registered  representative  orwrite  Nationwide  Life  Insurance 
Company,  P.O.  Box  16609, Columbus,OH  43216.  Please  read  the  prospectus  carefully  before  you  investor  send  money.  Withdrawals  made  prior  to  age  59  1/2  may  be  subject  toa  10%  federal 
tax  penalty.  The  general  distributor  for  The  BESTof  AMERICA  products  is  Nationwide  Advisory  Services,  Inc.  (N  AS),  Member  NASD,  Columbus,  OH,  a  subsidiary  of  Nationwide  Life  Insurance 
Company.  Nationwide  Li'e  is  a  subsidiary  of  Nationwide  Financial  Services,  Inc.  Nationwide  and  Nationwide  Insurance  Enterprise  are  federally  registered  service  marks  of  Nationwide  Mutual 
Insurance  Company. The  BEST  of  AMERICA  is  a  federally  registered  service  mark  of  Nationwide  Life  Insurance  Company. The  underlying  fund  options  described  above  are  only  available  as 
investment  options  in  variable  life  insurance  policies  or  variable  annuity  contracts  by  life  insurance  companies.  They  are  NOT  offered,  or  made  available,  to  the  general  public  directly.  ©1998. 
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How  should  one  prepare  for  die 
day  of  reckoning? 

Allocate  resources  in  ways  that  are 
more  risk-sensible.  It  doesn't  work 
for  tax-paying  individuals,  but  take 
Treasury  inflation-protection  bonds. 
Those  yield  3.8%.  You  have  no  credit 
risk,  no  inflation  risk  and  you  can 
compound  your  money  at  just  under 
4%  per  annum. 

Doesn't  sound  like  a  terrific 
return. 

Sure — because      of     expectations 
formed  off  the  last  ten  years.  To  try 
to  convince  people  that  that  experi- 
ence is  not  repeatable  is,  frankly, 
more  difficult  than  it  should  be. 
What  other  bets  are  you  taking? 
We're    underexposed    in 
general      to      developed 
market  equities  and  slight- 
ly overexposed  to  emerg- 
ing       market        equities 
because    they've    gotten 
trashed  so  badly  it  looks 
like      there's     somewhat 
better  value  there.  It's  not 
a  big  statement  to  be  1% 
overexposed.  We  have  no 
fixed-income  holdings  in 
Japan,  where  interest  rates 
have    now    reached    the 
astounding  level  of  1.2%. 
But  we  have  a  pretty  good 
5%    position     in     dollar- 
denominated      emerging 
market      debt      through 
Brady  bonds.  Also:  special 
country  vehicles,  primarily 
from  Venezuela  and  Brazil, 
and  some   Russian  debt, 
but  not  much. 

In  the  U.S.,  we're  light 
on    banks.    We're    over-      ■■■ 
weighted  on  railroads,  elec- 
tric utilities,  tobacco,  insurance  com- 
panies    and     business     machines, 
especially  Xerox. 

We've  owned  Citicorp  since  1989 
and  now  we're  selling.  We  don't  like 
this  merger  between  Citicorp  and 
Travelers.  We  don't  mind  the  basic 
financial  business  of  credit  cards,  cor- 
porate banking  and  retail  banking. 
Citicorp  is  almost  like  Coca-Cola. 
You  go  anywhere  in  the  world  you 
can  find  Citibank.  That  model  is  fine, 
but  the  model  that  overlays  on  that 
i.mtial  exposure  to  asset 
1    iv  No,  thank  you. 
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You  said  you're  now  completely 
out  of  Japanese  bonds.  Is  Japan 
still  a  place  to  avoid? 

The   Japanese   government   hasn't 
taken  decisive  action  to  restimulate  an 
economy  and  banking  system  that  is 
teetering  on  a  crevasse.  The  banking 
system  could  potentially  enter  into* 
what  we  saw  in  the  U.S.  in  the  1930s 
where  you  had  a  depression  with 
banks  closing.  It's  unlikely  it  will  go 
that  far  in  Japan,  but  I  don't  think 
anybody  dismisses  those  forces. 
What  about  the  downtrodden 
Tigers?  Should  we  buy  financial 
assets  like  government  bonds?  Or 
find  U.S.  companies  investing  in 
hard  assets  like  copper  mines? 


U.S.  equities 
Non-U. S.  equities 

Japan  equities 

All  other  equities 
Emerging-mkt  equities 
Dollar  bonds 

U.S.  bonds 

Intl  dollar  bonds 
High-yield  bonds 
Non-U.S.  bonds 

Japan  bonds 

All  other  bonds 
Emerging-mkt  debt 


Normal  policy 


Current  strategy 


40.0% 


21.0% 


30.5% 


12.0% 
4.0% 

■  3.0% 
2.5% 


19.0% 


19.0% 


18.0% 


26.5% 


World 
weightings 


0% 


12.5% 


16.5% 


18.0% 


1 2.0% 


5.0% 
"Benchmark  as  of  Apr.  30,  1998.  Bnnson  has  no  cash  position. 

"Normal  policy"  is  Brinson's  allocation  offering  the  highest 
return  with  the  least  volatility  if  world  markets  were  all  fair- 
ly priced.  They  aren't,  so  he  tilts  the  board  a  little. 


You  have  a  number  of  problems 
buying  financial  assets  that  you  don't 
have  on  the  hard-asset  side,  where 
you  can  have  some  control  over  run- 
ning those  businesses.  If  vou're 
buying  a  financial  asset,  you're 
exposed  to  the  skills,  or  the  lack 
thereof  of  the  people  running  those 
businesses.  And  you  could  become 
caught  in  a  liquidity  trap  where 
people  have  to  sell  good  assets  even 
thougl  here's  no  sensible  economic 
reason  t       !<>  so. 

We're  rot  very  optimistic  about 
Asia  coni         >ut  of  this  in  a  sharp  V. 


This  is  going  to  take  longer  and  be 

more  painful  and  there  will  be  more 

false  starts. 

Europe:  How  will  the  common 

market  affect  your  investments 

there? 

You'll  have  greater  efficiencies  in 

transportation  of  goods  but  probably 

not,  in  the  short  run,  with  services.  It 

will    take    generations    in    Europe 

before  we  get  true  mobility  in  human 

capital. 

One  opportunity  is  in  banking.  In 
some  countries  the  business  is  largely 
there  for  the  taking.  Some  smaller 
banks  have  relatively  few  competitors 
within  their  borders.  The  nationalis- 
tic instinct  has  meant  that  French 
people  didn't  want  to  give 
their  money  to  a  Dutch 
bank.  But  those  banks  that 
rely  on  that  home  bias  will 
be  at  greatest  risk.  All  of  a 
sudden  people  will  say,  watt 
a  minute,  if  I  can  get  the 
same  product  or  service  at 
a  common  currency  price 
and  it's  better,  why  stay 
with  the  home  country 
bank? 

The  rest  of  the  world 
greatly  lags  the  U.S.  in 
the  percentage  of  GDP 
invested  in  stocks.  They 
just  don't  have  the 
stock- buying  habit.  As 
this  changes,  how  will  it 
play  out  for  markets? 
Japan  has  the  oldest  work 
force    in    the    developed 
world   and   is   the   worst 
funded  in  pension  liabili- 
ties. The  Japanese  know 
this  and  thus  save  more 
than  others.  We'll  see  this 
happen  in  Germany  and  other  parts 
of  Europe  as  individuals  cope  with 
issues  government  has  not  dealt  with. 
Will  they  all  start  buying 
stocks? 

A  lot  will  depend  on  their  risk 
appetite  and  what  they  require  in  get- 
ting satisfactory  rates  of  return.  The 
U.S.  model  has  been  distorted  in  the 
last  ten  years,  misleading  people  into 
thinking  that  the  risk-reward  ratio  is 
comfortably  tilted  toward  equities.  I 
suspect,  if  we  go  through  a  normal 
cycle,  that  we  may  see  some  kind  of 
thought  realignment.  ■■ 
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As  the  ruble  goes, 
so  goes  Russia 


'ill  the  ruble  go  the  way  of  Asian  currencies?  Don't  bet  on  it. 

By  Paul  Klebnikov 


In  March  Boris  Yeltsin  fired  Russia's 
tough  but  unpopular  economics  czar, 
Anatoly  Chubais.  As  Forbes  predict- 
ed (Feb.  23),  the  firing  spooked  for- 
eign investors:  The  Russian  equity 
market  has  crashed  58%  in  six  months. 
To  keep  selling  its  ruble-denominated 
T  bills  (called  gkos),  the  government 
had  to  raise  rates  as  high  as  an  annual 
72%,  before  settling  for  65%  recently. 


again;  students  have  staged  mass 
demonstrations  in  Moscow  and  some 
provincial  cities.  Even  the  man- in -the - 
street  cares  about  the  ruble/dollar 
relationship:  Runaway  inflation  is  the 
last  thing  he  wants  now. 

The  motivation  to  defend  the  ruble 
is  clearly  there.  Are  the  means?  Yes. 
Unlike  many  other  economies,  Russia 
can  afford  to  push  interest  rates  to 
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At  least  two  FORBES  columnists  have 
predicted  that  the  Russian  ruble 
would  go  the  way  of  Asian  currencies. 

But  there  is  a  strong  case  to  be 
made  that  the  ruble  will  hold  near  its 
current  value  of  6.2  to  the  U.S.  dollar. 

For  one  thing,  the  domestic  price  of 
devaluation  may  be  more  than  the 
country  can  afford.  The  last  seven 
years,  as  far  as  the  average  Russian  is 
concerned,  have  been  a  disaster.  Russia 
has  lost  its  great-power  .status,  and  the 
mass  of  the  people  are  worse  off  than 
under  socialism  (witness  the  massive 
rise  of  poverty  and  steep  drop  in  life 
expectancy).  The  present  govern- 
ment's one  success  has  been  to  bring 
inflation  under  control  and  peg  the 
ruble  to  the  dollar.  If  diis  falls  apart,  all 
the  pain  has  been  in  vain. 

Striking  coal  miners,  who  blocked 
the  Trans-Siberian  Railroad  this 
spring,  are  threatening  to  go  on  strike 


whatever  level  is  required  to  defend  its 
currency.  Since  there  is  no  real  inter- 
nal credit  system  in  Russia  today,  high 
interest  rates  don't  have  the  devastat- 
ing effects  they  have  elsewhere. 

Russia's  external  debt  is  not  high 
relative  to  the  size  of  the  economy. 
Russia's  total  foreign  debt  (both 
public  and  private)  is  projected  to  rise 
to  $147  billion  by  the  end  of  this  year, 
equivalent  to  32%  of  GDP.  Compare 
that  to  the  debt  loads  of  South  Korea 
(59%  of  GDP),  Thailand  (70%)  or 
Indonesia  (148%).  Moreover,  two- 
thirds  of  die  Russian  debt  is  old  So\iet 
debt,  where  virtually  no  principal  pav- 
ments  are  due  until  2003. 

Add  it  up  and  Russia's  foreign  debt 

e  is  SI  1  billion  a  year,  equivalent 

■  of  its  exports.  By  comparison, 

i  and  Argentina  have  diverted 

20'      f  their  exports  to  service  their 

del       ( 'ountries  with  overvalued  cur- 


rencies usually  run  big  current  account 
deficits.  Russia  has  long  run  a  trade 
surplus  ($17  billion  last  year).  Falling 
oil  prices  this  year  will  produce  its  first 
current  account  deficit,  but  it  will  only 
be  about  $5  billion. 

Why  all  the  pessimism,  then?  The 
Russian  financial  crisis  is  centered  on 
the  ruble-denominated  T  bills,  the 
GKOs.  Of  these,  foreigners  hold  an 
estimated  30%,  about  $20 
billion — not  a  huge  sum. 
The  first  panic  attack  in  the 
gko  market  happened  with 
the  Asian  crisis  last  October. 
South  Korean  and  Brazilian 
banks  held  nearly  10%  of  the 
GKOs;  many  cashed  out  to 
cover  losses  at  home.  But  the 
Central  Bank  hiked  rates, 
Chubais  made  the  rounds  of 
the  Western  financial  capitals 
and  the  ruble  held  firm. 
There  is  every  reason  to 
think  it  will  hold  firm  again  with 
interest  rates  at  65%.  Once  investors 
realize  that  the  government  can 
defend  the  ruble,  they  will  rush  to 
get  that  65%  and  the  rates  will  fall. 
Having  seen  what  devaluation  did  to 
Indonesia,  the  international  com- 
munity will  almost  certainly  provide 
whatever  help  the  Russian  govern- 
ment needs. 

Unlike  Japan's  apparendy  trauma- 
tized government,  Boris  Yeltsin's  new- 
government  is  making  the  right 
noises — planning  tax  cuts,  spending 
cuts,  and  curbing  Russia's  crony  capi- 
talists. Yeltsin  has  even  brought  back 
Anatoly  Chubais  (in  an  informal 
capacity)  to  help  sell  the  $1.2  billion 
Eurobond  several  weeks  ago. 

Serious  devaluation  of  the  Russian 
ruble  would  be  a  political  disaster  for 
Russia  and  for  the  world.  There  is  a 
powerful  chance  it  will  be  averted.  §■ 
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Special    Edition 

A  timely  message  to  C'ommerzbank's 
international  clients  and  shareholders 


Commerzbank 
sets  high  goals  to 
reward  clients 
and  shareholders 


As  a  rapidly  growing  European  universal  bank 
with  a  global  sales  network,  Commerzbank 
has  clear  goals  to  meet  the  longer-term  expec- 
tations of  both  its  clients  and  shareholders. 
This  special  edition  of  Viewpoint  focuses  on 
these  goals,  outlines  our  strategies  to  achieve 
them,  and  summarizes  our  performance  in 
1997  and  early  1998. 


International  presence: 
Almaty.  Amsterdam,  Antwerp, 
Atlanta,  Bangkok,  Barcelona, 
Beijing,  Beirut,  Bratislava,  Brussels. 
Bucharest.  Budapest,  Buenos 
Aires,  Cairo,  Caracas,  Casablanca. 
Chicago,  Copenhagen,  Dublin, 
Geneva,  Gibraltar,  Grand  Cayman, 
Hong  Kong,  Istanbul,  Jakarta, 
Johannesburg,  Kiev,  Labuan, 
London,  Los  Angeles,  Luxembourg, 
Madrid,  Manama,  Mexico  City, 
Milan,  Minsk,  Moscow,  Mumbai, 
New  York,  Novosibirsk,  Osaka, 
Paris,  Prague,  Rio  de  Janeiro, 
Sao  Paulo,  Seoul,  Shanghai, 
Singapore,  St.  Petersburg,  Sydney, 
Taipei,  Tashkent,  Tehran,  Tokyo, 
Toronto,  Warsaw,  Zurich. 


Ambitious  goals  for  the  future.  Building  on 
several  years  of  accelerating  quality  growth  and 
earnings,  the  Group  has  established  clear  strategic 
objectives  for  the  years  ahead.  These  include  con- 
solidating Commerzbank's  position  as  one  of  Ger- 
many's most  profitable  universal  private-sector 
banks,  reinforcing  its  already  prominent  position 
across  Europe,  expanding  its  international  busi- 
ness beyond  Europe  in  markets  with  promising 
potential,  and  boosting  its  net  return  on  equity 
from  the  current  9.99f  to  15%  by  2000. 

To  meet  these  aims,  the  Commerzbank  Group  is 
concentrating  its  activities  on  three  main  areas  of 
business:  investment  banking,  international  finance, 
and  domestic  branch  banking. 

Investment  Banking.  A  traditional  area  of 
Commerzbank,  this  division  covers  global  bonds, 
global  equities,  corporate  finance,  asset  manage- 
ment, forex,  and  treasury  operations.  By  the  end 
of  1998,  we  will  have  significantly  expanded 
our  international  investment  banking  activities  - 
primarily  through  organic  growth  —  with  special 
emphasis  on  global  equities.  The  Group's  strategy 
is  to  operate  its  core  units  in  Frankfurt  supported 


by  strong  outlets  in  other  major  international  cen- 
ters. Commerzbank's  profit  goal  for  investment 
banking  by  2000  is  31%  net  return  on  equity. 

International  Finance.  Another  proven  strength 
of  the  Group,  this  division  handles  Commerzbank's 
extensive  foreign  commercial  banking  activities, 
including  trade  finance  (13.4%  of  Germany's  exter- 
nal trade).  With  60  outlets  in  42  countries  as  well  as 
stakes  in  several  foreign  banks,  Commerzbank  is 
present  in  all  the  world's  decisive  markets.  Looking 
ahead,  we  see  considerable  potential  for  profitable 
growth  in  international  finance,  and  have  targeted 
a  net  ROE  of  16%  for  this  division  by  2000. 

Domestic  Branch  Banking.  Following  a  sweep- 
ing restructuring  in  the  early  1990s,  this  division 
has  raised  its  profit  contribution  to  the  Group  con- 
siderably in  recent  years.  Streamlined  operations, 
upgraded  service  quality,  and  innovative  products 
have  positioned  Commerzbank  for  healthy  increases 
in  market  share  and  earnings.  Our  aim  is  to  lift  net 
ROE  to  18%  by  2000. 

Good  Start  in  1998.  After  posting  record  results 
in  1997,  the  Commerzbank  Group  has  made  anoth- 
er strong  start  in  1998.  In  the  first  quarter,  the  oper- 
ating result  before  provisions  rose  4.2%  to  DM1. 3m. 
These  figures  follow  yet  another  record  performance 
in  1997  when  Commerzbank  lifted  its  operating 
profit  after  provisions  by  16%  to  DM2, 157m. 
Anticipating  considerable  future  growth  and  earn- 
ings potential,  Commerzbank,  one  of  Germany's  best 
capitalized  banks,  substantially  raised  its  equity 
capital  base  by  nearly  DM3bn  to  DM16. 5bn. 


Equity  capital  and 
market  capitalization 

Commerzbank  Group,  in  DM  bn 
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Dramatic  Rise  in  Share  Price. 

In  1997,  Commerzbank's  share 
price  surged  81.3%,  easily  out- 
performing the  DAX  increase  of 
47.1%.  Market  capitalization 
more  than  doubled  to  some 
DM32.4bn.AtDM109.7bn,  the 
Bank  ranked  10th  among  DAX 
shares  in  trading  volume.  The 
net  dividend  payout  was  a 
record  DM673m,  up  nearly 
25%,  and  the  dividend  was 
increased  from  DM1.35  to 
DM1.50  per  share. 

Outlook.  Having  set  ambi- 
tious goals  and  armed  with 
clearly  defined  strategies,  Commerzbank  is  commit- 
ted to  rewarding  the  confidence  of  its  3.8  million 
clients  with  superior  service  and  its  270,000  share- 
holders worldwide  with  dynamic  profit  perform- 
ance. Based  on  results  so  far,  we  are  optimistic  that 
1998  will  again  be  a  year  of  solid  progress. 

For  more  information  about  Commerzbank, 
contact  the  Corporate  Communications 
Department,  Frankfurt,  Fax  +49  69  136-2  98  05 
http://www.commerzbank.com 
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Edited  by  Caroline  Waxier 

Smoke  this 

^^^  Politically  incorrect  bargain  hunters  should 
"^™"  check  out  Compagnie  Financiere  Richemont 
(estimated  fiscal  1998  revenues,  $7.5  billion),  the  Swiss 
firm  that  owns  the  world's  fourth -largest  tobacco  com- 
pany. Its  global 
1  brands  include 
S  Rothmans  and 
|  Pall  Mall. 
^  Through  its 
5  Vendome  sub- 
sidiary it  owns 
Carder  jewelry, 
Piaget  watches 
and  Montblanc 
pens. 

Richemont 
was  created  in 
1988  as  a  hold- 
ing company 
for  the  non- 
South  African 
businesses  of 
billionaire 
Johann  Rupert. 
Tobacco 


Women  savoring  stogies. 

Not  p.c,  but  still  a  good  buy. 


accounted  for  over  75%  of  die  company's  $1.7  billion  in 
fiscal  1997  operating  profits  and,  given  the  situation  in 
American  courts,  cigarettes  aren't  winning  popularity 
contests  on  Wall  Street,  these  days.  Neither  are  luxury 
goods,  with  the  depression  in  Asia.  The  company's  ADRs 
have  recently  been  under  attack  and  have  fallen  by  12%. 

Lehman  Brothers  analyst  Andrew  Gowen  thinks 
Richemont  is  oversold.  Gowen  figures  the  market  is 
valuing  the  company's  tobacco  business  at  about  2.6 
times  EBITDA  (earnings  before  interest,  taxes,  deprecia- 
tion and  amortization),  well  below  the  worldwide  tobac- 
co industry's  current  7.4  average.  And  so  far  Richemont 
has  had  almost  zero  exposure  to  the  litigious  U.S.  tobac- 
co markets.  Only  2%  of  its  sales  come  from  cigar  and 
pipe  tobacco  in  the  U.S.  Gowen  figures  Rothmans  is 
worth  about  $10  per  Richemont  share  alone,  not 
including  the  luxury  goods  subsidiary  Vendome.  At  a 
recent  $13  (o-t-c:  rchmy)  the  adrs  trade  at  12  times  his 
1998  earnings  estimate  of  $1.10. 

Analyst  Gowen  thinks  Vendome's  Asian  troubles  will 
be  offset  by  strong  growth  in  Europe,  and  he  values  the 
luxury  goods  business  at  $8.20  per  share.  Add  to  that 
Richemont's  15%  stake  in  Canal  Plus,  the  French  pay  TV 
company,  and  a  44%  stake  in  a  small  specialty  direct  mar- 
keter, Hanover  Direct,  and  Richemont's  asset  value  is 
nearly  $20  per  share.  -LuiSA  Kroll 


It's  a  steal 

^^^  The  Bass  brothers  are 
^^^  among  the  shrewdest 
investors  on  our  billionaires  list.  So 
investors  should  take  note  of  the 
recent  purchase  of  5%  of  the  stock 
of  troubled  ucar  (nyse:ucr)  Inter- 
national by  Thomas  Taylor,  invest- 
ment manager  to  the  Bass  family. 

ucar  is  a  $1  billion  (1997  sales) 
maker  of  graphite  electrodes  used  to 
melt  scrap  steel  in  minimills.  In 
1991  its  managers,  with  the  help  of 
Blackstone  Capital  Partners,  bought 
out  75%  of  the  company  from 
Union  Carbide  for  $1.1  billion,  and 
today  it  controls  one-third  of  the 
$2.5  billion  graphite 
electrode  market. 

That,  apparently,  is 
one  of  its  problems.  In 
March,  Danbury, 
Conn. -based  UCAR 
fired  its  chief  execu- 
tive, Robert  Krass,  and 
agreed  to  pay  a  record 
$110  million  to  the 
Department  of  Justice 
for  price-fixing.  To 
cover  this  and  other 
liabilities,  the  company 


Fallen  angel 


took  a  $310  million  aftertax  charge 
against  1997  earnings  and  reported 
a  $160  million  loss.  UCAR  is  already 
the  subject  of  numerous  class  action 
suits.  Its  stock  has  dropped  from  a 
high  of  $50  in  October  to  a  low  of 
$27  in  March.  There  has  even  been 
talk  of  bankruptcy. 

So  why  are  the  Basses  buying? 
They're  tight-lipped,  but  Jordan 
Estra,  analyst  at  BT  Alex.  Brown, 
thinks  the  Basses  see  lots  of  value  in 
ucar's  $29  stock,  selling  at  a  mere 
nine  times  earnings. 

He  is  convinced  that  the  company 
is  in  no  danger  of  bankruptcy 
because  its  business  is  so  strong. 
Demand  for 
graphite  electrodes 
is  growing  at  about 
6%  per  year,  and 
the  industrv  is 
already  at  90% 
capacity,  ucar  is 
the  most  profitable 
player  in  the  busi- 
ness, with  14%  net 
profit  margins, 
twice  that  of  com- 
petitors. Its  cash 
flow  of  $320  mil- 
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lion  a  year  covers  interest  5  times. 
Estra  also  likes  ucar's  new  manage- 
ment team,  headed  by  Robert  D. 
Kennedy,  the  man  who  saved  Union 
Carbide  after  Bhopal.  Estra  thinks 
that  the  companv  will  earn  $3.15 
in  1998.  Stock  should  hit  $47 
within  a  year.     -Caroline  Waxler 

Makeover  play 

_^^   The  Southland  Corp. 

"^^^    was  a  casualty  of  the  1980s 
lbo  craze.  The  parent  of  7-Eleven 
filed  for  bankruptcy  protection  in 
1990  when  it  defaulted  on  $1.8 
billion  in  debt  and  emerged  the  fol- 
lowing year  with  Japanese  retailer 
Ito-Yokado  Group  owning  most  of 
the  company. 

At  a  recent  $2.50,  the  Nasdaq- 
traded  shares  (slcm)  are  down 
from  a  high  of  $7  five  years  ago. 
Its  price/earnings  ratio  is  only  16 
times  1998  estimated  earnings 
of  $0.15. 

"Southland  is  finally  ready  to 
start  moving  again,"  says  share- 
holder James  Smith,  portfolio  man- 
ager of  Dallas-based  ghs  Manage- 
ment. Billionaire  chairman 
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Masatoshi  Ito  is  one  smart  mer- 
chant. Under  his  tutelage,  the  com- 
pany finished  shutting  down  2,500 
stores  in  North  America,  and 
remodeled  most  of  its  remaining 
5,500  stores. 

The  old  7-Elevens  were  more  a 
retailer  of  last  resort  for  folks  in 
urgent  need  of  diapers  or  a  quart  of 
milk  than  a  convenience-shopping 
experience.  As  Japan's  premier 
retailer,  Ito-Yokado  has  trans- 
formed 7-Eleven.  For  example, 
some  stores  are  currently  pulling  in 
business  selling  fax  machine  ser- 
vices, pagers,  and  Dominican 
Republic  cigars.  7- Eleven  is  now 
also  the  largest  retailer  of  prepaid 
phone  cards  and 

/money  orders  in 
the  U.S.  There  are 
also  beefy  automat- 
ed teller  machines 
that  sell  the  phone 
:ards  and  money 
orders  and  can 
cash  pay- 
checks, pay 
bills  and  dis- 
pense cash. 
All  this  builds 
both  traffic 
and  revenues. 

Ito's 
makeover 
should  boost 
revenues  7%  in 
fiscal  year  1999, 
and  earnings  a 
whopping  47%, 
to  $0.22  per 
share.  The  company 
has  retired  $1.3  billion  of  debt. 
It  is  using  its  stronger  balance 
sheet  to  buy  up  other  convenience 
store  chains.  In  the  last  six  months 
it  has  acquired  23  Red  D  Mart 
stores  in  Indiana  and  132  Christy's 
Market  stores  in  New  England. 

Smart  bottom-fishers  should  buy 
its  stock.  If  Southland  traded  on 
par  with  the  rest  of  its  peers  at  20 
times  next  year's  earnings,  its  shares 
would  be  worth  $4.40  in  18 
months,  a  78%  improvement  over 
its  current  price.  Says  money  man- 
ager Smith:  "People  will  no  longer 
dismiss  7-Eleven  as  a  place  to  go  if 
you  want  to  get  a  cold  hot  dog — 
and  mugged."  -C.W.    H 
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f^yvcross  this  desk  has  passed 
some  of  the  most  beautiful 
American  art  in  the  world... 


Stuart  P.  Held,  President  and  Director 

For  more  than  forty  years,  Hirschl  &  Adler  Galleries  has  offered  its  clients 
definitive  expertise,  advice,  and  service.  Under  the  guidance  of  Director 
Stuart  P.  Feld,  Hirschl  &  Adler  has  long  been  regarded  as  the  ultimate  source 
for  the  finest  in  American  art,  from  John  Singleton  Copley  to  Georgia 
O'Keeffe,  from  Paul  Revere  to  Edward  Hopper,  and  from  Duncan  Phyfe  to 
Gustav  Stickley.  Let  this  desk  at  Hirschl  &  Adler  be  your  path  to  the  best. 

Ultimate  fine  and  decorative  arts,  and  ultimate  advice. 


hirschl  !&Adler 


(J ALLERIES   INC. 

21  East  70™  Street,  New  York,  N.Y.  10021    Phone:  212  535-8810   Fax:  212  772-7237 


opinion  leaders  and  the 
investment  community 
gather  for  candid  discussion 
on  the  New  Paradigm. 


Topics    for   Debate    & 
Discussion    Include: 


The  Innovator's  Dilemma 


Petabits  Per  Second 
Investing  in  the  Telecosm 

The  Walkin'  Man  Panel 
(Dumb  Networks) 

Satellites  and  Orbital  Technology 


Network  Computing 


Moron's  Law 
Wireless  Megahertz 

Software  Environment 
in  a  Broadband  World 

Bandwidth  Blowout  Enablers 


Misinformation  in  an 
Information  Age 


Conference    Partners: 
ATKEARNEY    #  Bav Networks 


Whin  Information  Floats!- 
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KeyCorp 

fR£NAKANCE 


NORTEL 

NORTHERN  TELECOM 


VV>-x 


uniphase 


Forbes  Magazine  and  George  Gilder  Present 


September  15-17,  1998 
Lake  Tahoe,  CA  •  Resort  at  Squaw  Creek 


12-1 


note 
0.3 1 


Presenter's  include: 


itocl 


Kevin  Kalkhoven  •  Uniphase  Corp. 


Lawrence  Ellison  •  Oracle  Corp. 


James  Crowe  •  Level  3 


Bob  Metcalfe*  IDG 


Joe  Nacchio  •  Qwest 


! 


Marc  Andreessen  •  Netscape  Communications  Corporation 


John  Roth  •  Nortel 


Eric  Schmidt  •  Novell,  Inc 


David  House  •  Bay  Networks,  Inc. 


Brian  Halla  •  National  Semiconductor  Corporation 


Steve  Forbes  .  FORBES  Magazine 


George  Gilder  •  Gilder  Technology  Group,  Inc. 


Tom  Evslin  •  ITXC 


David  Isenberg .  AT&T  Renegade 


Rich  Karlgaard  •  FORBES  ASAP 


Michael  Medved  •  Author  and  Syndicated  Columnist 


Steve  Frank  •  MangoSoft  Corp. 


Tony  Perkins  •  Herring  Communications 


Andrew  Kessler  •  Velocity  Capital  Management  LLC 


Registration  Fee:  $3,950.00 

For  more  information: 

Call:  212-499-3521   Fax:  212-499-3324 

e-mail:  telecosm@forbes.com     internet:  www.forbes.com/conf 
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The  Forbes/Barra 


Joe  Joshi,  chief  investment  officer  of 
Systematic  Financial  Management, 
looks  for  stocks  with  strong  earnings 
and  cash  flow  characteristics  and  low 
p/e  multiples.  One  small-cap  pick  is 
WinsLoew  Furniture  (WLFI,  $23). 
The  stock  sells  for  14  times  latest- 
12-month  earnings  of  SI. 67,  but 
Joshi  thinks  the  company's  profits 
can  grow  at  a  15%  clip  for  the  next 
three  to  five  years.  Musicland  Stores 
(MLG,  S14)  is  another  pick.  Joshi 
notes  that  Musicland  sells  for  just 
0.3  times  sales,  while  similar  retailers 
have  pricc-to-salcs  ratios  closer  to  1. 
Larger  stocks?  Joshi  likes  Unisys 
(lis,  S24).  Although  this  computer 
stock  has  already  tripled  in  price  over 
the  past  year,  Joshi  thinks  that  man- 
agement has  finally  turned  the  com- 
pany around  and  that  its  shares  will 
double  over  the  next  two  vears. 


Special  focus 


A  warm  winter  and  low  mortgage  rates 
have  kept  home  builders  busy.  latest  12 
month  earnings  are  up  at  least  20%  for 
the  eight  stocks  below,  and  analysts 
expect  the  group  to  post  .m  average  earn 
ings  gain  of  28%  for  the  year  Meanwhile, 
these  stocks  trade  at  an  average  of  only  12 
times  estimated  1998  profits. 


- 


Affordable  housing 

Company 

Recent 
price 

1998 
estP/E 

Centex 
Del  Webb 

$35.19 

24.31 

13 
11 

DR  Horton 

19.88 

13 

Kaufman  &  Broad  Home 

26.25 

14 

MDC  Holdings 

16.13 

10 

Ryland  Group 

20.82 

13 

Standard  Pacific 

17.88 

13 

Toll  Brothers 

26.06 

12 

The  overall  market 


6500 
5500 

4500 

3500 
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1500 


The  Barra  All-US  price  index  as  of  6/12/98 

Market  value:  $12.2  trillion 

P/E:  24.5 

P/E  minus  negative  EPS:  22.8 

Price/book:  3.7 

Yield:  1.3% 


12-month  closeup 


Closeup  on  the  markets 


Index  or  investment 

Barra  All-US  index 

SiP/Barra  Growth  index' 

StP/Barra  Value  index 

Dow  Jones  industrials 

SIP  500 

NYSE 

Nasdaq 

PSE  Tech 100J 

EAFE4 

CRB  futures  index 

Gold  (Comex  spot) 

Yen  (per  SUS) 

Oil  (W  Texas  Intermediate) 


2-week  change  ■ 


-0.2% 

2.0 

0  6 

0.7 

0.7 

02 

-1.9 

23 

3.5 

2.6 
-2.4 

3.9 
-17.2 


%  change  from 
1  year  ago  5-year  high 

21.2%         -4.5% 


ex2               -0.6 

1 

s                  -0.7 

1 

0.7 

1 

0.2 

] 

-1.9 

■ 

-2.3 

■ 

-3.5 

i^B 

-2.6 

■ 

26.4 

19.4 

13.5 

23.0 

21.8 

22.6 

15.7 

1.8 

-14.0 

-18.5 

25.7 

-33.2 


-1.6 
-4.2 
-4.1 
-2.8 
-3.2 
-9.0 

-10.6 
-7.2 

-19.7 

-31.3 
0.0 

-52.7 


st  and  worst  performing  stocks 


The  best  and  worst 


P!7n,irW 


*W 


factors9 


Best 

Recent 
price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

OSC  Communications 
Telco  Systems 
Intoseek 

$27.88 
13.75 
30.13 

63% 
38 

$-0.03" 
0.45 

Premiere  Technologies 
Advanced  Tissue  Sciences 

$8.97 
3.94 

-62  % 
-57 

$0.67 

-0.55' 

3.99 

1.66 

0.24 

31 

-0.07" 

Vesta  Insurance  Group 
Rural/Metro 
Milestone  Scientific 

23.25 
12.38 
8.88 

-56 
-48 
-44 

Brooke  Group 

12.75 

28 

NA 

Excel  Communications 

27.56 

25 

1.26 

Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Electric  utilities 

6.1% 
4.5 

27.4% 
22.3 

Oilfield  services 
Tire  &  rubber 
Thrifts 

-8.3  % 

-17.3% 

Pharmaceuticals 

-5.4 
-5.1 
-4.5 
-4.5 

6.1 

5.6 

11.7 

16.7 

Cosmetics 

4.0 
3.5 
3.4 

5.8 

Supermarkets 
Air  transport 

15.5 
4.2 

Consumer  durables 
Iron  t  steel 

Source.  Market  Guide  via  OneSource  Information 
Services:  I8ES  Express. 


Data  for  period  ending  6/12/98.  The  Barra  All-US  price  index  consists  of  all  pujDlicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  pnee-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  *A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  Consensus  estimate. 
'Flash  estimate  is  the  average  of  a  firm's  new  and  revised  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  mean  by  at  least  15%.  'Shows  return  after  controlling  for  other 
influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  NA:  Not  Available. 
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World  Markets 

Foreign  vs.  U.S.  markets 

$250 

Value  of  $100  mveste 
220 

190 


As  Of  5/31/98 

S&P  500 

EAFE 

P/E 

25.7 

27.5 

Yield 

1.4% 

1.8% 

Price/book 

5.9 

2.8 

Developed  markets 

—Price  change— 

Market 

3  months    12  months 

P/E 

Finland 

47% 

76% 

21 

Spain 

32 

71 

29 

Ireland 

25 

59 

21 

France 

24 

42 
46 

27 

21 

Sweden 

23 

Denmark 

10 

43 

29 

Hong  Kong 

5 

-25 

10 

Australia 

1 

-5 

20 

New  Zealand 

-2 

-11 

16 

Japan 

-7 

-15 

43 

Emerging  markets 

—Price  change— 
3  months  12  months 

P/E 

Morgan  Stanley  Capital  International  indexes 

Emerging  (EM)3 

-13% 

-31% 

17 

Emerging  (EMF)4 

-13 

-31 

20 

Best  and  Worst  Markets 


Greece 
Poland 
Portugal 
Korea 


69 
32 

30 
-9 


Colombia  -14 

Venezuela  -17 


56 
0 

81 
-49 
-14 

-7 


28 

16 
31 
NM 
10 
9 


■  ]i::MMir, 

Asia  may  be  in  the  clumps,  but  European  stock  markets  are 
hot.  Since  the  beginning  of  the  year,  Morgan  Stanley  Cap- 
ital International's  European  price  index  is  up  23%  in  dollar 
terms.  That's  more  than  twice  the  gain  on  the  S&P  500. 
William  Sterling  thinks  that  European  markets  will  climb  for 
the  rest  of  the  year.  Sterling,  executive  director  and  global 
strategist  at  BEA/Credit  Suisse  Asset  Management,  a  money 
management  firm,  has  45%  of  his  global  investors'  money 
in  European-based  companies.  "Europe's  business  cycle  is 
in  its  infancy,  and  inflation  is  not  yet  a  worry,"  he  says. 


Who's  hot 


Two  German  companies  on  Sterling's  buy  list  are 
Porsche  AG,  the  sports  car  manufacturer,  and  German 
cellular  phone  operator  Mannesmann  AG.  He  believes 
that  Porsche  will  profit  from  its  new  911  model,  while 
Mannesmann  will  benefit  from  recent  restructuring 
efforts.  Sterling  expects  both  companies  to  post  higher 
than  anticipated  earnings. 

Sterling  thinks  investors  should  wait  on  Asia.  "Despite 
the  sharp  decline  in  share  prices,  these  markets  are  still 
overpriced  based  on  cash  flow  valuation,  and  the  earnings 
outlook  is  still  very  poor,"  says  Sterling. 


Who's  not 


3-month 

Company/country 

Business 

Price 

price 
change 

P/E 

Hellenic  Sugar  Industry/Greece 

food  processing 

$8.51 

125% 

8 

Cofir/Spain 

multicompany 

13.69 

82 

NM 

Vestel  Elektronic/Turkey 

appliances 

0.14 

78 

19 

Alitalia/Italy 

airline 

3.49 

46 

NM 

Kinnevik/Sweden 

multicompany 

30.46 

45 

NM 

Company/country 

Business 

Price 

3-month 
price 
change 

P/E 

Siam  Commercial  Bank/Thailand 

bank 

$0.34 

-79% 

1 

Moscow  Tel  (USD)/Russia 

telecom  svcs 

366.91 

-61 

7 

Guangdong  Investment/HK/China 

multicompany 

0.21 

-56 

5 

Dacom/Korea 

telecom  svcs 

15.03 

-55 

5 

Renong/Malaysia 

multicompany 

0.17 

-51 

* 

Cheap  stocks  in  emerging  markets 


High-yielding  stocks  in  developed  markets 


Company/country  Business 

Industrial  Development  Bank/I ndia  bank 

Usiminas/Brazil  steel 

BIG  Bank  Gdansk/Poland  bank 

Gener/Chile  electn 

JG  Summit  Hldgs/Philippines  mult, 


Price 

$1.51 
5.30 
1.20 
0.28 

0.05 


Price/ 
book 

0.6 

0.5 
NA 
1.0 
0.3 


P/E 
3 

4 
6 

10 
10 


Company/country 

Business 

Price     Yield 

P/E 

3 

Sino  Land/HK/China 

real  estate 

$0.27  12.2% 

Cycle  &  Carriage/Singapore 

autos 

2.35     7.8 

6 

Engen/South  Africa 

energy 

318.00    7.0 

6 

BTR/UK 

multicompany 

2.87     6.7 

10 

Rautaruukki  Finland 

steel 

7.98     4.6 

7 

llBdljl 

mm 


M 

mm 

itafici 


ma 


m 


m 


a* 


til 


;S--, 


Note:  Data  for  period  ending  5/31/98.   Selected  si     ks  have  a  market  capitalization  of  at  least  $300  million.  All  prices  are  in  U.S.  dollars!  'Shows  price  change  on  the  Morgan 
Stanley  Capital  International  EAFE  index  of  foreign        ks  '-on^erted  into  U.S.  dollars.  Performance  numbers  reflect  both  local  price  change  and  currency  fluctuation.  3lndex  of 
stocks  available  to  foreign  and  domestic  investors,     n  lex  of  stocks  available  to  foreign  investors.  NA:  Not  available.  NM:  Not  meaningful.   Sources:  Morgan  Stanley  Capital 
inal  via  OneSource  Information  Services;  Blc       org  Financial  Markets;  Forbes. 
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FREE  INFORMATION 
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Service  Center,  650  South  Clark,  Chicago,  IL  60605-9912  or  fax  it  to  312-922-3165. 


THEIR  PRODUCTS/SERVICES. 


ANNUAL    REPORTS 


.  Honeywell  www.honeywell.com  800-328-51 1 1 


AREA    DEVELOPMENT 


I.  Beverly  Hills  Chamber  of  Commerce 

3.  Iowa  Department  of  Economic  Development 

www.smart.state.ia.us 
I  IPSCO  Inc.  www.ipsco.com  800-667-1616 

800-340-5566 


BUSINESS    TO    BUSINESS 


.  American  Electric  Power  www.aep.com 

Nortel  (Northern  Telecom)  www.nortel.com 

800-4N0RTEL 
.  Raytheon  Aircraft  316-676-2987 

www.raytheon.com/rac 
7.  The  Timken  Company 

TOYOTA  IN  AMERICA 

VIVENDI  www.vivendi.com 


COMPUTER/TECHNOLOGY 


10.  ALLTEL  Corporation  888-2ALLTEL 
www.alltel.com 

11.  CrossWorlrJs  Software  888-685-0947 
www.crossroads.com 

12.  Dell  Computer  Corporation  800-569-OELL 
www.dell.com 


CONSUMER  PRODUCTS/SERVICES 


13.  Acura  www.acura.com 

14.  Alitalia  Magnifica  Class 

15.  Amway  Corporation 
16.Audiwww.audiusa.com 


FOR  FREE  INFORMATION  ON 
ADVERTISERS  LISTED: 


BY  MAIL: 
Fill  out  the  attached  post-paid  card 

BY  PHONE: 

Call  1-800-463-6903 

BY  FAX: 

Fax  attached  card  or  form  to 
312-922-3165 


17.  Aurora.  By  Oldsmobile  800-718-7778 

18.  BMW  800-334-4BMW  www.bmwusa.com 

19.  Cadillac  Motor  Division 

20.  Chevrolet  Car  800-950-2438 

21 .  Deere  &  Company  www.deere.com 

22.  Embassy  Suites,  Inc. 

23.  Hirschl  &  Adler  Galleries,  Inc. 

24.  Inclinator  Company  of  America 

25.  Lexus  Automobiles  800-USA-LEXUS 
www.lexus.com 

26.  Maker's  Mark  Bourbon  Whisky 
www.makersmark.com 

27.  Rolex  Watch  USA,  Inc. 

28.  Star  Alliance  www.star-alliance.com 

29.  Trump  Taj  Mahal  609-449-1000 
Trump  Marina  609-441-2000 
Trump  World's  Fair  609-441-6000 

30.  Toyota  Motor  Sales  800-GO-TOYOTA 
www.toyota.com 

31.  Weber-Stephen  Products  Co. 

32.  Westin  Hotels  &  Resorts 


FINANCIAL    SERVICES 


33.  Charles  Schwab  &  Co.,  Inc:  Mutual  Fund 
Report  Card  800-225-8574  www.schwab.com 

34.  Chicago  Title  Corporation 

35.  Discover  Brokerage  Direct  Financial  Services 
www.discoverbrokerage.com 

36.  Franklin  Tax-Free  Funds 
800-FRANKLIN,  ext.  F413 
www.franklin-templeton.com 


*  Hambrecht  &  Quist  www.hamquist.com 

37.  Jack  White  &  Company 

38.  Janus  Funds  800-992-0642 
www.janus.com 

39.  Kemper  Funds 

40.  Mack-Cali  www.mack-cali.com 

*  Nationwide  www.bestofamerica.com 

41.  Mannesmann 

42.  Mutual  Series  Domestic  Equity  Funds 
800-Franklin,  ext.  P358 
www.franklin-templeton.com 

43.  Prudential  Securities 

44.  Republic  National  Bank 

45.  Rhone-Poulenc  888-776-8368 

46.  Robertson  Stephens  Funds  800-766-3863 
www.rsim.com 

47.  Small  Bank  Newsletter  800-814-7575 
www.banknewsletter.com 

48.  Templeton  International  Equity  Funds 
800-Franklin,  ext.  T459 
www.franklin-templeton.com 
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The  New  Breed  CIO 

Business  Leader  for  the  Knowledge-enabled  Enterprise 


An  invitation-only  event  for  CIOs  from  FORBES  Global  1000  companies. 
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CIOs,  Forbes  Editors, 
GartnerGroup  analysts 
and  leading  management 
thinkers  provide  insight 
and  share  ideas  on  the 
changing  role  of  the  CIO 
from  service  provider  to 
business  leader. 


speakers  include: 


Ann  Delligatta 

Senior  Vice  President  and  CIO 

Auto-By-Tel 


Thomas  Trainer 

Vice  Ptesident, 

Information  Technology,  and  CIO 

Eli  Lilly  Corporation 


c  onterence  partners: 
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Ken  Harris 

Chief  Information  Officer 

Nike,  Inc. 


Gary  Hamel 

co-author 

Competing  for  the  Future 
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spotlight 


Relatively  cheap 

In  this  market  there  are  no  cheap  stocks.  If  you  want 
to  be  in  it,  your  best  bet  may  be  to  look  for  stocks  that 
are  the  least  overpriced. 


By  Eric  S.  Hardy 

The  Standard   &   Poor's  500 
index  sells  for  28  times  trailing 
earnings — nearly  double  its  1929 
level — and  6  times  book  value.  At 
these  prices,  you  can  just  forget 
about  finding  stocks  that  are 
absolutely  cheap.   But  maybe 
you  can  settle  for  stocks  that  are      % 
comparatively  cheap. 

The  logic,  as  elucidated  by 
David  Kerdell,  an  equity  analyst  at 
Oppenheimer,  is  that  a  stock's  ratio 
of  price- to-earnings  tends  to  regress 
to  a  mean.  This  typical  p/E  may  be- 
low for  a  carmaker,  high  for  a  soft- 
ware vendor,  but  whatever  it  is,  the 
p/e  does  not  stray  too  far  from  this 
number  for  a  long  time. 

Look,  for  example,  at  the  ups  and 
downs  of  American  Express.  In  1990 
the  stock  fetched  no  less  than  25  rimes 
trailing  earnings.  Rut  a  scries  of  mis- 
calculations by  former  chairman  James 
Robinson  (including  letting  the  com- 

Wallflowers 


pany's  core  credit  card  business  floun- 
der) caused  the  stock  to  be  marked 
down  to  a  single-digit  p/e  in  1993. 
That  year  Harvey  Golub  replaced 
Robinson  and  began  rebuilding  the 
brand.  American  Express  stock  is  again 
trading  at  a  p/e  of  26  and  has  reward- 
ed investors  with  a  five-year  annual- 
ized total  return  of  34%. 

Historical  P/E  analysis  can  also  give 
you  a  sell  signal.  Circus  Circus  Enter- 
prises sold  for  between  9  and  27 


Company/business 

Country 

Recent 

— Price/earnings  ratio — 

EPS 

price 

recent 

5-year 
average 

1998 
est 

Books-A-Million/bookstores 

US 

$5.00 

12.0 

27.1 

$0.42 

Eagle  Hardware  &  Garden/hardware  stores 

US 

20.25 

19.7 

31.4 

1.13 

Ethyl/fuel  additives 

us 

6.88 

9.8 

16.9 

0.72 

Grupo  Industrial  Emprex/alcoholic  beverages 

Mexico 

5.40 

14.2 

36.8 

0.41 

Hansol  Paper/forest  products 

South  Korea 

6.00 

13.1 

21.1 

1.42 

Laox/computers 

Japan 

6.83 

15.9 

30.4 

0.43 

Nissho/medical  supplies 

Japan 

7.38 

15.4 

39.6 

0.48 

Rexam/packaging 

UK 

5.08 

12.4 

34.4 

0.43 

Schmalbach-Lubeca/beverage  containers 

Germany 

267.52 

17.4 

28.0 

17.21 

Shaw  Group/building  materials  (pipes) 

US 

27.38 

19.6 

40.1 

1.81 

UAL/airline 

US 

79.50 

9.4 

23.5 

10.30 

Vanstar/computer  supplies  &  services 

US 

13.94 

22.1 

38.4 

1.13 

Sources:  Oppenheimer  t  Co..  Market  Guide,  Worldscope  and  IBES  International  via 

OneSource  Information  Services:  IBES  Express. 

Shopping  list  for  a  contrarian?  These  companies  trade  at  historically  low 
multiples— Wall  Street  just  doesn't  like  the  looks  of  them  nowadays. 


times  earnings  during  the  five  years 
from  1989  through  1993.  Then  the 
stock  took  off,  climbing  to  45  times 
earnings  in  1997.  Today  Circus 
Circus  is  back  to  a  p/e  of  22,  close  to 
the  middle  of  its  historical  range.  The 
stock  price  is  down  60%  from  its 
1997  high. 

We  used  our  computer  to  find 
solid  domestic  and  foreign  com- 
panies trading  at  one-third  or 
better  discounts  to  their 
historical  p/es.  (Don't 
forget  that  the  U.S. 
market  as  a  whole  is 
trading  at  a  p/e 
S  44%  above  its  five- 
I  year  average.) 
\  If  the  p/e  ratios 
for  our  chosen 
companies  regress 
to  their  norms,  the 
stocks  should  do 
well — assuming  the 
earnings  hold  up.  There's 
no  guarantee  that  earnings  will  hold 
up,  but  we  did  limit  the  list  to  com- 
panies for  which  analysts  are  project- 
ing no  declines  for  this  year  or  next. 
In  short,  these  are  companies  trading 
at  depressed  multiples  not  because 
they  are  incapable  of  sustaining  their 
current  earnings  but  simply  because 
they  are  out  of  favor. 

UAL,  the  world's  largest  airline,  is 
endowed  with  one  of  the  newest 
fleets  in  the  industry.  Why  is  its  cur- 
rent p/e  at  less  than  half  the  average 
value  over  the  past  five  years? 
Salomon  Smith  Barney  analyst  Brian 
Harris  says  there  is  a  belief  that  an  air- 
line 55%  owned  by  its  employees  will 
be  unusually  sympathetic  to  union 
demands  for  higher  wages  and  bene- 
fits. But  Harris  believes  employee 
ownership  has  helped  the  company, 
particularly  in  better  forecasting  labor 
costs.  UAL  should  earn  $11.40  in 
1999,  he  says. 

Ethyl  Corp.  is  another  company 
very  out  of  favor  on  Wall  Street.  It 
gets  more  than  half  its  earnings  from 
the  dying  leaded-gasoline  business.  It 
merits  some  discount  to  the  market 
p/e,  but  are  the  bears  overdoing  it  a 
bit  here?  Ethyl  is  moving  rapidly  into 
different  kinds  of  fuel  additives  that, 
among  other  things,  make  engine  oil 
more  lubricating  and  gasoline  more 
combustible.  MB 
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News  you  can't  use 


If  you  read 
about  some 
investment 
idea  more  than 
once,  it  won't 
work  as  an 
investment. 


Reader  Neil  Bell  E-mails  that  he  is  "puz- 
zled by  your  lack  of  attention  to  the  year 
2000  problem."  I  write  back  saying  I  cov- 
ered it  in  my  Mar.  13,  1995  column. 
Reader  Bell  responded  that  I  ought  to  look 
at  several  of  the  detailed  Web  sites  showing 
just  how  serious  this  Y2K  thing  really  is. 

So  I  did  and  have  come  to  the  conclu- 
sion that,  Y2K  faddists  to  the 
contrary,  this  thing  won't 
seriously  hurt  the  stock  mar- 
ket or  cause  you  any  other 
major  inconvenience. 

My  view  on  such  things  is 
very  simple:  One  should  be 
aware  of  all  the  buzz  in  the 
media,  if  for  no  other  reason 
than  to  go  contrary  to  it.  If 
any  subject  has  more  than 
one  Web  site  devoted  to  it,  it 
is  either  wrong  or  already 
fully  discounted  in  the  mar- 
ketplace. The  most  basic  of  tmmmmmimm 
all  market  notions  is  that  the 
market  (The  Great  Humiliator)  is  a  dis- 
counter of  all  known  information.  It  suc- 
ceeds by  making  sure  that  whatever  we  all 
know  is  either  wrong  or  is  already  priced 
into  securities.  Yes,  listen  to  the  buzz  but 
never  try  to  make  money  except  by  acting 
against  it. 

Y2K  is  heavily  covered.  Even  the  sec  has 
pronounced  its  fear  of  Y2K.  So  ignore  it. 
The  Great  Humiliator  does  this  stuff  effort- 
lessly. It  is  just  like  everyone's  massive  fear 
of  high  p/es.  In  markets  it's  what  you 
don't  see  or  know  that  gets  you,  because 
the  only  thing  that  moves  markets  is  sur- 
prise: There's  not  much  surprise  in  any- 
thing that's  all  over  the  World  Wide  Web. 
And  the  most  likely  surprise  in  a  high-p/E 
stock  is  from  bad  news,  not  good  news, 
which  is  already  in  the  price.  In  my  26-year 
career,  now  in  my  15th  year  of  doing  this 
column,  I  have  never  ever  known  this  rule 
to  let  me  down:  The  obvious  never  moves 
marL  ses  almost  always  do. 

In  19$  >te  this:  "If  you  read  or 

hear  aboul   ..  »me  investment  idea  or  signifi- 
cant event      ■  »re  than  once  in  the  media,  it 
won't  woi      By  the  time  several  commenta- 
tors have  t      light  and  written  about  it, 


even  new  news  is  too  old." 

In  that  spirit  I  say:  Forget  Y2K. 
I  have  been  taking  quite  a  beating  from 
readers  over  my  recommendation  of  Nissan 
(6,  NSANY,  www.nissan.co.jp).  I  suggested 
the  laggard  Japanese  carmaker  (May  19, 
1997)  at  12.  It  is  now  at  half  that  level. 
If  you  are  sitting  with  a  loss,  my  advice  is 
hang  on:  If  Daimler-Benz  buys 
Chrysler,  you  don't  need  much 
imagination  to  flash  forward  a  few 
years  and  see  one  of  the  big  five 
buying  Nissan.  With  $54  billion  in 
revenue  and  135,000  employees, 
it's  just  about  the  same  size  as 
Chrysler — but  cheaper — selling  at 
just  60%  of  book  value  and  15%  of 
annual  revenue.  At  $7  billion  in 
market  cap,  it  could  be  bid  up  50% 
and  still  be  bought  for  less  than  a 
probably  understated  book  value. 
Two  other  future  auto  buyouts 
bh       that  neatly  fit  a  bigger,  more  global 

firm's  product  line  are  Fiat  (22, 
fia,  www.fiat.com)  and  Volvo  (28,  volvy, 
www.volvo.se).  Fiat  has  too  much  fat — too 
many  employees — but  it  dominates  the 
Italian  regional  market.  Selling  at  a  p/e  of 
18,  at  just  30%  of  annual  revenue  and  1 
times  book  value,  its  lesser  quality  is  more 
than  discounted.  Volvo  is  a  high-image 
product  line  and  yet  is  still  reasonably 
priced  at  a  p/e  of  8  and  55%  of  revenue. 

Readers  also  ask  about  axa-uop  (54,  AXA, 
www.axa.com).  I  recommended  it  on  Dec. 
15  at  36.  Has  it  gone  too  far,  too  fast?  I 
don't  think  so.  I'm  content  holding  it.  It  is 
the  world's  second-largest  insurer  and  sec- 
ond-largest money  management  firm,  and 
is  only  starting  to  be  known  in  the  U.S.  At 
50%  of  revenue  and  18  times  rapidly  rising 
earnings,  it  could  possibly  be  at  100  by 
2001.  That's  28%  per  year. 

Matsushita  Electric  (157,  MC, 
www.panasonic.co.jp)  was  another  of  my 
1997  picks,  recommended  June  16,  1997 
at  185  and  again  at  163  on  Dec.  1.  Despite 
the  troubles  in  the  Pacific  Rim,  this 
Japanese  stock  has  held  up  fairly  well.  It  is 
Panasonic  and  other  great  brand  names.  I 
still  think  it  could  see  350  by  the  vear 
2000.  Hold  on.  H 


. 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  mo 


-mager.  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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Mannesmann:  continued 
improvement  in  results, 
good  earnings  outlook 


I    All  Group  sectors  contribute 
to  increase  in  earnings 

■    Orders  received  and  sales 
up  significantly 

I    Telecommunications  continues 
strong  expansion 

Mannesmann  got  off  to  a  good  start  in 
1998  with  strong  growth  and  improved 
results.  Orders  received  (+12%)  and  sales 
(+26%)  were  up  significantly  against  the 
previous  year.  The  result  from  ordinary 
activities  was  above  that  of  a  year  ago 
thanks  to  the  favorable  development  of 
the  market  and  the  successes  achieved  in 
the  marketplace.  The  strictly  value-oriented 
structural  improvements  also  had  a  positive 
I     effect.  All  sectors  contributed 
to  the  increase.  Based  on 
^B      the  present  situation, 

Mannesmann  also  antic- 
ipates higher  earnings 


Mannesmann  Arcor  will  be  installing  these 
multi-functional  phone  booths  at  airports 
and  railroad  stations  in  Germany  this  year 


for  the  full  year  1 998.  At  approx.  1 28,900, 
the  number  of  employees  at  the  end  of 
March  was  up  by  8%  due,  above  all,  to  the 
inclusion  of  Philips  Car  Systems  (nowVDO 
Car  Communication)  and  to  the  continued 
expansion  of  Telecommunications. 

Order  intake  increased  by  12%, 
sales  by  26% 

At  $  6.01 1  billion,  orders  received  by 
Mannesmann  in  the  first  quarter  exceeded 
those  of  the  same  period  last  year  by  12%. 
Above-average  growth  was  achieved  by 
Automotive  and  Telecommunications.  Serial 
business  in  Engineering  also  reported 
marked  growth. 

Thanks  to  the  efforts  of  all  sectors,  sales 
rose  by  26%  to  $  5.415  billion  with  sizable 
increases  across  the  board.  The  development 
in  Engineering,  Automotive  and  Telecom- 
munications was  especially  good.  Half  of 
the  growth  in  Germany  was  derived  from 
Telecommunications.  Abroad  Mannesmann 
achieved  a  gain  in  sales  of  21%. 

Telecommunications  continued  its  dynamic 
development  with  sales  climbing  39%  to 
$  1.083  billion.  Mannesmann  Mobilfunk 
posted  a  gain  of  34%.  At  the  end  of  March, 
the  company  had  over  4  million  subscribers. 

Mannesmann  Arcor  achieved  a  highly  suc- 
cessful start  in  telephone  services  for  private 
customers.  This  segment  accounted  for  about 
half  the  67%  growth  in  sales  posted  in  the 
first  quarter  of  the  year.  By  March,  Arcor  was 
already  handling  more  than  5  million  min- 
utes of  call  time  per  working  day. 


Group 
performance 

Jan. -March 
1998 

Jan. -March 
1997 

Change 
abs.          % 

Orders 
received 

$m 

6,025 

5,375 

650         12 

External  sales 
Domestic  business 
Foreign  business 

$m 
$m 
$m 

5,398 
2,540 
2,858 

4,297 
1,930 
2,367 

1,101  26 
610  32 
491          21 

Employees  (31.03.) 

128,945 

119,915 

9,030           8 

mannesmann 


engineering 
automotive 
telecommunications 
tubes  &  trading 


Our  investments  in  Italy  and  France  were 
also  very  successful.  In  March  the  number 
of  Omnitel  subscribers  passed  the  three 
million  mark.  At  SFR,  Cegetel's  mobile 
telephone  company,  the  number  of  sub- 
scribers was  increased  by  about  350,000 
in  the  first  quarter  of  1 998  to  over 
2.5  million. 

We  will  be  happy  to  send  you  our 
Shareholders'  Letter  with  the  report  on 
the  first  quarter  1998  and  the  Annual 
Report  on  the  financial  year  1997  on 
request. 

Mannesmann  - 
working  for  your  future 

Mannesmann  Aktiengesellschaft 
D-40027  Dusseldorf,  Germany 
http://www.mannesmann.com 

Mannesmann  Corporation 
450  Park  Avenue,  24th  Floor 
New  York,  NY  10022-2669 
Call  1-800-356-9235 
Fax  (212)  826-0074 


Converted  at  the  official  fixing  rate  as  per  March  31.  1998  DEM  1  =  USD0.5415 
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By  Laszlo  Birinyi  Jr. 


Whatever  betides,  think  stocks 


In  the  late  1960s,  when  folk 
music  was  in  vogue,  a  group 
called  the  Limelighters 
lamented  the  state  of  the 
world  in  a  song  that  ended 
"they're  rioting  in  Africa, 
and  Texas  needs  rain?''  So 
what  else  is  new?  They  are  still 
rioting  in  Africa  and  else- 
where, and  California  has  too 
much  rain. 

The  market  is  reacting  to 
the  events  in  Indonesia, 
Russia  and  the  Indian  subcon- 
tinent with  apprehension  and 
concern.  And  that,  in  my 
opinion,  is  exactly  what  it 
should  do.  

There  are  times  when  the 
market  reacts  chiefly  to  economic  events. 
Right  now  it  is  reacting  to  political  events — 
as  it  did  in  early  1991  when  war  appeared 
imminent  in  the  Persian  Gulf. 

So  while  I  am  still  adamantly  bullish  on 
the  market,  I  would  be  a  bit  wary  now,  as 
today's  leading  events  are  more  political 
than  financial.  You  may  recall  that  I  looked 
upon  last  fall's  declines  in  Asia  as  an  oppor- 
tunity to  buy.  But  that  was  a  currency — read 
economic — crisis,  not  unlike  the  Mexican 
peso  devaluation  of  late  1984.  Financial 
crises  are  invariably  opportunities  to  buy— 
the  1987  crash  being  a  splendid  example. 

In  Pakistan,  India,  Indonesia,  China,  the 
markets  are  nervous  about  these  problems, 
and  it  is  right  to  be  nervous. 

Which  brings  me  to  this:  What  should  the 
investor  do?  Many  pundits  will  urge  you  to 
sell,  take  profits  and  head  for  the  hills.  But 
remember  that  many  of  them  have  been  res- 
olutely bearish,  and  my  response  to  them 
would  be:  Sell  what?  If  you  were  an  aggres- 
sive trader  and  had  acted  on  their  negative 
views  three  or  six  months  ago,  you  might 
have  sold  short  or  bought  puts. 

My  advice  in  these  nervous  times:  Sit 
tight  while  th<  digests  and  reacts  to 

disturbing  news       m  ..broad.  Don't  get 
yourself  heavily  margined  or  mortgage  your 
house  to  buy  stoi       I  >ut  stay  with  your 
good  stuff  even  if  rket  gives  you 

some  bad  stomacha 


The  market  is 
reacting  to  the 
events  in  Indonesia, 
Russia  and  the 
Indian  subcontinent 
with  apprehension 
and  concern.  And 
that,  in  my  opinion, 
is  exactly  what  it 
should  do. 


Ex  the  political  factors,  I 
am  still  upbeat  about  the 
market.  Our  economy, 
while  affected  by  Asia,  con- 
tinues to  be  resilient.  And  I 
think  we  have  exaggerated 
the  importance  of  earnings 
anyhow.  The  greatest 
growth  this  decade  was  in 
1994,  when  earnings  were 
up  40%.  But  the  market 
(s&p)  was  down  1%. 

In  addition,  some  specu- 
lative excesses  are  being 
corrected:  IPOs  are  not 
leaping  off  tall  buildings, 
several  recent  mergers  had 

little  or  no  premium  (Nor- 

west  and  Wells  Fargo; 
American  Home  Products  and  Monsanto) 
and  the  last  three  New  York  Stock 
Exchange  seat  sales  have  been  at  successive- 
ly lower  prices. 

Sentiment  is  negative.  Strategists  and 
commentators  are  circling  the  wagons. 
Market  technicians  are  finding  lots  to  worry 
about:  the  deteriorating  advance-decline 
line;  the  number  of  new  highs;  the  lack  of 
leadership;  the  number  of  stocks  that  are 
down  over  the  last  several  months  much 
more  sharply  than  the  market.  While  the 
naysayers  are  correct  in  their  analyses,  I 
would  fault  their  conclusions.  You  don't  get 
a  market  top  when  people  are  pessimistic. 

Stay  fully  invested.  Continue  to  be  tilted 
toward  large,  liquid  stocks,  and  pay  no 
attention  to  the  voices  saying  it  is  now  the 
turn  of  small  stocks.  Stay  neutral  on  bonds. 
My  favorites  include  large  banks  such  as 
Citicorp — or  Citigroup — (146,  cci),  Chase 
(68,  cmb)  and/.P  Morgan  (118,  JPM).  Bro- 
kers will  continue  to  do  well  so  I'll  again 
highlight  Merrill  (86,  mer)  and  Morgan 
(76,  mwd).  Technology  has  been  volatile — 
but  it  is  always  volatile — IBM  (113,  IBM), 
Hewlett-Packard  (60,  Hwp)  and  Texas 
Instruments  (48,  txn).  The  airlines  are  great 
bargains,  even  if  they  don't  do  much  in  the 
next  month  or  two.  Then  again  they  might, 
as  they  represent  the  best  of  both  worlds — 
solid  long-term  plays  with  short-term 
potential.  WM 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwict 


based  financial  consulting  firm. 
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Bv  Martin  Sosnoff 


The  "Orange  Marilyn" 
and  the  market 


Marilyn 

Monroe  is  not 
calling  a 
market  top. 


After  Sotheby's  sold  Andy  Warhol's 
"Orange  Marilyn"  for  $17.3  million — three 
times  Sotheby's  estimate — I  wondered 
whether  this  was  a  leading  or  lagging  indica- 
tor of  the  Nineties  bull  run.  This  is  a  1964 
silkscreen  piece,  and  Andy  prided  himself  on 
how  fast  he  could  knock  off  celebrity  por- 
traits. Was  this  flamboyant  bidding  a  sign 
that  the  stock  market  was  topping? 

I  take  these  parallels  seriously.  Securities 
analysts  and  money  managers  need  to  pay 
more  attention  to  the  themes  and  prices  of 
contemporary  art,  and  to  rap  lyrics,  if  they 
want  to  feel  the  undercurrents  of  each  cycle. 
At  the  height  of  the  art  market's  last  cyclical 
peak,  1988-89,  I  wrote  that  Van  Gogh's 
"Irises"  was  a  junk  bond.  Sotheby's  sold  it 
to  the  Australian  operator  Alan  Bond,  who 
bought  it  on  time,  later  went  bankrupt  and 
then  served  some  time.  Soon  thereafter  the 
junk  market  collapsed  as  Mike  Milken  shuf- 
fled off  to  a  correctional  institution  in  Cali- 
fornia. The  disparity  between  junk  bonds 
and  Treasurys  widened  to  800  basis  points. 

So  what  are  we  to  read  in  the  sale  of 
"Marilyn"  for  three  times  its  estimate?  In 
Barton  Biggs'  fire  'n'  ice  scenario,  bonds 
are  the  winners  from  here  on,  and  stocks 
are  overpriced. 

I  disagree.  "Marilyn"  is  not  calling  a 
market  top.  The  few  sYnart  economists  I  talk 
to  fear  Southeast  Asia's  misery  spreads  to 
us,  but  I  am  a  disbeliever.  Nor  do  I  worry 
all  that  much  about  consumer  indebtedness. 
Consumers  are  refinancing  their  mortgages 
for  not  much  more  than  the  Treasury  bor- 
rows money.  Many  are  paying  down  their 
18%  credit  card  debits  with  second  mort- 
gage liquidity,  a  smart  move. 

No,  the  "Orange  Marilyn"  is  neither  a 
leading  nor  a  lagging  indicator,  but  merely  a 
coincident  indicator  of  our  corporate 
world's  prosperity.  A  few  operators  like 
Henry  Silverman  at  Cendant  are  leveraging 
their  balance  sheets  to  do  deals,  but  what 
we're  seeing  mostly  is  mergers  of  equals  like 
Citicorp  and  Travelers,  which  are  straight 
exchanges  of  stock.  In  Seagram's  case,  the 
$11  billion  Polygram  buy  is  Bronfman's  way 
of  releveraging  a  too  liquid  balance  sheet. 


Bill  Gates,  who  doesn't  spend  much  qual- 
ity time  in  the  art  market,  did  buy  a  beauti- 
ful Winslow  Homer  for  a  record  price,  but 
this  wasn't  Alan  Bond  flexing  his  flabby 
muscles.  The  fallout  of  the  Justice  Depart- 
ment suit  is  impossible  to  gauge  as  yet,  but 
I'm  sure  Microsoft  will  deploy  much  of  its 
$11  billion  cash  horde  on  strategic  deals 
comparable  to  its  Comcast  investment. 

If  Warhol's  "Orange  Marilyn"  is,  as 
Sotheby's  catalog  chatter  suggests,  the  shin- 
ing icon  of  20th-century  art,  then  we  can 
relax — the  bull  cycle  ain't  over.  Today's 
buyers  are  well  heeled  and  underleveraged, 
exercising  millions  of  stock  options  for 
which  they  never  stood  at  risk.  A  handful  of 
Computer  Associates  executives  reaped  a 
billion  in  stock  awards  for  just  growing 
nicely  with  their  industry. 

Now  that  the  corporate  world  has  learned 
how  to  make  itself  rich,  its  inhabitants  will 
not  bet  their  companies  by  overleveraging 
balance  sheets.  Citigroup  may  not  lead  to 
enormous  cross-selling  of  mutual  funds  and 
insurance  products,  but  who  cares?  At  the 
worst,  it  will  become  the  next  generation's 
DuPont.  Remember,  DuPont  bought 
Conoco  years  ago  and  is  now  disgorging  it 
for  the  magic  of  leverage  in  biotechnology. 
At  least  management  has  a  dream. 

Burt  Stern  wrote  a  very  personal  mono- 
graph about  his  last  photographic  session 
with  Marilyn,  coaxing  her  with  Dom 
Perignon  to  shed  her  peignoir.  S.I.  New- 
house,  the  successful  bidder  for  "Orange 
Marilyn,"  won't  have  as  much  fun,  but  the 
purchase  isn't  likely  to  put  him  in  bank- 
ruptcy court — as  "Irises"  helped  do  to 
Alan  Bond. 

Without  a  top  in  sight,  I  still  like 
Microsoft.  With  no  debt  leverage,  it  will 
eventually  unseat  GE  as  number  one  on 
the  s&P  500,  but  it  will  take  a  couple  of 
years.  There  hasn't  been  anything  as  profit- 
margin  rich  or  as  liquid  in  recent  financial 
history  as  this  company.  Microsoft  makes 
mistakes — and  must  renew  itself  if  it's  not 
to  succumb  to  a  misguided  Justice  Depart- 
ment— but  I'll  be  surprised  if  msft  investors 
cash  in  their  chips.  Hi 


Martin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Capital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser. 
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AND  YOU 
RETURNED 
THE  FAVOR. 


T. 


.he  people  of  Trans  World  Airlines  put 
you,  our  best  customers,  first.  And  evidendy, 
the  feeling  is  mutual.  Recently,  Frequent  Flyer 
magazine  and  J.D.  Power  and  Associates 
reported  that  you,  the  frequent  flyers,  ranked 
TWA  the  #1  domestic  airline  in  customer 
satisfaction  for  flights  five  hundred  miles 
or  more. 

This  accomplishment  is  just  part  of 
what  TWA  has  done  over  the  past  year. 
Our  on-time  performance  has  dr    natically 
improved!  We're  adding  ovei  $3  1  i  in 


brand-new  and  late-model  aircraft. 

And  we've  created  new  services,  like 
Trans  World  First,  our  expanded  and 
enhanced  first  class,  and  Aviators,  our  new 
frequent  flyer  program  that  recognizes  and 
rewards  our  best  customers. 

Even'  day,  with  every  flight,  we're 
striving  to  make  TWA  a  better  airline. 
Call  your  travel  professional  or  TWA  at 
1-800-221-2000  for  domestic  reservations, 
1-800-892-4141  for  international.  Visit  us 
online  at  www.twa.com 


#1  Domestic  Airline  for 
'  Traveler  Satisfaction — Long  Flights 


WE  WANT  TO  BE  YOUR  AIRLINE: 


TWA 


>     I 


1997  rankings  among  the  tOfargui 

I  fagazine/f.D.Powr  and 'Associates  19      .  tirline  Cus< 

Kg  flight  is  defined  as  500  air  miles 


/  Transportation's  Air  Travel  Consumer  Reports  for  all  scheduled  domestic  system  operations. 

.,/v  conducted  among  frequent  airline  travelers  who  completed  5,938  individual 


Herman  Kahn  showed  that  with  a  workable  worldview 
it's  possible  to  get  the  big  predictions  right. 

Enduring  optimist 


By  Tim  W.  Ferguson 

If  the  nature  is,  as  E.B.  White 
wrote,  "a  mince  pic,  long  in  the 
baking,  never  quite  done,"  so 
much  the  better  for  most  tutur- 
ologists,  whose  talent  lies  more  in  the 
baking  than  in  the  eating.  Still,  the 
coming  millennium  will  ring  an  oven 
timer  of  sorts,  and  the  mince  pie  will 
get  its  thousand-year  poke  before  it 
goes  back  in. 

Herman  Kahn  is  one  futurologist 
who  can  take  posthumous  pleasure  in 
how  it's  all  turned  out  SO  far.  He  chal- 
lenged convention  but  stayed  opti- 
mistic about  our  society  while  the 
nation  went  through  the  throes  of 
nuclear  angst,  cultural  revolution  and 
stagflation.  As  the  millennium  nears, 
it's  worth  looking  back  on  Kahn's 
generally  sunny  vision,  which  neatly 
anticipated  the  past  three  decades. 

Where  others  took  the  "mush- 
rooming cities  of  the  Third  World"  as 
an  omen  of  calamity,  Kahn  hailed 


Edited  by  Joshua  Levine 

them.  "The  people  who  crowd  in 
from  the  countryside  are  the  most 
aggressive,  upwardly  mobile  and  opti- 
mistic people  in  their  nations,"  he  co- 
wrote  in  Things  to  Come  (1972). 
"These  so-called  slums  represent 
hope,  not  despair,  and  in  many  cases 
the  bidonvilles  themselves  are  physi- 
cally upgraded  as  the  people  in  them 
advance  economically  and  culturally." 
Broadly  speaking,  the  last  generation 
has  borne  him  out:  Nearly  every 
nation — even  in  the  Third  World — is 
better  off  than  it  was  a  quarter  of  a 
century  ago. 

Kahn's  On  Thermonuclear  War, 
published  in  1960,  was  arguably 
charting  a  course  toward  missile 
defense,  which  in  the  form  of  "Star 
Wars"  sapped  spirits  in  the  Kremlin. 
Although  Kahn  never  predicted  the 
sudden  demise  of  the  U.S.S.R.,  as 
early  as  1972  he  was  writing  of  a 
"Soviet  Thermidor"  characterized  by 


A  Kahn  sampler 

Kahn's  view  of  the  world 
tilted  him  much  closer  to 
the  political  right  than 
the  left,  but  he  was  no 
ideologue.  Herewith 
a  few  undoctrinaire 
musings  from  a  highly 
original  mind. 

From  Things  to  Come, 
1972,  with  Barry  Bruce- 
Briggs: 

"Many  conservative  Cas- 
sandras  call  the  countercul- 
ture decadent,  and  think 
that  a  society  that  compro- 
mises with  its  values  cannot 
function.  However,  a  syn- 
thesis of  traditional  society 
modified  by  counterculture 
values  could  work  quite 
well.  In  fact,  most  of  the 
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historically  successful  soci- 
eties were  characterized  by 
both  hard  work  and  orgies, 
virility  and  vice.  The 
Greeks,  Romans  and 
Byzantines  took  these  for 
granted.  ..." 

From  Kahn's  introduc- 
tion to  France  and  Its 
Future,  1973: 
"In  France  there  also  is  a 
kind  of  balance  between 
play  and  work  which  makes 
neither  excessively  attrac- 
tive. In  the  competitive 
northeast  culture  area  of 
Europe,  when  the  balance 
was  all  on  work,  these  were 
incredibly  competitive 
people.  Now  that  the  bal- 
ance has  shifted  to  play, 
they  seem  to  be  becoming 


tremendously  noncompeti- 
tive. It  is  new  for  Americans 
and  Germans  to  take  30- 
day  vacations.  But  increas- 
ingly they  will  probably  be 
taking  60-day  vacations, 
and  long  weekends,  in  a 
way  which  is  not  likely  to 
be  as  true  in  France.  The 
French  certainly  like  to  play 
as  much  as  anybody,  and 
they  do  take  their  vacations 
when  they  can,  but  their 
ability  to  enjoy  themselves 
in  moderation  without  guilt 
means  they  do  not  have  to 
reject  all  restraints.  .  .  ." 

From  Kahn's  preface  to 
Canada  Has  a  Future, 
1978: 

"A  very  interesting  recent 
book  was  The  Social  Limits 


to  Growth,  written  by  Fred 
Hirsch,  who  might  be  char- 
acterized as  a  member  of 
the  new  class.  In  my  judg- 
ment, this  study  has  consid- 
erable merit.  However,  it 
would  be  much  better  if  the 
title  were  Social  Character- 
istics of  Growth,  or  Why  the 
Upper  Middle  Class  Increas- 
ingly Dislikes  Growth,  or 
even  Why  the  Upper  Middle 
Class  may  Limit  Growth 
Prematurely  against  the 
Wishes  of  the  Rest  of  the 
Community.  .  .  .  [T]he  rela- 
tively extraordinarily  rapid 
but  incomplete  replacement 
of  the  idea  of  progress  with 
the  idea  of  physical  limits  to 
growth  is  still  one  of  the 
most  remarkable  phenome- 
na of  the  20th  century. . .  ." 
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loss  of  verve  and  nerve.  Others  in  that 
decade  shrank  before  what  they  took 
to  be  a  robust  and  intimidating  Com- 
munism. Instead,  Kahn  by  the  late 
1960s  had  his  eye  on  "The  Emerging 
Japanese  Superstate"  a  good  early  call 
if  one  presentiy  in  some  doubt. 

Abroad,  the  green  revolution  kept 
mouths  fed  in  defiance  of  Malthus. 
Kahn  wrote  in  The  Next  200  Years 
(1976)  diat  by  the  century's  end,  two- 
thirds  of  the  world's  people  will  have 
exceeded  $1,000  in  per  capita  income. 
They  easily  have,  if  measured  by  their 
purchasing  power.  Paul  Ehrlich  was 
dropping  The  Population  Bomb  in 
1968,  but  Kahn  expected  world  head- 
counts  to  be  restrained  by  affluence 
(and  the  latest  U.N.  projections  for 
the  year  2000  come  in  under  what  he 
projected  for  that  year  in  1967). 
Energy  shortage?  No,  an  abundance, 
he  said,  from  sources  old  and  new. 
Conservation  and  pollution  control? 
The  significant  gains  were  from  tech- 
nology-driven efficiency  in  resource 
use,  not  self-sacrifice,  he  pointed  out. 

Kahn  sensed  in  Arizona  Tomorrow: 
A  Precursor  of  Post-industrial  Ameri- 
ca (1978)  that  the  Southwest  offered 
environs  conducive  to  a  modern 
lifestyle  built  around  leisure  and  recre- 
ation. Sure  enough,  it  is  the  fastest- 
growing  region  of  the  U.S.  When  the 
country  hit  a  bad  patch  culminating  in 
the  fierce  1981-82  recession,  Kahn 
responded  with  The  Coming  Boom 
(1982).  Silicon  chips  along  with 
sound  money  and  creative  financing 
would  revitalize  the  U.S.,  he  said  in 
the  face  of  widespread  hand-wringing 
among  the  elites. 

Kahn  died  in  1983  and  left  as  his 
primary  legacy  Indianapolis'  Hudson 
Institute.  He  didn't  always  get  it  right, 
of  course.  Trained  as  a  physicist,  he 
always  took  facts  seriously,  but  he 
sometimes  allowed  his  wide-ranging 
mind  to  pluck  inferences  from  anec- 
dotal evidence  too  nonchalantly.  A  big 
man  (250  pounds),  Kahn  had  a  weak- 
ness for  big  companies-  -who  often 
commissioned  his  work — and  big, 
capital-intensive  projects.  result, 

he  missed  the  outbreak  of  1 1 
neurial  capitalism. 

Hey,  no  one  can  win  them  ; 
Kahn  leaves  an  enduring  recoi 
brilliant  mind  that  got  it  far  more 
than  wrong.  &HR 


■  Still  relatively  unappreciated, 

S  Latin  American  art  is  now  moving  center  stage. 


Beyond  Frida  Kahlo 


Twentieth-century  masters 
like  Pablo  Picasso,  Joan 
Miro  and  Willem  de  Koo- 
ning line  the  walls  of  Patricia 
Cisneros'  homes  in  Caracas,  New 
York,  Madrid  and  the  Dominican 
Republic.  But  her  true  love  is  for  the 
works  of  Venezuelan 
artist  Gego,  with  her 
playful  webs  of  wire, 
which  shimmer  with 
invisible  energy  even 
when  fixed  in  place. 

Though  she's  one  of 
the  Southern  Hemi- 
sphere's most  important 
contemporary  artists, 
Gego  is  virtually  un- 
known outside  of  Venezuela  and  a 
handful  in  the  international  art  set  (see 
box,  opposite). 

Cisneros  and  her  husband,  telecom- 
munications tycoon  Gustavo  Cisneros, 
own  the  world's  largest  private  collec- 


OJticican  origami 


tion  of  Gego's  delicate  sculptures. 
She's  not  the  only  Latin  American 
artist  they  favor.  Every  office,  corridor, 
studio  and  control  room  at  their 
DirecTV's  headquarters  in  Caracas  is 
lined  with  photography,  painting  and 
sculpture  of  young  artists  from  Cuba 
to  Chile. 

Cisneros'     collection 
also      includes      major 
works  by  the  Brazilian 
conceptual  artist  Helio 
Oiticica      (pronounced 
Oy-tea-see-ka).  Oiticica 
made      his     minimalist 
shamanistic      construc- 
tions and  drawings  in  the 
1950s.     Many    bear    a 
remarkable  resemblance  to  the  works 
Joseph  Beuys  was  turning  out  in 
Germany  at  the  same  time. 

Oiticica  has  yet  to  receive  anywhere 
near  the  recognition  as  Beuys,  howev- 
er, which  makes  Oiticica  a  bargain. 
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Do  you  know  Gego? 

The  late  Gertrude  Goldschmidt, 
known  as  Gego,  is  the  grandmother  of 
Venezuelan  contemporary  art  and  an 
inspiration  for  conceptual  and  abstract 
artists  throughout  Latin  America. 
Born  in  Hamburg,  Germany  in  1912, 
Gego  (pronounced  Gay-go)  studied 
engineering  and  architecture  at  the 
Technical  University  of  Stuttgart, 
graduating  in  1938.  Because  she  was  a 
Jew,  she  had  to  flee  the  Nazis,  and 
found  refuge  in  Venezuela,  where  she 
launched  herself  as  a  contractor, 
designer  and  furniture  maker.  At  41 
Gego  turned  her  talents 
toward  the  fine  arts,  making 
minimalist  drawings:  Brittle 
lines  intersect  tentatively; 
geometric  shapes  drunkenly 
wash  into  each  other.  She 
had  her  first  exhibition  in 
Caracas  in  1958. 

By  the  end  of  the  1950s 
Gego  was  experimenting 
with  three-dimensional  con- 
structions made  from  wire, 
metal  bands  and  thin  pipes. 
In  the  late  1960s  and  1970s 
her  work  grew  lighter  and 
more  delicate;  Gego  chucked 
the  heavier  pipes  and  started 


Onetime  contractor  Gego. 


painstakingly  stringing  thin  wire  in 
gossamer  nets.  In  Caracas'  Museo  de 
Bellas  Artes  an  entire  room  is  devoted 
to  a  permanent  installation,  "Reticu- 
larea."  Complex  grids,  helixes,  knots 
and  draperies  of  wire  encrust  the  room 
in  an  industrial  spiderweb  that  man- 
ages to  look  both  lyrical  and  menacing. 

"There  is  a  cult  of  Gego,"  says 
Gutierrez  of  Christie's.  "She  was  com- 
pletely advanced  for  her  time."  The 
art  world  is  catching  up.  The  Museum 
of  Contemporary  Art  in  Los  Angeles 
is  planning  an  exhibition  to  include 
major  Gego  works  next  year.  Several 
museums  in  Latin  America  are  con- 
templating Gego  exhibitions 
for  the  year  2000. 

Collectors,  unfortunately, 
can't  find  much  of  her  stuff: 
Owners  are  reluctant  to  lend 
their  fragile  treasures,  and  the 
artist's  heirs  keep  tight  con- 
trol over  their  remaining 
inventory.  The  Fundacion 
Gego  will  sell  only  to  people 
and  museums  it  considers 
important.  Works  rarely  come 
up  at  auction  or  in  galleries. 

Interested  collectors 
should  contact  the  Funda- 
cion Gego  in  Caracas  at  011- 
582-751-13-42.  -KG. 


Savvy  collectors  can  still  snap  up  Oiti- 
cica  drawings  for  under  $15,000 — a 
fraction  of  what  a  comparable  Beuys 
would  cost.  "Oiticica's  one  of  these 
completely  underappreciated  and 
underrecognized  artists — simply  fan- 
tastic," gushes  Fernando  Gutierrez, 
head  of  Christie's  Latin  American 
department. 

Most  North  American  and  Euro- 
pean collectors  pay  little  attention  to 
such  innovative  movements  in  South 
America  as  neoconcretism  in  Brazil 
and  kinetic  art  in  Venezuela,  which 
began  in  the  1950s  and  still  flourish. 
Healthier  economies  have  lit  a  creative 
bonfire  in  the  artist  communities  of 
Caracas,  Rio  de  Janeiro  and  Buenos 
Aires — but  the  fire  has  yet  to  spread  to 
the  auction  houses  and  art  galleries  of 
the  Northern  Hemisphere. 

Which  means  that  relative  bargains 
still  abound  there.  That  probably 
won't  last  too  long,  and  Patricia  Cis- 


Talent  to  watch  out  for 

Caracas  may  not  be  Paris  in  the 

1930s — tourists  and  natives  alike  are 

warned  not  to  wander  the  streets  alone 

It's  more  Blade  Runner  than  Mont- 

martre.  Today  Caracas  is 

home  to  fresh  artistic 

talent  of  international 

stature.  Artists  like 

Diana  Lopez,  29,  and 

Alfredo  Ramirez,  41, 

hang  out  at  Al  Trote, 

drinking  cold  Polar  beer 

and  trading  gossip.  They 

show  their  work  at  the  city's  best  new 

galleries,  Local  and  Gallery  304.  They 

shuttle  between  New  York  and 

Venezuela  when  they  can  scrape  up 

enough  money. 

With  collectors  like  the  Cisneroses 
and  a  recent  show  in  Australia,  Lopez's 
shadowy,  off-center  photographs  of 


*   ♦ 


street  kids  and  urban  scenes  have  broken 
into  the  international  arena. 

Ramirez's  sculpture  is  less  local.  One 
work  features  a  polished-steel  rib  cage 
on  a  pedestal;  electric  sparks  shoot  up 
the  spine.  "It's  about 
the  body,  and  more 
universal,"  he  says. 

If  you're  not  plan- 
ning a  trip  to  Caracas, 
check  out  the  work  of 
16  young  artists  from 
w  "^  ^P        Venezuela,  Colombia, 
Argentina  and  Brazil  at 
the  Christopher  Grimes  Gallery  and 
Track  16  Gallery  from  July  1  to  Sept.  12 
in  Santa  Monica,  Calif.  Take  a  close  look 
at  Venezuelan  Roberto  Obregon's  petal- 
patterned  diptychs  (see  above).  The  exhi- 
bition, called  "Amnesia,"  will  travel  to 
the  Contemporary  Arts  Center  in 
Cincinnati  on  Jan.  23, 1999.        -RG. 


♦*«♦ 
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neros  is  one  of  the  big 
reasons  why.  She  and  her 
husband  are  using  their 
$2.1  billion  fortune  and 
her  own  considerable 
energy  to  change  the  way 
the  world  thinks  about 
Latin  American  art. 

"The  general  public 
thinks  of  Latin  American 
artists  as  figurative  and 
very  colorful.  They  think  of  Mexicans 
like  Frida  Kahlo  and  the  great  mural- 
ists,"  says  Cisneros,  who  takes  a  skep- 
tical view  of  the  hype  that  has  made 
the  neurotic  Kahlo  into  a  chic,  much- 
collected  feminist  icon.  "I  want  to 
found  the  anti-Frida  Kahlo  club,"  she 
declares.  "This  is  part  of  our  art,  but 
certainly  not  even  50%,"  says  Cisneros. 

As  the  first  Latin  American  to  sit  on 
the  board  of  New  York's  Museum  of 
Modern  Art,  Cisneros  recently  creat- 
ed a  fund  to  send  curators  to  Central 
and  South  America  to  learn  that  there 
is  more  to  Latin  American  art  than 
Kahlo  and  Siqueiros  and  Rivera.  At 
Cisneros'    urging,    moma    director 


Glenn  Lowry  will  be  heading  to  Brazil 
in  October  to  attend — for  the  first 
time — the  region's  most  important  art 
fair,  the  Sao  Paulo  Biennale. 

Cisneros  has  also  spent  the  last  ten 
years  building  one  of  the  world's  most 
important  collections  of  indigenous 
objects  from  the  Amazon  basin. 
Nearly  every  year  for  the  last  two 
decades  the  Cisneroses  have  traveled 
along  arduous  routes  to  visit  tribes  like 
the  Yanomami  and  Yebuana  of  the 
Venezuelan  Amazon. 

For  the  last  eight  years  a  full-time 
curator,  anthropologist  and  conser- 
vator have  been  cataloging  their 
multitude  of  feathered  headdresses. 


necklaces,  spears,  earth- 
en pottery  and  elegant 
baskets — objects  that 
are  quickly  becoming 
obsolete  as  both  disease 
and  assimilation  deci- 
mate ancient  indigenous 
cultures. 

The  Cisneroses  now 
plan  to  take  their  private 
possessions  public.  Three 
German  museums  are  interested  in 
borrowing  part  of  their  indigenous 
collection  to  mark  the  200th  anniver- 
sary of  German  explorer  Friedrich 
Humboldt's  South  American  expedi- 
tions. Next  February  the  Cisneroses 
plan  to  open  their  own  small 
museum  in  Caracas.  There,  neocon- 
crete  Oiticicas  and  spindly  Gegos  will 
share  walls  with  shallow  Yanomami 
baskets  decorated  with  spare  geo- 
metric patterns. 

"The  connections  are  there.  Most 
things  have  some  humor,  a  certain 
lightness,"  says  Patricia  Cisneros. 
"The  world  is  finally  ready  for  Latin 
America."  IB 


i 
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Tired  of  movies  about  nerds  and  social  outcasts? 

Try  Whit  Stillman, 

Boswell  of  the  haute  bourgeoisie. 

Social  studies 

By  Ben  Pappas 


Whit  Stillman's  great- 
grandfather, James 
Stillman,  was  the 
president  of  what 
has  become  Citibank  and  a  key- 
stone of  the  old  American  Estab- 
lishment. Whit  makes  movies — 
not  generally  thought  of  as  a 
wasp  occupation.  His  The  Last 
Days  of  Disco  completes  what 
might  be  called  an  haute  bour- 
geoisie trilogy,  which  includes 
Metropolitan  (1990)  and 
Barcelona  (1994).  Each  film 
provides  a  bridge  partner's  view 
into  preppy  mores,  enlivened  by 
Stillman's  martini -dry  witticisi  is. 
Stillman  very  much  belongs  to 
the  straitlaced  world  he  cele 
brates:  When  he  did  lunch 
shortly  before  the  new  movie 
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opened,  he  asked  the  waiter  to  make  sure  his  chicken  was 
prepared  without  garlic.  Unlike  the  marginal  riffraff  or 
slackers  who  inhabit  so  many  independent  films  as  well  as 
many  mainstream  ones  these  days,  Stillman's  characters 
attend  Princeton,  shop  at  J.  Press  and  summer  on 
Martha's  Vineyard.  The  only  stunts  on  screen  are  verbal, 
though  agile  enough  to  earn  Stillman  an  Academy  Award 
nomination  for  the  script  to  Metropolitan. 

Like  playwright  A.R.  Gurney 
and  his  plays  about  old-fash- 
ioned wasps  (The  Dininjj  Room, 
The  Cocktail  Hour),  Stillman  has 
found  modest — if  far  from  over- 
whelming— success  with  his 
movies  about  a  class  that  is  now 
generally  either  ignored  or  den- 
igrated by  popular  culture.  Met- 
ropolitan was  shot  for  less  than 
$300,000,  then  went  on  to 
gross  $8  million.  Fellow  wasp 
George  Plimpton  is  hoping  that 
Stillman  will  direct  his  recently 
completed  screenplay  about 
Paris  in  the  1950s. 

In  The  Last  Days  of  Disco,  the 
olive  has  gotten  a  bit  soggy, 
although  Stillman  still  delivers  a 
wry  punch  at  times.  For  Stillman 
at  his  most  swell,  try  renting 
Metropolitan.  H 
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In  a  country  full  of  so-called  peasant  artists, 
a  China's  Hui-Xin  Miao  is  the  real  thing. 

'China's  peasant  Picasso 


By  Jessica  Maxwell 

A  tree  grows  out  of  a  raven's 
eye.  The  sun  rises  on  a 
kitchen  wall.  A  bridge  of 
jewel-colored  water  buffalo 
supports  willow,  lotus,  snowtlakes  and 
autumn  leaves — symbols  of  the  four 
seasons.  We  are  in  rural  China,  but 
a  rural  China  filtered  through  the 
mind  of  39-year-old  Hui-Xin  Miao 
i  pronounced  meow),  the  first  thor- 
oughly modern  artist  to  emerge  from 
China's  peasant  classes,  and  an 
absolute  original. 

A  farmer  by  birth  and  trade,  he's 
never  studied  modern  art.  To  the 
Western  eye,  his  work 


National  Gallery  and  the  Central 
Academy  of  Fine  Arts  in  Beijing.  A 
serious  talent  scout  for  Asian  art, 
Oregon  dealer  Lin  traveled  four  hours 
by  train  from  Shanghai  to  Xi-Zin, 
Miao's  riverside  village  surrounded  by 
the  round  green  hills  in  China's  Zhe- 
jiang  Province.  There  she  met  Miao, 
his  wife  and  daughter,  his  parents  and 
in-laws,  even  his  cats  and  pigs,  saw  the 
grain  fields  he  works  every  day  and 
staved  in  his  very  modest  home.  His 
work  is  full  of  the  images  of  his  every- 
day  life,  and  Lin  was  deeply  moved  by 
what  she  calls  its  "unvarnished  poetic 
simplicity."  She  quick- 
ly arranged  a  month- 


is    haunted     by    the 
ghosts  of  Klimt  and 
Dali,  Matisse,  Chagall, 
the   German   Expres- 
sionists and,  most  especially,  Picasso. 
Yet  he  began  painting  years  before 
Western  art  books  were  publicly  avail- 
able in  Chinese. 

"When  people  told  him  his  work 
reminded  them  of  Picasso,  he  didn't 
know  what  they  were  talking  about," 
says  Hue-Ping  Lin,  owner  of  the 
White  Lotus  Gallery  in  Eugene,  Ore., 
where  Miao's  work  was  introduced  to 
America. 

China  has  created  a  cottage  indus- 
try of  its  peasant  art,  full  of  perfectly 
rendered  red-cheeked  workers  tending 
chickens  on  bountiful  farms,  but 
Miao's  work  is  not  of  this  school. 
Already,  several  of  his  paintings  are 
included  in  the  collections  of  both  the 


Miao's  work  recalls  the  German 
Expressionists,  but  that's  an 
accident  of  inspiration. 


long  one-man  show 
for  him  that  ran  in 
May  of  1997. 

The  creative  spark  is 
obvious  the  first  time 
you  see  a  Miao.  His  colors  pulse,  his 
sense  of  composition  dazzles.  A  Miao 
painting  often  contains  hundreds  of 
tiny  symbols,  and  they  fly  across  the 
paper  like  some  kind  of  secret  lan- 
guage. And  his  style  never  sits  still.  The 
Dali-like  eeriness  of  "The  Crow  is 
Beautiful"  is  riveting;  in  it  a  huge, 
black  bird  leans  against  a  wall  in  a  long 
room  where  two  men  sleep  and  trees 
grow  out  of  the  walls  and  ceiling.  In 
China,  Lin  told  me,  the  crow  is  bad 
luck.  Miao  says,  "No.  All  animals  are 
good." 

Many  of  Miao's  most  moving  works 
convey  his  deep  love  for  his  family:  his 
daughter,  who  is  in  his  heart,  as  he 
puts  it,  and  especially  his  father.  In 


"Father  and  Son  Studying  Art"  (a 
heavy  smoker,  Miao  is  the  one  with 
smoke  rings  rising  overhead),  Miao 
addresses  the  fact  that  his  father  does 
not  understand  his  art  but  encourages 
him  anyway.  "Musician" 
shows  both  men  tooting 
trumpetlike  instruments 
called  sounas.  The  father  is  in 
the  background  with  tears 
streaming  down  his  cheeks 
and  out  of  his  instrument. 
This  shows  the  heartbreak  of 
life  during  the  Cultural  Rev- 
olution, which  the  father 
endured;  the  son  plays  boldly 
in  the  foreground,  "reaping 
the  fruit  of  his  father's  suffering," 
explains  Lin. 

Miao  is  prolific.  In  the  last  15  years 
he  has  turned  out  close  to  400  works, 
painting  late  into  the  night  after  his 
farm  chores  are  done,  his  intensity 
driving  him  on  until  a  painting  is  com- 
pleted. He  uses  gouache  and  whatev- 
er paper  he  can  scrounge — a  brown 
paper  bag,  even  the  back  of  the  gov- 
ernment's most-wanted  list! 

How  do  his  traditional  fellow  farm- 
ers feel  about  having  a  real  modern 
artist  in  their  midst?  "My  husband  is 
strange,"  allows  Miao's  wife,  Hue  Zin, 
"but  everyone  loves  him." 

Despite  his  talent  and  success  he  is 
a  farmer  first.  Some  of  the  extra 
money  he  makes  goes  to  buy  better 
art  paper,  but  he  spends  some  of  it 
treating  his  fellow  workers  in  the  local 
tavern,  just  blocks  from  where  he  was 
born.  m 
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and  user-friendly  digital  cordless  products  on  the  market. 
fl^  We're  giving  countless  other  customers  plenty  to 
talk  about  too.  ^^  Whether  it's  the  automation  system 
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into  rolling  thunder.  (^^  The  call  center  technology  that 
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Be  there  or  be  square 


The  13  guys  who  posed  for  our  cover  are  the  vanguard  of  the 
Internet  revolution  that  is  daily  changing  the  way  we  live  and 
do  business.  This  is  some  bunch  of  entrepreneurs.  Average  age:  37. 
Average  value  of  their  stakes  in  their  companies:  $393  million. 
Total  market  capitalization  of  their  13  companies  as  we  went  to 
press  (the  number  keeps  mounting)  was  $23  billion — all  newly 
minted  wealth. 

It  was  a  tough  job  getting  these  fast-moving  people  together  for 
New  York- based  photographer  Theo  Westenberger.  The  planning 
fell  to  Eric  Nee,  our  Silicon  Valley  bureau  chief,  and  Photo  Editor 
Meredith  Nicholson.  I'll  let  Eric  describe  the  experience: 

"First  I  had  to  convince  them  to  do  it.  The  pull  was:  'Be  there 
or  be  square.'  Forbes  was  putting  together  the  leading  Internet 
entrepreneurs,  and  they  owed  it  to  their  shareholders — if  not  to 
their  egos — to  be  there.  Calendars  had  to  be  juggled,  meetings 
postponed.  Meredith  spent  hours  on  the  phone,  planning,  cajol- 
ing. The  subjects  flew  in  from  literally  all  over  the  world." 

My  hat  is  off  to  Eric  and  Meredith.  This  is  a  photograph  for  the 
historical  archives:  In  one  spot  and  relaxed  are  the  leaders  of  a 
brand-new  industry,  individuals  who  are  creating  wealth  and  excite- 
ment at  an  unparalleled  pace.  "The  energy  level  was  electric,"  Eric 
says.  "Everyone  knew  of  the  others,  but  not  everyone  had  met 
before.  Between  wisecracks  you  could  overhear  them  talking  about 
potential  business  deals.  And  kidding  about  stock  prices — 'How's 
your  stock  doing?'  'What's  your  market  cap  at  now?'" 

The  cover  was  shot  in  a  warehouse  at  The  Presidio  of  San  Fran- 
cisco, a  national  park  after  being  a  military  garrison  for  218  years. 
The  spare,  unfurnished  space  was  just  the  right  setting  for  an 
industry  that  is  making  itself  up  as  it  goes  along.  Eric's  story  begins 
on  page  106. 


mm  ilmmmmmmwmmmmmm 

Westenberger,  Nee  and  Nicholson 


Q*_  d/.  9^^. 
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Business  solutions 

FOR  THE   FORTUNE   500p° 


Your  company  isn't  gigantic,  b 


Being  in  the 


middle  can  be  quite  a  challenge.  That's  why  wc  created  PeopleSoft 


Select.  Designed  lor  companies  like  yours,  it's  a  business  solution 


including  software,  hardware,  and  services.  It  comes  with  the 


Financials,  MR,  and  Distribution  applications  you  need  to  run 


your  business  more  effectively,  and  the  assurance  ol  working 


with  industry  leaders.  It  can  change  and  grow  with  you.  And  it's 


directly  supported  by  us. 


at  we  can  do  for  you, 


call   I  -<SN8-7()7-5757  or  visit  us  at  www.  neon  I  esolt.com/500k 


Microsoft      intel      COMPACl 


We  work  in  your  world. 
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Disney's  Mulan 

Unlikely  to  revive  the  magic  kingdom. 

The  mouse  that  squeaked 

Last  summer  Forbes  noted  that  the 
W  alt  Disney  Co.'s  oroubles  were  mount- 
ing. Was  there  something  seriously 
wrong?  Disney's  headaches  seemed  to 
worsen  since  the  1994  sudden  death  of 
its  then-president,  Frank  Wells. 

Since  our  article  appeared,  a  stream  of 
Disney  executives  have  exited — chief 
financial  officer  Richard  Nanula,  ABC 
Broadcasting  president  Steve  Burke, 
chief  strategist  Lawrence  Murphy, 
Disney/ ABC  Cable  Networks  head 
Geraldine  Laybourne. 

For  a  while  our  skepticism  fell  on  deaf 
ears:  Disney  stock  rose  from  S80  last 
August  to  a  peak  of  S128  in  May.  But 
now  the  stock  has  retreated  to  SI 06, 
analysts  are  lining  up  to  downgrade 
their  earnings  estimates,  and  Fortune 
magazine  has  suddenly  discovered  that 
all  is  not  well  at  the  Mouse  House. 

Disney's  movie  market  share  is  off 
44%  from  last  summer,  despite  the 
release  of  the  animated  film  Mulan.  Its 
newly  formed  cruise  line  has  vet  to  sail; 
the  ABC  television  network  is  in  the  dol- 
drums. ESPN  and  the  kids'  business  are 
both  facing  new  competitors. 

Disney  executives  are  counting  on  the 
new  film  Armageddon  to  reverse  the 
slump.  But  one  critic  has  likened  the 
Armageddon  experience  to  putting  a 
bucket  on  your  head  and  getting 
pounded  by  golf  clubs. 

Clearly,  our  early  warning  was  well 
founded.  -Robert  L\  Franco 


Wagering  on  Web  tones 

Northern  Telecom  Chief  Executive 
John  Roth  took  the  offensive  last  month 
in  the  fiercely  competitive  voice-  and 
data-transmission  equipment  business 
(June  26).  The  Canadian  maker  of  tele- 
phone equipment  said  it  would  acquire 
Internet  switching  eear  manufacturer 


80  years  ago  in  Forbes 

July  27,  1918 

The  Motorcycle  Machine  Gun  Company  "is 

one  of  the  most  effective  units  of  the  present 

high-speed  war.  As  a  mobile  force,  it  virtually 

supplants  the  cavalry. 


30  years  ago  in  Forbes 

July  15,  1968 
Henry  Crown  isn't  exactly  a  swinger  in  mod- 
ern financial  terms.  Most  of  his  highly  suc- 
cessful investments  have  been  made  on  an 
old-fashioned  value  basis,  and  he  scorns 
many  of  today's  financial  gimmicks — such  as 
spinning  off  a  partial  interest  in  a  subsidiary 
as  a  means  of  raising  the  overall  stock  market 
valuation.  In  1964  Crown  fought,  unsuccess- 
fully, to  keep  Hilton  Hotels  from  spinning  off 
its  Hilton  International  subsidiary.  "The  stock 
separately  would  sell  for  a  higher  total." 
Crown  agreed,  but  "you  don't  run  your  busi- 
ness for  what  the  stock  sells  for;  you  run  your 
business  for  what's  best  for  the  business." 

August  15,  1968 

Gene  Autry,  now  60,  still  looks  like  the 
singing  cowboy  he  portrayed  in  motion  pic- 
tures. But  the  onetime  hero  to  millions  of 
Americans  has  long  since  moved  on  to  green- 
er pastures.  He's  done  such  a  good  job  that 
late  last  month  minority  stockholders  in 
Golden  West  Broadcasters  were  able  to  sell 
just  under  half  of  their  interest  in  Autry's 
GWB  for  $25  million.  The  buyer:  The  Signal 
Cos.  Under  the  agreement  with  Signal,  Autry 
retains  control  of  Golden  West  and  continues 
to  run  it  "as  long  as  he  lives."  Does  he  han- 
ker to  get  back  in  the  movies?  Not  at  all. 
-:  r-ea:  •:•  ~;   :.:  :~e.  ,'.e-e 
only  a  stepping  stone." 

10  years  ago  in  Forbes 

May  30,  1988 

Re  my  remarks  belittling  Henry  Kissinger's 

accomplishments  and  virtues  (Fact  and 

Coma.       .-.      25    Thank  God  Henry  doesn't 

have  the  right  to  send  me  to  Devil's  Island. 

(He  doesn't,  does  he?) 

-Arthur  Ochs  Sulzberger 

Edited  by  Dolores  Lataniotis 
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Documents  are  digital.  Documents  are  paper. 


Colors 
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The 

Document 
company 

XEROX 


Print'  or  copy 

6  color  pages/  a  minute  without 

leaving!  the  office. 


Introducing  the  Xerox  DocuColor  Office  6. 


X 


Stop  sending  out  for  color  documents. 
Print  or  copy  them  fast  and  conveniently  gg 
on  your  own  Xerox  DocuColor  Office  6.  At 
6  color  pages  a  minute,  it  not  only  keeps  up 
with  the  pace  of  your  business,  but  the  pace  of 
those  last-minute  changes  you're  always 
making.  Here's  more  good  news.  It  prints  or 
copies  in  black  and  white  too.  At  24  pages  a 


minute.  Talk  about  productivity,  the  agile 
DocuColor  Office  6  even  comes  with 
paper-handling  options  such  as  collating 
and  sorting.  Best  of  all,  starting  at  under 
$20,000,  it  puts  color  right  in  your  workgroup. 
To  learn  more  about  how  convenient  color  can 
be  in  your  office,  visit  www.xerox.com  or 
just  give  us  a  call  at  1-800-ASK-XEROX,  ext.  106. 


THE  DOCUMENT  COMPANY 
XEROX 


XEROX  ®  The  Document  Company.®  the  digital  X,®  and  the  identifying  Xerox  product  names  and  numbers  herein  are  trademarks  of  XEROX  CORPORATION  In  conjunction  with  Xerox'  efforts  to  reduce  the  company's 
impact  on  the  environment.  Xerox  equipment  includes  new.  reprocessed,  and/or  recovered  parts  and  assemblies  36  USC  380 


LVJXURV   HOTEL   Q/v   ^ 


^NDPaL|ES    A*e 


We've  cornered  the  market  on  the  roar  of  the  surf,  on  front  row  seats  to  the 

Pacific,  and  on  business  days  that  end  with  the  sun  setting  a  few  hundred 
°"*i7K?IeadwgHoteisofth(?Worid'     yards  away.  Sure,  it  may  be  unfair.  But,  isn  V  that 
the  point?  Call  your  travel  agent  or  1.800.334.9000.  °^k^3> 

Or  contact  us  at  www.shuttersonthebeach.com.  c>  h  u  t  f  e  r  s 


FOR  INVESTORS 
SEEKING  CAPITAL  GROWTH 
WITH  REDUCED  VOLATILITY 


T.  Rowe  Price  Dividend  Growth 
Fund  offers  a  relatively  conservative 
way  to  invest  for  long-term  capital 
growth  in  the  stock  market.  It 
invests  in  established  companies 
whose  earnings  and  dividends  are 
expected  to  grow  over  time.  And, 
since  its  inception,  the  fund  has 
consistently  outperformed  the 
average  of  its  peer  funds.  Of  course, 
past  performance  cannot  guarantee 
future  results.  No  sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4654 

www  .tiowepiice.com 


How  $10,000  Invested  12/31/92 
Would  Have  Grown  vs.  Competitors 

■  Dn  iJtnd  Growth  Fund                                    ^^-J 

15 - 

G  Lippt-t  Growth  ts  Income              829,031*^^  A 
Funds  Average                                            ^4fl 

20,000- 

15.000- 

:■ 

Invest  Willi  Confidence 

T.RoweRice 


40.21%,  21.66%,  and  22.S  1%  are  the  fund's  average  annual  total  returns  lor  the  I -year.  5-year,  and  si  nee 
inception  ( 12/30/92)  periods  ended  3/31/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested 
dividends,  and  capital  gain  distributions.  Investment  return  and  principal  value  will  vary,  and  shares  maj  be  worth  more 
or  less  at  redemption  than  at  original  purchase.  (Source:  tipper  Analytical  Services.  Inc.) 
Read  the  prospectus  careful!)  before  investing.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  DGF0427D7 


Bav     Networks 

for  $9.1  billion. 

Roth  is  betting 

on  being  first  to 

build    what    he 

caHs  "Web 

tones,"  to    carry 

phone    service    and 

every  kind  of  digitized  information. 

It's  a  big  gamble.  And  so  far  the 
market  hasn't  warmed  to  the  idea: 
Nortel's  stock  is  off  12%.  Wall  Street 
analysts  have  ripped  the  deal,  citing  the 
weak  Canadian  dollar  and  Bay's 
second-tier  equipment. 

Roth  counters  that  the  deal  catapults 
Nortel  ahead  of  its  chief  competitors — 
number  one  phone  equipment  maker 
Lucent  Technologies,  and  Cisco  Sys- 
tems, the  largest  Internet  switching 
gear  manufacturer. 

Just  15  days  after  the  Bay  news, 
Nortel  announced  a  product  that  com- 
bines the  features  of  a  telephone  switch 
with  a  Cisco-like  ability  to  handle 
Internet  traffic.  If  Roth  can  quickly 
marry  the  companies'  disparate  cul- 
tures, he  has  a  good  shot  at  sprinting 
ahead  of  his  larger  rivals. 

-Scott  Woolley 

A  light  extinguished 

This  spring  Forbes  wrote  about  an 
unknown  but  highlv  talented  abstract 
expressionist  named  Beatrice  Mandel- 
man,  who,  at  85,  still  painted  daily  in 
her  Taos,  N.M.  studio  (May  4).  Sadly, 
Mandelman  passed  awav  June  24,  after 
a  long  battle  with  cancer. 

Though  she  grew  up  with  the 
abstract  expressionist  movement's 
pioneers — Jackson  Pollock  and 
Willem  de  Kooning  among  them — 
Mandelman's  light  remained  largely 
hidden  in  her  lifetime,  in  good  part 
because  she  was  skeptical  of  dealers 
and  chary  of  misinterpretation.  Her 
most  consistent  collector,  an  Edge- 
wood,  N.M.  banker,  bought  only 
about  two  paintings  a  year. 

Since  our  story,  more  than  160  of 
her  paintings,  ranging  in  price  from 
$5,000  to  S30,000"  have  sold  or  are  in 
die  process  of  being  sold.  One  London 
collector  wired  nearly  $500,000  to 
reserve  a  large  sampling  of  her  work. 
Proceeds  from  the  sale  hind  a  founda- 
tion Mandelman  set  up  to  help  strug- 
gling artists.  -Robert  Goff  H 
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We've   made   so   many  changes  to  title   insurance, 
it's  almost  interesting. 


Not  everyone  gets  drawn  to  the  edge  of 
their  seat  by  a  discussion  of  the  latest  advances 
in  real  estate  services.  But,  who  knows,   the 
following  may  offer  a  few  thrills. 

Chicago  Title  has  just  completed  a 
successful  spin-off  from  Alleghany  Corporation. 
So  now  our  company  will  be  infused  with  the 
passion  and  dedication  that  comes  from  employee 
stock  ownership.  And  for  people  who  rely  on  us, 
that  drive  is  already  making  things  very  interesting. 

Now,  many  of  our  customers  can  tap 
into  our  vast  array  of  products  and  services 


from  behind  their  own  computers.   Not  only 
will  this  (finally!)  bring  title  operations  into 
the  Electronic  Age,  it  greatly  enhances  accuracy 
while  decreasing  turnaround  time. 

Plus,  with  CastleLm/r;M  our  new  single- 
source  mortgage  service,  lenders  who  require 
multiple  products  can  get  credit,  flood,  appraisal, 
property  evaluation,  title,  escrow  and  closing 
services  all  with  one  call. 

Sure,   there  are  more  changes  we 
could  talk  about.  But  "almost  interesting"  only 
eoes  so  far. 


(m)  Chicago  Title  Corporation 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Managing 
with  God 


By  Colleen  Mastony 


Many  successful  businesspeople  credit  religion  with  guiding 
them  in  their  business  lives.  Here  are  just  a  few  of  them. 


"I  tell 
fathers  that 
you  need 
to  devote 
Sundays  to 
your  family 
and  to 
worship." 


Truett  Cathy, 
chief  executive, 
Chick-fil-A 


Aaron  Feuerstein 
President  and  Chief  Executive 
Maiden  Mills  Industries 
I  belong  to  the  orthodox  group  in  Judaism. 
When  I  was  a  boy,  my  grandfather,  the 
founder  of  our  business,  insisted  that  all  the 
workers  be  paid  at  the  end  of  every  workday, 
in  cash.  My  father  tried  to  explain  to  him  that 
you  can't  operate  that  way — for  financial, 
accounting  and  tax  purposes  you  pay  by  check 
the  following  week.  When  I  asked  my  grand- 
father why  he  wanted  to  pay  in  this  way,  he 
said:  "That's  in  the  Torah." 

The  next  day  I  ran  to  my  maternal  grand- 
father, who  was  a  rabbi,  and  he  showed  me 
Deuteronomy  (the  fifth  book  of  the  five 
books  of  Moses),  chapter  24,  verse  14.  It  says: 
"Thou  shaft  not  oppress  an  hired  servant  that 

is  poor  and  needy At  his  day  thou  shaft  give 

him  his  hire,  neither  shall  the  sun  go  down 
upon  it;  for  he  is  poor."  These  words  helped 
to  guide  me  in  the  business  world. 

Truett  Cathy 

Chairman  and  Chief  Executive 
Chick-fil-A,  Inc. 

I  am  a  Southern  Baptist,  and  I  believe  that 
Sunday  is  a  divine  day.  Fifty-two  years  ago  we 
made  a  decision  to  close  our  restaurants  on 
Sundays,  and  we  never  varied  from  that.  I 
have  spent  every  Sunday  for  the  last  45  years 
teaching  eighth-graders  in  Sunday  school. 

Today,  Sunday  is  more  of  a  shopping  day 
than  a  day  of  worship.  We  need  to  get  back  to 
basics.  Even  though  we  are  living  in  a  chang- 
ing world,  the  important  things  shouldn't 
change.  I  tell  fathers  that  you  need  to  devote 
Sundays  to  your  family  and  to  worship. 

James  Amos 

President  and  Chief  Executive 

Mail  Boxe;  Etc. 

The  Christian  scriptures  clearly  say  that  people 

without  vision  will  perish.  You  can't  motivate 


people  with  spreadsheets.  So  I  brought  in 
Sister  Suzanne  Donovan,  a  nun,  to  do  a  mis- 
sion statement  for  us.  Everyone  here  worked 
on  it.  In  the  end,  they  selected  eight  items: 
caring,  honesty,  fairness,  integrity,  trust, 
respect,  commitment,  accountability.  Every 
person  here  carries  that  mission  statement.  We 
meet  once  a  month  with  more  than  200  asso- 
ciates here  and  discuss  these  values  and  cele- 
brate renewal. 

Ronald  A.  Rasband 

President 

New  York  North  Mission  of  the  Church  of  Jesus 
Christ  of  Latter-day  Saints 
I  was  president  and  chief  operating  officer  of 
the  Huntsman  Chemical  Corporation,  and  a 
member  of  the  Church  of  Jesus  Christ  of 
Latter-day  Saints.  I  left  the  business  world  two 
years  ago  to  serve  the  mission  of  our  church 
in  New  York  City.  My  focus  has  shifted  from 
the  bottom  line  to  broken  homes,  abortion, 
inner-city  crime  and  violence.  It  was  an  amaz- 
ing opportunity  to  focus  on  the  things  that 
matter  most.  When  I  return  to  the  business 
world,  I'll  be  more  humanized. 

Kendrick  Melrose 

Chairman  and  Chief  Executive 
Toro  Co. 

You  see  the  greatest  example  of  Christian 
leadership  in  Jesus'  relationship  with  his  disci- 
ples. He  was  very  respectful  of  them.  He  took 
12  people  without  a  whole  lot  of  skills  or  pro- 
fessionalism. They  were  not  the  pick  of  the 
litter.  He  was  willing  to  serve  them,  but  when 
they  got  out  of  line,  he  would  let  them  know 
they  were  not  conforming  to  his  expectations. 

So  how  that  translates  here  at  Toro  is  by 
creating  coaching  teams  to  value  individual 
employees,  as  Christ  did  his  disciples.  The  dis- 
ciples had  customers  in  terms  of  their  mission, 
and  so  do  organizations.  The  disciples  were 
not  very  good  at  their  work,  but  Jesus  didn't 
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If  you  think  America's  future  rides  on  the  information 
superhighway,  try  sending  a  million  tons  of  steel  on  it. 


A  computer  line  is  great  for  sending  information. 
But  to  move  thousands  of  commodities  for 
America's  industries,  you're  going  to  need 
something  slightly  larger.  Fortunately,  this  remarkable  feat  is 
performed  each  and  every  day  by  Norfolk  Southern.  Carrying  steel 
for  automobiles,  coal  for  electricity  and  grain  for  food.  All  along  a 
rail  network  that  connects  our  customers  to  the  marketplaces  of 
the  world.  In  fact,  it's  a  system  that  runs  so  efficiently,  it  almost 
goes  unnoticed.  Which  is  why  if  you'd  like  to  know  more  about 
Norfolk  Southern,  we  recommend  a  visit  to  our  web  site  at  the 
address  below.  After  all,  the  Internet 
is  good  for  some  things.  The  Thoroughbred  of  Transportation. 


Web  site:  www.nscorp.com  National  Customer  Service  Center:  l-800-NFLK-SOU  (635-5768).  Annual  report  requests:  1-800-531-6757. 
©  1998  Norfolk  Southern  Corporation.  Three  Commercial  Place,  Norfolk,  VA  23510. 


my  mind 


"In  the 
Koran,  God 
says,  1 
inspired 
the  prophets.' 
If  even  God 
had  to  inspire 
the  prophets, 
then  I  have 
to  inspire 
human 
beings." 


Farooq  Kathwari, 
chairman, 
Ethan  Allen 


fire  them.  He  tried  to  help  them.  In  the  same 
way,  we  try  to  get  people  to  learn,  and  give 
them  constructive  criticism. 

Forrest  C.  Wheat  Sr. 

President  and  Chief  Executive 
Wheat  International 
Communications  Corp. 

We  develop  software  systems  for  the  defense 
industry.  I  see  a  prominent  role  that  the  mili- 
tary performs  in  providing  services  to  the 
world,  like  our  relief  operation  in  Somalia.  I 
see  these  duties  as  being  intertwined  with 
being  a  good  Christian.  David  slew  the  giant 
in  defense  of  his  own  people.  We  are  fighting 
for  freedom  of  the  individual,  which  is  not 
much  different  from  the  days  of  old,  in  the 
biblical  history  of  the  world. 

Victor  Jacobs 

Chief  Executive  and  Chairman 
Allou  Health  &  Beauty  Care 
I  am  a  Hasidic  Jew  of  the  Satmar  community. 
I  consult  the  Talmud — the  1,500-year-old 
rabbinic  commentary  on  Jewish  biblical  law — 
for  business  lessons.  The  Talmud  certainly 
provides  for  businesa  success.  It  encourages  its 
adherents  to  participate  in  the  modern  world 
and  to  take  advantage  of  all  the  technology 
that  is  available. 

I  bought  Allou,  a  cosmetics  maker,  in  1985 
when  it  was  losing  money.  We  went  from  $27 
million  to  over  $300  million  in  revenues,  and 
we  have  been  profitable  for  12  years  back- to- 
back.  The  Talmud  most  specifically  suggests 
that  you  are  commanded  to  learn  the  new.  We 
are  successful  in  large  part  because  we  have 
been  very  keen  to  implement  the  most 
modern  and  efficient  equipment.  Today  we 
sell  fragrances  electronically  through  our 
World  Wide  Web  site,  and  we  are  very 
successful  at  that. 

By  virtue  of  learning  the  new,  you  will 
never  forget  the  past. 

Kanwal  Rekhi 

Chairman  and  Chief  Executive 

CyberMedia 

Sikhs  are  the  people  you  might  have  seen  with 

a  turban,  but  I  don't  wear  one.  I  am  a  man  of 

science  and  ideas.  Religion  is  something  you 

have  to  take  at  face  value,  and  I  don't  take 

anything  at  face  value. 

But  I  do  agree  with  some  of  my  religion's 
values.  In  Sikhism  there  is  nothing  between 
you  and  your  god.  You  have  to  draw  from 
inside  and  decide  what  is  right  or  wrong. 


Karma  is  what  you  do.  Dharma  is  what  you 
are  supposed  to  do — it  is  your  responsibility. 
If  you  have  done  your  dharma,  then  you  have 
good  karma. 

To  me,  laying  off  people  to  save  a  company 
is  dharma.  Ifyou  become  inefficient  and  allow 
the  whole  body  to  become  sick — that  is  bad 
karma. 

Michael  Roach 

Vice  President  (former) 
Andin  International 

After  graduating  from  Princeton  I  studied 
with  Tibetan  monks  to  become  a  Buddhist 
monk.  In  Buddhism  diamonds  are  very  signif- 
icant. They  represent  a  certain  state  of  medita- 
tion: I  wanted  to  be  around  diamonds. 

In  1981  I  met  an  Israeli  businessman  who  is 
in  the  diamond  business  and  helped  him  start 
a  company.  We  started  with  $50,000,  and  we 
do  $125  million  a  year  now.  I  learned  how  to 
appraise  diamonds,  and  sell  them,  and  then  I 
had  to  hire  everyone  in  my  division. 

It  was  in  hiring  that  Buddhism  helped  the 
most.  Buddhists  try  to  feel  what  other  people 
are  thinking.  It  is  exchanging  yourself  with 
others.  We  were  successful  because  I  applied 
these  principles  in  hiring. 

Farooq  Kathwari 

Chairman,  President  and  Chief  Executive 
Ethan  Allen  Interiors 

Every  morning  I  read  the  Koran.  In  the 
Koran,  God  says:  "I  inspired  the  prophets."  It 
does  not  say  that  He  instructed  them,  or 
ordered  them,  or  commanded  them.  If  even 
God  had  to  inspire  the  prophets,  then  I  have 
to  inspire  human  beings.  Just  because  some- 
one works  for  you  does  not  mean  they  will  do 
their  job  well  without  inspiration. 

Kris  Kalra 

Chairman  and  Chief  Executive 
BioGenex 

When  1  don't  know  what  to  do,  I  consult  the 
Bhagavad  Gita — I  am  a  Hindu.  For  example, 
we  are  now  engaged  in  a  patent  infringement 
situation.  Do  I  go  and  try  to  enforce  our 
patent  and  spend  all  the  money  in  a  situation 
when  the  opposing  parry  is  a  larger  company 
and  I  might  lose? 

So  I  looked  at  the  last  words  of  the  Gita, 
which  say  that  wherever  you  have  skill,  com- 
mitment, knowledge,  good  intentions,  intel- 
lectual integrity  and  ethics,  you  will  prevail. 
Based  on  my  position  that  we  are  right,  the 
Gita  made  the  decision.  We  are  suing.         ■ 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digit:    Tool  at  hup:/  www.forbes.com/mind,  or  E-mail  us  at  mind@forbes.com. 
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THE  WAY  WE  LOOK  AT  THINGS, 

IT'S  AS  LOVELY  AS  AUTUMN  LEAVES 

ALONG  THE  SKYLINE  DRIVE. 

Business  is  beautiful.  Especially  in  a  state  that's  home  to  over  4,700  high-tech  firms.  Where  more 
than  a  million  members  of  the  workforce  are  college  graduates,  including  over  20,000  doctoral 
scientists  and  engineers.  With  that  skilled  a  labor  pool,  it's  no  wonder  everything  from  semicon- 
ductors to  aircraft  carriers  to  communications  equipment  is  manufactured  here.  This  is  even  more 
impressive  when  you  consider  how  surprisingly  affordable  our  labor  pool  is.  But,  as  more  and  more 
companies  are  discovering,  that's  the  beauty  of  doing  business  in  Virginia.        WtaaXJlHlHfm 


Contact  Wayne  Sterling,  CED,  Executive  Director,  Virginia  Economic  Development  Partnership,  PO  Box  798.  Richmond,  VA,  23218,  804-371-8202.  www.YesVirginia.org. 


say 

readers@forbes.com 

Kroc  got  it  right 

Sir:  Re  "Polishing  the 
Golden  Arches"  (June  15, 
p.  42).  Jack  Greenberg's 
solution  [to  McDonald's 
problems]  is  not  going 
to  be  new  products  or 
new  marketing.  Ray  Kroc 
did  not  invent  a  great 
hamburger.  He  invented 
a  great  system:  average 
food  that  was  quick,  clean 
and  presented  by  nice 
employees.  Last  week  I 
went  to  a  McDonald's. 
Employees  were  chewing 
gum,  slow,  undisciplined 
and  unkempt.  Not  an 
isolated  case. 

This  new  chief  executive 
needs  to  find  a  way  to 
polish  up  the  Kroc  system. 
-Joe  Becht 
Westmont,  III. 

Mismensathropes 

Sir:  Re  "Mensa's  big  test" 
(July  6,  p.  39).  Don't  dis- 
miss Mensa  as  "a  support 
group  for  nerds."  Our 
gatherings  include  lively 
discussions  on  nearly 
every  topic  imaginable — 
not  just  iq  scores,  allergy 
medications  or  how  one 
didn't  make  the  varsity 
squad  in  high  school.  And 
networking  is  rampant.  I 
hired  a  lawyer  I  met 


through  Mensa. 
-Lynne  M.  Guimond 
Nashua,  N.H. 

Sir:  Any  Mensan  worth 
his  top  2%  intelligence 
would  have  sent  you  scur- 
rying to  a  larger  sample 
than  you  apparently  set- 
tled for.  You  don't  really 
think  we  all  look  like  Jerry 
Lewis,  now  do  you? 
-Carole  Bell 
San  Francisco,  Calif. 

How  to  fix  schools 

Sir:  Re  "The  education 
paradox"  (July  6, 
p.  178).  Here's  my  idea 
for  reversing  the  "deterio- 
ration of  public  schools." 
Pay  teachers  a  fixed  fee 
per  pupil  for  accomplish- 
ing specific  educational 
goals.  Teachers  would  use 
tools  that  improved  the 
efficiency  and  quality  of 
their  teaching,  such  as  the 
Internet.  Class  time 
would  be  reduced,  and 
tuitions  would  decline. 
The  best  teachers  would 
contract  for  more  pupils 
and  become  wealthy, 
attracting  better-quality 
candidates  to  compete  to 
become  teachers. 
-Gary  Webber 
Mt.  Baldy,  Calif. 

Clone  Sowell 

Sir:  Re:  "Human  capital" 
(July  6,  p.  52).  You  quote 
Thomas  Sowell  in  your 
interview  as  saying  he 
wants  to  write  his  autobi- 
ography. Please  encourage 
him  to  do  it,  not  just  as  a 
a  narrative,  but  as  a  typically 
g  lucid  cerebration  on  what 
8  worked  and  what  didn't. 
|  Once  he  gets  the  facts 
§  down,  someday  the  para- 
digm will  turn  again,  and 

Jerry  (Mensa)  Lewis 
Curse  of  the  ugh-IQ  set. 


Ante  up,  Smithers 

Sir:  Re  "The  risks  in  stocks"  (June 
15,  p.  139).  Andrew  Smithers' 
comparison  of  today's  stock  valu- 
ations with  historical  levels  over- 
looks vital  facts.  U.S.  inflation, 
interest  and  jobless  rates  are  at 
their  lowest  levels  in  25  years. 

The  ability  of  U.S.  companies  to  compete  is  at  its  highest 

level.  And  workers— stakeholders  in  their  companies  now— 

are  focused  on  returns  to  shareholders.  Valuation  levels 

should  be  higher. 

I  propose  a  wager.  Smithers  will  pay  me  $100  if  the  Dow 

is  at  10,000  or  higher  on  June  30, 1999.  I'll  pay  him  100 

pounds  if  it's  at  8,000  or  below. 

-Kurt  Moeuer 

Boston,  Mass. 

"I'm  game. "-Andrew  Smithers. 


whoever  revises  the  re- 
visionists can  use  the 
ammunition. 

Strength  to  his  arm! 
-Russell  Neuswanger 
Vienna,  Va. 

Sir:  Sowell  is  brilliant. 
Invariably  after  reading 
his  column  I  say  to 
myself,  "I  could  have 
thought  of  that,  it  is  evi- 
dent." But  I  never  do. 

I  have  translated  some  of 
his  columns  into  Spanish 
and  passed  them  around. 
But  do  not  threaten  me 
with  copyrights.  I  do  it  to 
spread  la  causa. 
-Marco  Old/a 
Tegucigalpa,  Honduras 

Mourning  radio 

Sir:  Re  "Radio-active 
men"  (June  1,  p.  130). 
While  I  admire  his  ability 
to  make  money  out  of 
radio,  I  can't  help  but 
mourn  the  degradation  of 
[the  medium]  that  the 
Tom  Hickses  of  the  world 
are  bringing  about.  The 
relentless  drive  toward  effi- 
ciencies destroys  the  indi- 
vidual character  of  stations. 
Now  it's  satellite-delivered 
fluff,  rip-and-read  AP  news, 
and  time-and-temperature 


ad  nauseum.  Or  it's 
moronic  clowns  like 
Howard  Stern,  and  raging 
talk-show  callers  who  don't 
have  to  be  paid  for  filling 
the  brief  voids  between 
commercials. 

Broadcasters  have  been 
replaced  by  accountants 
whose  job  is  to  inflate  a 
property's  value  rather 
than  create  it.  As  the 
movers  and  shakers  have 
discovered  in  so  many 
other  industries,  profits 
rise  as  you  cut  quality — at 
least  for  a  while. 
-Jim  Park 
Pequot  Lakes,  Minn. 

We  goofed 

Hewlett-Packard  earned 
$2.6  billion  in  1996,  not 
$586  million,  and  would 
not  have  shown  losses  after 
adjusting  for  stock  option 
expenses  as  we  reported  in 
"Stock  options  are  not  a 
free  lunch"  (May  18,  p. 
212).  Bristol-Myers  Squibb 
and  Eli  Lilly's  options- 
adjusted  earnings  also  were 
not  negative.  They  should 
have  read  $2.2  billion  and 
$1  billion,  respectively,  to 
reflect  stock  splits.  -Ed.  H 

Letters  should  Include  the  author's 
address  and  phone  number. 
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SOMETIMES  LOOKING  FOR  THE 
RIGHT  INVESTMENT  FEELS  LIK 
BEING  LOST  IN  A  DESE 

fjffmmmm 

As  a  fulty  integrated  beverage  company  from  beer  and  soft  drinks,  to 
packaging,  convenience  stores  and  logistics,  FEMSA  offers  its  investors  the 
benefits  and  synergy  of  the  leading  business  divisions  that  make  up  our 
organization.  Our  permanent  goal  is  having  and  maintaining  the  right 
elements  to  guarantee  the  success  you  expect  from  a  solid,  competitive 
company  with  a  clear  direction  for  business. 


Thirsty?  we  are  always  around. 


FEMSA  CERVEZA    COCA-COLA  FEMSA    FEMSA  EMPAQUES    FEMSA  COMERCIO    FEMSA  LOGISTICA 


IIMSV 


Fomento  Economico  Mexicano,  S.A.  de  C.V.     Apartado  Postal  2001   64410    Monterrey.  N.L..  Mexico   FMX 
Investor  Relations    52(8)3286150    www.femsa.com.    E-mail:  invrel@femsa.com  IfflU 


Over  four  decades  ago.  Chrysler  introduced  a  car  of  such  magnificent  power  and  performance,  it's  considered  by  many 
to  be  the  original  muscle  car.  The  Chrysler  300.  Now  the  legend  returns.  The  all-new  1999  Chrysler  300M  sports  sedan. 
A  253  horsepower  billboard  for  reincarnation.  Consider  these  best-in-class  features:  The  most  horsepower.  The  most  torque. 
And  the  widest  stance.  Fact  is.  nothing's  taken  on  the  road  like  this 
since. ..well,  since  the  last  time  we  made  one.  Information?  Call 
1.800CHRYSLER  or  visit  our  Web  site  at  www.chryslercars.com. 


'Base  MSRP  includes  destination  Tax  and  options  extra 


"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


LET'S  MAKE 

The  House  of  Representatives  recently  passed  an  historic 

bill  that  is  immensely  good  news  for  the  American  taxpay- 
er. Sponsored  by  Representatives  Steve  Largent  (R-Okla.) 
and  Bill  Paxon  (R— N.Y.),  the  Tax  Code  Termination  Act 
will  scrap  the  entire  federal  income  tax  code  (except  for 
Medicare  and  Social  Security)  Dec.  31,  2002.  Imagine, 
nearly  the  entire  tax  code  and  its  attendant  regulations  (7.5 
million  words  and  rising)  will  go  into  history's  dumpster. 
The  legislation  will  begin  the  great  debate  on  what  will  re- 
place this  monstrosity — a  flat  tax  or  a  national  sales  tax. 

The  White  House  is  fiercely  resisting  this  legislation, 
calling  it  reckless  and  irresponsible.  As  if  scripted  by  the 
White  House  Press  Office,  liberal  political  pundits  chimed 
in  with  similar  criticisms.  Senate  Democrats  have  vowed 
to  filibuster,  hoping  to  block  a  vote  on  the  bill  and  there  - 
bv  spare  the  President  from  .\n  acutely  embarrassing  veto. 

The  principal  objection  to  the  act  is  that  it  will  create 
uncertainty,  but  the  current  tax  code  is  the  true  source  of 
uncertainty.  No  one  knows  what's  in  it.  Last  year  Money 
magazine  sent  tax  data  for  a  hypothetical,  two-income  family 


IT  HAPPEN 

to  45  different  tax  experts.  The  charge:  Fill  out  the  family's 
1040  return.  The  magazine  got  back  45  different  results. 
The  bill  states  that  the  new  tax  code  must: 

■  Apply  a  low  tax  rate  to  all  Americans; 

■  Provide  tax  relief  for  working  Americans; 

■  Protect  the  rights  of  taxpayers  and  reduce  tax  collec- 
tion abuses; 

■  End  pro-growth  bias  against  savings  and  investment; 

■  Expand  economic  growth  and  promote  job  creation; 

■  Stop  penalizing  marriage  and  families. 

Largent  and  his  allies  recognized  a  fundamental  truth  of 
human  nature:  If  you  want  something  done,  put  a  deadline 
on  it.  If  Congress  doesn't  replace  the  code,  then  it  won't 
have  your  money  to  play  with.  That  dread  prospect  will  focus 
their  minds  wonderfully.  Experts  and  "realists"  want  you  to 
believe  the  tax  code  is  like  El  Nino;  you  can  talk  about  it  and 
rail  against  it,  but  you  really  can't  do  anything  about  it. 

Not  so.  Urge  your  Senators  to  support  this  bill.  The 
world's  greatest  democracy  can  get  control  of  one  of  gov- 
ernment's most  basic  tasks,  enacting  and  collecting  taxes. 


White  House 
To  Announce 
Probe  of  IRS 


RE  THIS  HEADLINE 

It's  like  asking  Janet 
Reno  to  investigate  White 
House  campaign  contribu- 
tion irregularities. 


-WAl  1    Sl  HI  I  I    lOLRNAI 


WILL  MANAGED  CARE  IMPERIL  MEDICAL  PROGRESS? 


The  Nemours  Cardiac:  Center  at  the  Alfred  I.  duPont 
Hospital  for  Children  in  Wilmington,  Del.  vividly  demon- 
strates what  dedicated  leadership  in  medicine  can  achieve. 
The  center's  mission  is  state-of-the-art  reconstructive  heart 
surgery  for  babies  and  very  young  children.  There  is  hardly 
a  form  of  congenital  heart  disease  that  its  surgeons  can't 
treat  effectively.  But,  thanks  to  managed  care  and  ever- 
growing government  intrusion,  we  are  creating  an  environ- 
ment increasingly  hostile  to  initially  expensive  innovations. 

The  Nemours  Cardiac  Center's  creator  and  director  is  Dr. 
William  Norwood,  a  trailblazer  in  the  development  of  recon- 
structive heart  surgery.  Norwood  had  always  dreamed  of 
bringing  together  an  extraordinary  team  of  cardiologists, 


anesthesiologists,  surgeons,  nurses  and  technicians  to  inno- 
vatively  tackle  critical  heart  problems  in  newborns  and  young 
children.  At  other  hospitals,  Norwood  had  run  into  the  usual 
roadblocks  and  challenges  that  surface  when  several  areas 
of  health  care  are  competing  for  resources.  He  had  even  set 
up  a  specialized  heart  institute  for  children  in  Switzer- 
land, but  was  increasingly  undermined  by  Swiss  restrictions 
on  hiring  foreign  personnel.  Then  Norwood  received  a 
farsighted  offer  from  the  Nemours  Foundation.  He  was 
asked  to  set  up  a  world-class  center  at  the  duPont  Hospi- 
tal, with  his  group  separate  from  the  rest  of  the  hospital. 
Norwood  is  accustomed  to  going  against  the  conven- 
tional wisdom  when  creating  brilliant,  new  surgical  tech- 
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niques.  For  years  convention  had  it  that  you  shouldn't 
operate  on  babies  with  congenital  heart  problems  until 
they  were  older — unless,  of  course,  the  condition  was 
immediately  life-threatening.  But  Norwood  believes  the 
sooner  you  operate  on  the  baby,  the  better  the  odds  are 
that  the  "heart  muscle  will  work  with  normal  efficiency." 
On  our  visit  to  the  center  with  Pete 
du  Pont,  former  governor  of  Delaware, 
and  Representative  Mike  Castle  (R-Del.), 
we  saw  babies  who  had  successfully  under- 
gone the  most  complicated  kinds  of 
surgery.  The  recuperative  power  of  these 
infants  was  a  wonder  to  behold. 

Norwood  is  acutely  aware  of  the  role 
environment  plays  in  the  patient's  recovery. 
The  center  is  family-oriented,  providing  a 
private  sitting  room  and  bedroom  for  par- 
ents and  patient  to  use  during  the  child's 
hospital  stay.  Treatment  areas  are  conve- 
niently located  on  the  same  floor.  And,  if 
possible,  when  it's  time  for  surgery,  the 
patient's  sibling(s)  take  the  patient  to  the 
operating  room  in  a  large  red  wagon  filled 
with  his  or  her  toys.  Each  family  has  what  is,  in  effect,  a 
concierge.  About  one-third  of  the  center's  patients  are 
from  overseas,  and  the  concierge  handles  everything  from 
travel  logistics  to  translators.  For  Americans,  the  concierge 
also  copes  with  filling  out  and  filing  insurance  claims. 

Because  of  the  way  our  health  care  system  works  today — 
with  emphasis  on  restricting  immediate  costs — this  cardiac 
center,  despite  Norwood's  brilliant  successes,  could  never 


Surgeon  Norwood:  The  sooner 
you  operate,  the  better  the 
chance  for  successful  results. 


happen  without  the  Nemours  Foundation.  Innovations  ini- 
tially can  be  very  expensive — especially  when  involving 
equipment  or  procedures  not  listed  in  an  insurer's  hand- 
book. The  more  commonplace  an  innovation  becomes,  the 
less  expensive  it  is.  But  the  ethos  regarding  a  center  like  this 
would  be:  That's  very  nice,  very  moving,  but  it  costs  too 
much.  Norwood,  however,  believes  that  if 
you  go  for  quality  from  the  outset,  lower 
costs  and  efficiencies  will  follow.  He's  right, 
of  course.  But  our  system  effectively  pre- 
pays the  next  year's  expenses;  hence  the 
growing  emphasis  on  curtailing  immediate 
costs.  Third-party  payers  and  the  govern- 
ment call  the  shots  instead  of  the  patients. 
Missing  from  health  care  is  the  dynamic 
seen  in  the  rest  of  the  economy,  where  the 
consumer  makes  informed  choices.  Med- 
ical savings  accounts  (MSAs)  are  critical  to 
creating  this  dynamic.  They  are  the  medical 
version  of  an  Individual  Retirement  Ac- 
count. With  them,  employees  can  opt  to 
buy  high-deductible,  catastrophic  illness 
policies.  Employers  then  deposit  the  sav- 
ings resulting  in  the  difference  between  those  and  the  more 
usual  type  of  coverage  in  an  account  for  the  person  to  use 
for  routine  medical  expenses.  If,  for  instance,  one  saves  on 
the  price  of  a  prescription,  it  is  money  in  one's  pocket.  That 
puts  the  consumer  back  in  charge  of  health  care  resources. 
Congress  should  remove  the  crippling  caps  it  imposed 
on  MSAs;  otherwise,  there  will  never  be  an  environment 
in  which  pioneers  like  William  Norwood  can  flourish. 


YOU'LL  HANG  ON  EVERY  WORD 


"N"  Is  for  Noose — by  Sue  Grafton  (Henry  Holt  and  Co., 
$25).  As  a  favor  to  her  convalescent  boyfriend,  private 
investigator  Kinsey  Millhone  casually  takes  on  a  seemingly 
oddball  case.  The  widow  of  a  detective  who  had  ^ 
worked  in  a  county  sheriff's  office  wants  to  know 
why  her  husband  had  seemed  so  anxiously  preoc- 
cupied shortly  before  he  died  of  a  heart  attack. 
Our  heroine  concludes  that  there  were  no  soap- 
opera-like  antics  that  might  soon  have  come  to 
light  to  account  for  the  man's  worries.  Nonethe- 
less, Millhone  quickly  finds  herself  the  object  of 
violent  physical  assaults.  Despite  nearly  being 
killed,  she  manages  to  unravel  and  solve  the  case. 

Plenty  of  action.  Unnerving  descriptions  of  how  the  vil- 
lain hangs  his  victims,  not  to  mention  those  of  how  a  pathol- 
ogist goes  about  his  work.  Unlike  the  one-dimensional  por- 


SUE 
GRAFTON 


\  l>  lor  \occ( 


traits  created  by  many  other  mystery  writers  and  novelists 
these  days,  Grafton's  writing  brings  Kinsey  Millhone  to  life. 
Excerpt:  It  was  time  to  hit  the  road  before  our  togetherness 

began  to  chafe.  I  enjoyed  being  with  him,  but  I 

knew  my  limitations.  I  kept  my  farewells  perfunc- 
tory. It  was  my  way  of  minimizing  the  painful 
lump  in  my  throat,  staving  off  the  embarrassing 
boo-hoos  I  thought  were  best  left  unexpressed.  Don't 
ask  me  to  reconcile  the  misery  I  felt  with  the  near- 
ly giddy  sense  of  relief .  Nobody  ever  said  emotions 
made  any  sense. 

Excerpt:  Selma  [said]  verbal  reports  would  be 
perfectly  adequate,  but  I  told  her  I  preferred  the 
written.  Most  people  aren't  trained  to  listen.  Given  the 
complexity  of  our  mental  processes,  the  recipient  tunes  out, 
blocks,  forgets,  or  misinterprets  80%  of  what's  been  said. 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  another  Forbes  eatery  expert,  Tom  Jones. 


•  Parioli  Romanissimo — 24  East  81st  St.  (Tel.:  288- 
2391).  Opulent  setting,  attentive  service  and  superb  food. 
Among  the  best:  creamless  spring  pea  soup;  tagliarelle 
spinach  pasta  with  tomatoes,  olives,  sweet  garlic  and  mar- 
joram; and  Maine  day- boat  lobster.  Consistently  serves 
some  of  New  York's  best  Dover  sole  and  rack  of  lamb. 

The  Lobster  Club— 24  East  80th  St.  (Tel.:  249- 
6500).  Sees  itself  as  a  casual  re  taurant  serving  sophisti- 


cated takes  on  classic  American  food.  It's  too  expensive 
and  haughty  to  be  all  that  casual,  and  the  "sophisticated 
takes"  often  detract  from  classic  American  food.  It  requires 
more  doing  than  it  should  to  eat  reasonably  well  here. 

•  Le  Refuge— 166  East  82nd  St.  (Tel.:  861-4505).  Serv- 
ing well-prepared  versions  of  French  classics.  First-rate 
seared  foie  gras  with  black  truffle;  quail  filled  with  morel 
mousse;  and  rack  of  lamb  with  garlic,  thyme  and  shallots.  ■ 
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When  otMrs  were  spent 

You  were  investing 
When  others  got  promoted 

You  did  the  promoting 
When  others  were  playing  catch-up 

You  were  ahead  of  the  game 

Now 
Has  your  homeowners  insurance 

kept  pace  with  your  lifestyle? 


i 


M 


PRESTIGE9  HOMEOWNERS   INSURANCE.  DESIGNED  FOR  ACHIEVERS. 

For  more  information,  contact  an  independent  insurance  agent  representing  Fireman's  Fund. 

http://www.the-fund.com 


Fireman's 
Fund 


We  are.  And  whether  it's  working  with  technolog^partners,  channel  partners  or  our  customers,  its  a  true  collaboratiol  „i 


Internet  commerce  to  mission-critical  applications  in  t  lance,  communications,  manufacturing  and  beyond.  For  mo 


»  I  which  we  help  innovate,  develop 


iswers,  better  answers,  reach  us  at  www.compaq.com/K       >t  1-800-AT-COMPAQ. 

Better  answers: 


Other  Comments 


Service  With  a  Smile 

In  the  rhetoric  of  customer  service, 
there  is  a  certain  kind  of  mendacious 
politesse  that  is  always  the  harbinger 
of  maltreatment.  At  the  dry  cleaner's 
down  the  street,  [the]  proprietors  are 
forever  coming  up  with  sweetly  failed 
attempts  at  sales  slogans,  such  as  the 
current  example,  carefully  spelled  out 
in  big  felt  letters  on  the  wall:  "We 
imagine  that  we  are  in  your  clothes." 
-Margaret  Talbot,  Neiv  Republic 

The  Best  Medicine 

For  surgeons,  the  evolution  of  med- 
ical savings  accounts  will  allow  the 
practice  of  medicine  to  return  to  what 
Hippocrates  had  in  mind,  that  'now  we 
are  free  to  do  what  is  in  the  best  inter- 
est of  the  patient.'  We  don't  have  to  be 
concerned  about  the  interests  of  third 
parties,  who  now  are  the  purchasers  of 
medical  services  from  doctors,  not  the 
patients.  That  is  the  problem. 
-Lee  Beadling,  Orthopedics  Today 

Stand  Firm 

NATO  should  tell  Slobodan  Milo- 
sevic: Pull  your  brutal  troops  out  [of 
Kosovo]  and  let  refugees  return,  or  else. 
Expect  no  more  flyovers,  pinpricks  or 
off-again-on-again  sanctions.  If  NATO 
is  forced  to  hit,  60  Serbian  SAM  sites 
would  be  the  first  targets,  and  then  out 
go  the  lights  in  Belgrade.  We  should 
warn  Albanian  "liberators":  We're  not 
providing  air  cover  for  secession. 
Support  your  moderates'  negotiations. 
Unless  Milosevic  chooses  war,  make 
your  goal  die  return  of  autonc  >rny. 


If  such  a  deal  calls  for  a  European 
border  patrol  to  reassure  the  Serbs 
about  infiltration,  let  Europeans  man 
it.  America  should  help  with  satellite 
surveillance  and  economic  aid  but  not 
make  another  open-ended  commit- 
ment to  be  the  cop  on  Europe's  beat. 
-William  Safire,  New  York  Times 


No  one  will  be  frozen  out  of  the 
debate  over  a  new  tax  system. 
Average  taxpayers,  corporations, 
accountants  and  lawyers  will  all 
have  their  say.  They'd  just  have 
to  make  a  case  for  any  tax  breaks 
they  might  get.  And  everyone 
would  be  watching. 
-Investor's  Business  Daily 

First  Hand  Experience 

"I  didn't  know  you  could  salvage 
prints  like  that." 

He  shrugged.  "You  sometimes  have 
to  sever  the  fingers  first.  To  rehydrate, 
you  soak  'em  in  a  3%  lye  solution  or  a 
1%  solution  of  Eastman  Kodak  Photo- 
Flo  200.  Anodier  method  is  to  use 
successive  alcohol  solutions,  starting 
at  90%  and  gradually  decreasing." 
-aN"  is  for  Noose,  by  Sue  Grafton 

Trial  and  Error 

Eighty-five  percent  of  trial-lawyer 
contributions  to  federal  campaigns  in 
the  1995-96  election  cycle  went  to 
Democrats.  Ninety  percent  of  Senate 
Democrats  voted  against  an  amend- 
ment to  the  tobacco  bill  to  cap  lawyer 


fees^at  $4,000  an  hour;  90%  voted 
against  a  $l,000-an-hour  cap;  98% 
voted  against  a  $250-an-hour  cap. 
' .  Is  the  Democrats'  trial-lawyer 
bonanza  attributable  to  principles 
attracting  contributions  or  contribu- 
tions dictating  principles?  Are  trial 
lawyers  motivated  by  principle  in  their 
strident  opposition  to  fee  caps  or 
because  so  many  of  them  stand  to 
become  billionaires  from  tobacco  law- 
suit fees  exceeding  $90,000  an  hour? 
-Senator  Mitch  McConnell 
(R-Ky.),  USA  Today 

Mature  View 

I  suspect  society  would  be  a  lot 
healthier  if  more  young  people  fol- 
lowed Macaulay  Culkin  and  Rachel 
Miner's  example  and  decided  to  com- 
mit [to  marriage]  while  love's  ardors 
are  strongest.  The  idea  that  people 
need  to  wait  for  marriage  and  the 
idea  that  every  idiot  needs  a  college 
degree  are  relatively  recent  creations. 
The  result  has  been  a  progressive 
infantilization  of  the  Western  world: 
In  Belgium,  where  I  live,  I  still  quali- 
fy for  "youth"  discounts  at  age  25. 
-Robert  L.  Pollock, 
Wall  Street  Journal 

Labor  Relations 

Richard  Delbridge  of  the  University 
of  Cardiff  Business  School  has  made  a 
study  of  the  realitv  on  the  shopfloor. 
Delbridge  spent  several  weeks  working 
in  two  factories,  one  a  car-parts  maker 
in  South  Wales,  the  other  a  telerision 
assembly  plant  in  die  south  of  England. 

Delbridge  notes  [workers']  chafing 
at  endless  attempts  to  shave  a  fifth  of  a 
second  off  some  task  on  die  line,  and 
their  dislike  of  being  bossed  around. 

Workers  in  the  car-parts  company 
seemed  to  have  kept  more  control  over 
their  life  on  die  line.  But  diat  did  not 
stop  resentments.  A  quality  inspector 
thought  of  as  a  management  lackey 
was  tied  up  and  dumped  in  a  rubbish 
bin.  He  was  rescued  by  a  security  man. 
Rut  one  of  his  colleagues  was  put  into 
a  bin  of  parts  headed  for  Birmingham, 
and  found  only  at  a  gate  inspection. 
-The  Economist  ■■ 
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DO  YOUR  TEETH  MAKE 

YOU  LOOK 
10  YEARS  OLDER? 


LOOKING  OLDER 


OOUNG  YOUNG FR. 


As  you  grow  older,  teeth  darken,  gums  recede, 
bad  breath  becomes  more  apparent,  and  periodontal  disease 

becomes  a  very  real  possibility. 

Rembrandt  introduces  two  revolutionary  anti-aging  products 

that  help  restore  teeth  and  gums  to  a  healthier,  whiter  and  younger  look. 

And  can  even  strengthen  and  protect  teeth  by  remineralization. 


REMBRANDT 

AGE  DEFYING  ADULT 

FORMULA  TOOTHPASTE 

•Helps  prevent  cavities/ 
remineralizes  teeth 

•Helps  prevent  gumline 
erosion 

•Dramaticallv  whitens  teeth 
by  several  shades** 

•Helps  maintain 
healthy  gums 


Call  1-800-548-3663 
to  receive  Dr.  XinYi  Yu's 
brochure  on  aging  teeth. 


REMBRANDT 

AGE  DEFYING  ADULT 

FORMULA  MOUTHWASH 

•Retards  tooth  decay 

•Cleanses  and  sanitizes 
oral  tissue 

Contains  hydrogen  peroxide 
and  sodium  fluoride  to  help 
prevent  cavity  formations 
and  gum  recession 

•Fights  harmful  organisms 
and  bacteria  that  cause 
bad  breath 

•Alcohol-free 


a  "    w  o  7>,'s  ,s  a  simulation  of  the  difference 
So       *^6  defying  can  make  in  the  look 


REMBRANDT 


Call  us  at  1-800-548-3663  for  a  retail  outlet  nearest  you  or  visit  us  at  www.rembrandt.com  available  AT:  arbor  drug  •  brooks  drug  •  CVS  •  discount  drug  mart  •  drug  emporium 

DUANE  READE  •  ECKERD  •  GENOVESE  •  HARMON  •  HILL'S  •  MEflER  •  SAVON/OSCO  DRUG  •  PHARMHOUSE/RX  PLACE  •  SCHNUCKS  •  SHAW'S  •  SHOP  'N  SAVE  •  SNYDER  •  STOP  &  SHOP  •  ULTA  3  •  WALGREENS 


Anyone   can    dream    of   accomplishing    great 


things.   But  turning  dreams  into  reality  takes 


daring  -  a  willingness  to  go  where  no  one  has 


gone  before.  When  Fairchild  acquired  Dornier 


from   Daimler-Benz  in    1996,   industry  experts 


were   astonished   we   had 


the  courage  to  take  on  the 


THE  PROOF  IS  IN  DOING  IT. 


challenge.  Given  Dornier's  high  cost  structure, 


they  thought  no  one  could  turn  things  around. 


But  we  did.  Cutting  $100  million  in  unnecessary 


overhead.  Restructuring  the  management  team. 


The  result?  As  of  today,  we  have  sales  totalling 


nearly  half  a  billion  dollars.  Profits  exceeding 


$60  million.  And  a  very  healthy  balance  sheet. 


Any  questions?  Call  1-888-328-jET$. 


Fairchild  Aerospace  is  a  leading  manufacturer  of  jet 


and  turboprop  aircraft  for  the  commercial  aviation, 


corporate  and  government  markets,  and  provides 


a  wide  range  of  services  for  the  aviation  industry. 
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Apollo  17  Astronaut  Eugene  Cerndn  driving  Lunar  Rover.     «>1998  Fairchild  Aerospace 


THERE'S  A  VERY  GOOD  REASON  EUROPEAN  MONITORS 
ARE  ENGINEERED  TO  A  HIGHER  STANDARD. 


IT'S  THE  LAW. 


Granted,  it's  not  easy  to  build  monitors  for  the  world's  strictest  quality  standards.  Or  to  pass 
the  rigorous  tests  demanded  by  ISO-9241-3,  TCO  and  NUTEK.  But  as  a  result,  our  monitors  come 
with  pinpoint  clarity  and  faster  refresh  rates,  for  reduced  eyestrain.  Remarkably  low  emissions.  And  an 
unsurpassed  level  of  reliability. 

While  in  some  turners  of  the  world  all  this  might  be  considered  a  luxury,  in  Europe  it's  just 
the  way  things  are  done.  And  it's  your  assurance  that  with  Nokia,  you'll  always  see  a  world  of  difference. 

For  more  information  on  our  full  line  of  15"  to  21"  monitors,  please  call  1-800-BY-NOKLA,  or 
visit  us  at  www.nokia     im  amei 


NOKIA 

Connecting  People 


PutumJ  al*>u  a  •  Nokia  21*  hi  industry's  hr\t  ttllcHl  monitoi  with  1800x1  140  rcsrahinon,  up  tu  KOH;  trlrrsh  rait- and  22mm  horizontal  doe  pitch 
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Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


KOSOVO:  WILL  MILOSEVIC  BE  ALLOWED  TO  WIN  AGAIN? 


Every  day  it  becomes  clearer  that  our  response  to  Ser- 
bian atrocities  in  Kosovo  is  a  repetition  of  the  pattern  of 
weakness  and  appeasement  we  followed  in  Bosnia. 

■  Serbia  is  once  again  practicing  brutal  aggression 
toward  a  people  whose  simple  goals  are  freedom  and 
independence. 

■  We  have  tried  for  months  to  look  the  other  way,  using 
the  excuse  that  these  internal  conflicts  reflect  long- 
standing hatreds,  etc.  Thus,  we  have  let  Serbia  know 
that  we  will  not  do  anything  effective  to  deter  further 
violence. 

■  We  joined  with  other  like-minded  countries  to  refer  the 
whole  troublesome  issue  to  the  United  Nations.  Serbia, 
however,  is  a  longtime  client  of  Russia's.  Russia,  being  a 
member  of  the  Security  Council,  can  veto  any  action  the 
U.N.  might  decide  to  take.  Thus,  the  U.N.  is  unable  to 
do  much  and  has  merely  adopted  a  few  harmless  resolu- 
tions. Serbia  has  continued  down  its  path. 

■  We  then  called  on  NATO.  The  "ethnic  cleansing"  of 
Albanians — the  majority  population  in  Kosovo — has  con- 
tinued. NATO,  after  the  now-requisite  discussion  with 
Russia,  decided  to  put  on  a  show  of  air  power  to  remind 
Serbia  what  could  happen  if  it  persisted.  The  flyby  of  83 
NATO  aircraft,  28  of  them  American,  proved  that  we  can 
fly  from  Aviano,  Italy  to  Albania  and  Macedonia  and 
back,  but  little  else.  The  planes  weren't  even  allowed  to 
drop  leaflets,  because  that  would  not  have  been  neutral. 

'  It  will  take  much  more  than  that  sort  of  demonstration  to 
deter  the  likes  of  Slobodan  Milosevic.  The  New  York 
Times,  however,  called  the  mission  a  "timely  and  reason- 
able response  to  the  growing  military  violence  being 
orchestrated  by  Slobodan  Milosevic." 

Collectors  of  useless  threats  can  add  this  gem  to  their 
stockpiles:  Robin  Cook,  the  United  Kingdom's  foreign 
secretary,  said,  "President  Milosevic  will  be  making  a 
grave  mistake  if  he  imagines  the  international  communi- 
ty will  be  as  slow  to  respond  in  Kosovo  as  it  was  in 
Bosnia."  Really?  Meanwhile,  Russian  President  Boris 
Yeltsin  has  met  with  his  old  friend  Milosevic  and  claims 
Milosevic  has  promised  to  stop  the  violence.  But  Serbia's 
president  knows  the  worst  that  could  happen  is  another 
conference  in  Dayton,  Ohio,  the  results  of  which  would 


probably  be  as  harmless  for  Serbia  as  the  first  conference. 
Another  Deadly  Weave 

We  need  only  look  at  Iraq  to  find  another  example  of 
the  same  pattern.  We  gave  up  the  military  advantage  we 
won  when  the  30-nation  coalition  under  our  leadership 
smashed  Iraqi  forces  in  less  than  100  hours.  But  the  treaty 
we  put  in  place  enabled  Saddam  Hussein  to  break  his 
promises  with  impunity — which  he  has  done. 

Most  recently  we  allowed  Saddam  to  refuse  all  effective 
weapons  inspections  for  more  than  five  months.  As  a  con- 
dition for  resuming  them,  he  demanded  a  new  inspection 
regime.  Even  though  we  had  assembled  a  large  naval  task 
force  to  bring  Saddam  to  heel  (which  grievously  weakened 
us  in  the  Koreas  and  elsewhere),  we  turned  the  problem 
over  to  U.N.  Secretary-General  Kofi  Annan,  who  became 
the  hero  of  the  hour  by  "defusing"  the  crisis. 

How  did  Mr.  Annan  accomplish  this?  He  simply  gave 
Saddam  Hussein  what  he  wanted — nonexpert,  diplomat 
escorts  who,  after  the  five-month  hiatus,  accompanied 
inspectors  and  were  allowed  to  see  some  of  the  by-then- 
altered  sites.  Mr.  Annan  praised  Saddam — reminding  him 
again  not  to  break  his  promises — and  everyone  went 
home,  including  the  U.S.  Naval  task  force. 

The  Way  Things  Now  Stand 

With  examples  like  this  before  him,  what  does  Milose- 
vic have  to  fear?  What  is  next  in  Kosovo?  Probably  a  visit 
by  Mr.  Annan,  who  will: 

■  Report  proudly  that  Milosevic  has  again  promised  to 
stop  the  violence  (but  not  to  pull  out  his  troops  or  to 
cease  his  attempts  to  drive  out  the  ethnic  Albanians); 

■  Praise  Milosevic  as  he  did  Saddam  Hussein; 

■  Advise  any  Albanians  remaining  in  their  homes  to  leave, 
so  as  not  to  be  provocative. 

So  once  again,  brutal  aggression  will  succeed.  Coun- 
tries have  now  seen  that  they  can  break  their  treaty  agree- 
ments with  little  fear  of  repercussion  when  the  United 
States — the  only  country  with  the  potential  leadership 
capability  to  thwart  this  behavior — abdicates  its  responsi- 
bilities. This  pattern  of  drift,  weakness  and  appeasement 
must  end  now  or  there  will  be  more  bloodshed  soon.    Bi 
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A  Spirited  Asset 
in  the  Fortune  Brands  Portfolio 
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Fortune  Brands  is  keeping  shareholders  in  high  spirits  with  great 
distilled  spirits  brands  like  Jim  Beam.  A  market  winner.  The  world's 
#1  Bourbon.  The  recipe  for  our  growth?  Two  parts  great  brands. 
One  part  new  products  that  tap  into  new  trends.  A  twist  of  innovative 
marketing.  And  a  thirst  for  success.  Investors  are  refreshed  by  the 
strength  and  taste  of  Fortune  Brands  ("FO"  on  the  NYSE).  No  wonder 
we're  the  toast  of  Wall  Street.  Fortune  Brands,  Inc.  is  the  perfect  mix: 
great  people  and  a  portfolio  of  premier  consumer  brands  that  also 
includes  Knob  Creek,  Titleist,  Cobra,  FootJoy,  Moen,  Master  Lock, 
Day-Timer,  Swingline  and  Kensington. 


www.fortunebrands.com  or  call  800  310-5960  NYSE.FO 


FORTUNE 
BRANDS 


www.jimbeam.com 


Building  a  Fortune  Around 
the  World. 


Digital  Rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 

publisher@tbrbes.com 


KEEP  UP 

Data  TRAFFIC  ON  THE  INTERNET  continues  to  grow  ten- 
fold every  year  and  takes  a  thousandfold  leap  every  three 
years.  A  House  Commerce  Committee  report  published 
in  March  is  even  more  bullish.  It  notes  a  doubling  of  traf- 
fic every  100  days,  or  about  a  twelvefold  annual  rise.  And 
everyone  is  benefiting,  it  seems.  Even  the  old  circuit- 
switched  telcos,  such  as  AT&T  and  the  regional  Bells,  are 
bumping  up  their  data  traffic — up  to  25%  to  35%  a  year. 

But  that's  a  snail's  pace,  a  death  sentence.  The  digital- 
bandwidth  age  screams  at  us:  Crow  as  fast  as  the  under- 
lying technology  allows,  or  get  run  over. 

The  explosive  growth  of  the  Internet  is  reminiscent  of 
Moore's  I  aw  named  for  Gordon  Moore,  the  physicist, 
entrepreneur  and  now  Intel  billionaire).  Back  in  1965, 
Moore  noted  how  his  first  company,  Fairchild  Semicon- 
ductor, could  double  the  number  of  transistors  crammed 
onto  a  piece  of  silicon  every  18  months.  Moore  sketched  a 
curve  and  sent  it  in  to  Electronics  magazine.  When  the  curve 
was  published,  it  drew  hoots  from  readers.  They  asked 
the  obvious  question:  Say,  Gordy,  when  does  it  run  out? 

Well,  it  hasn't  run  out  yet.  Each  year  it  works  new 
tricks.  It  took  about  ten  years  for  Moore's  Law^  to  deliver 
the  first  personal  computers.  Toyish  and  tinny  they  were. 
"Who  would  want  one  in  his  home?"  sniffed  Ken  Olsen, 
founder  of  Digital  Equipment  Corp.  (DEC),  in  1982. 
DEC  never  committed  to  the  PC]  market,  introducing 
wildly  unsuccessful  models  in  1982  and  again  in  1992. 

Around  the  mid-1980s  the  sniggers  and  hoots  over 
Moore's  Law  stopped.  Panic  and  denial  set  in.  The  PC's 
chief  advocate  at  IBM,  Don  Estridge,  died  in  a  plane 
crash  in  1985.  The  company  replaced  Estridge  with  a 
loyal,  corporate  blue-suit  from  Armonk.  The  new  guy 
surveyed  Intel's  lineup  of  PC  microprocessors  and  saw 
that  they  got  better  and  faster  every  year.  Uh-oh. 

This  guy  was  no  dunce.  He  ran  a  spreadsheet  and 
quickly  figured  out  that  if  IBM  made  PCs  based  on  the 
new  Intel  386  chip,  those  powerful  chips  would  begin 
eating  like  termites  into  IBM's  expensive  mid-range 
computers,  which  were  enjoying  absurdly  fat  margins. 
But  the  new  guy  had  an  idea.  Why  not  throw  a  little  saw- 
dust into  the  gears  of  progress?  Why  not  declare  the 
slower  286  chip  the  endpoint  of  Big  Blue's  PC  line? 

Lousy  idea.  Enter  Compaq  Computer,  then  a  small 


OR  DIE 

Texas  maker  of  sewing-machine-size  portable  comput- 
ers. Compaq  raced  into  the  void  with  386-based  PCs. 
IBM  hardly  knew  what  hit  it.  Within  months  IBM  joined 
the  pack — but  too  late.  Since  1986,  the  PC  division  at 
IBM  has  been  unable  to  locate  the  sweet  spot  of  consis- 
tent profits,  though  its  computers  remain  among  the 
best.  IBM  is  still  paying  a  mighty  steep  price  for  ignor- 
ing the  stark  truth  of  Moore's  Law. 

Creative  Destruction  at  Warp  Speed 

The  position  of  the  old  telephone  companies  today  is 
much  like  IBM's  and  DEC's  in  the  mid-1980s.  Things 
look  okay  on  the  surface.  Stock  prices  are  close  to  their 
52-week  highs.  Profit  margins  are  not  only  sky-high,  but 
guaranteed  by  regulators.  Growth  is  solidly  double-digit. 
The  only  dark  cloud  is  an  angry  government.  In  the  mid- 
1980s  IBM  had  just  emerged  from  a  13-year-long  anti- 
trust ordeal;  today  the  government  threatens  to  block 
the  merger  of  SBC  Communications  and  Ameritech. 

Moore's  Law  proved  to  be  a  force  that  nearly  flattened 
both  IBM  and  DEC.  IBM's  market  capitalization  hit  a 
high  of  $106  billion  in  1987.  By  late  1992  the  company 
was  out  of  cash;  its  stock  price  had  fallen  77%.  DEC's 
stumble  was  even  worse.  Its  market  cap  fell  from  $26.3 
billion  to  $2.5  billion  during  the  same  period. 

When  the  dust  settled,  Intel  and  Microsoft  stood  over 
the  old  giants.  Microsoft  went  public  in  1986  with  a  mar- 
ket value  of  $525  million;  now  it  is  worth  $255  billion, 
second  only  to  General  Electric.  Intel  was  fighting  off  the 
Japanese  in  1986;  now  it  is  worth  $130  billion.  The 
Federal  Trade  Commission  considers  Intel  a  threat  to  free 
competition,  and,  of  course,  Microsoft's  dustup  with  the 
Department  of  Justice  makes  daily  headlines. 

The  digital-bandwidth  tornado  is  likely  to  remake  the 
landscape  far  more  quickly  and  rudely  than  Moore's  Law 
did.  When  it  clobbers  the  old  telcos — probably  in  about 
five  years — the  results  will  be  devastating.  Now  you  know 
why  AT&T  wants  to  buy  Tele-Communications  Inc. 

What  About  Your  Business? 

Are  you  in  retail,  banking  or  insurance?  Ask  yourself: 
Would  I  win — or  lose — if  suddenly  everyone  on  the 
planet  had  a  cheap,  fast  connection  to  the  Internet?    ■■ 
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If  you're  making  energy  decisions  energy  information  services.  Get  your        should  be  doing,  too.  In  fact,  we're  addin; 

without  detailed  usage  information,  you're  energy  usage  profiles,  24  hours  a  day.         ^^      nearly  100,000  meters  a  month  to  th< 

probably  paying  too  much.  That's  why  you  need  And  use  this  information  to  run  ^^^~  over  one  million  meters  ahead; 

CellNet's  online  meter  reading  technology.  your  business  more  efficiently     data    systems     online    across    the    country 


Because  now  is  not  the  time  to  be 
wasting  energy  playing  games. 
Once  we  connect  your  meter(s) 
to  our  network,  you'll  have  online 
access  to  a  world  of  invaluable 


myEnergy1nfo.com    w— - 


I 

I 


ilme  access  to  your 

i  profile— 24  hours  o  day. 


and    cost    effectively.  So  before  you  jump  to  conclusion: 

It's    exactly   what  about  your  energy  needs,  visit  our  website 

more  and  more  forward-  www.myEnergyInfo.com,  for  a  free  demo 

thinking  businesses  are  Or  call  us.  And  get  the  information  yoi 

doing.  And  what  you  need  to  be  a  smarter  energy  buyer. 


ellnetCOm       125  SHOR6WAY  ROAD     SAN  CARLOS    CA    94070 
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"frlill'M^-    eyeball 

"to  see  a  world  in  a  grain  of  sand.. ."/Edited  by  Joshua  Levine 

Take  a  double  espresso  and  call  me  in  the  morning 


BY  SCOn  MCCORMACK 


'Tatients 
kept  saying, 
1  would  kiU 
for  a  cup  of 
coffee.'  So  we 
finally 
decided  to 
listen." 


Cut  down  your  caffeine  intake  if  you 
want,  switch  to  decaf  if  you  must,  but  at 
the  Mayo  Clinic  they  pump  their  Java  full- 
strength.  Right  into  the  arms  of  patients 
about  to  undergo  surgery. 

This  retro  remedy  is  the  surprising 
result  of  recent  studies  performed  at  the 
famed  Rochester,  Minn,  hospital.  A  gen- 
erous spritz  of  intravenous  caffeine 
makes  patients  significantly  less  likely  to 
suffer  from  a  pounding  headache  once 
the  general  anesthetic  wears  off  in  the 
recovery  room — a  common  postopera- 
tive occurrence.  The  dosage:  about  200 
milligrams,  or  the  equivalent  of  two  cups 
of  coffee . 

"Patients  kept  saying,  'I  would  kill  for  a 
cup  of  coffee.'  So  we  finally  decided  to 
listen,"  explains  Dr.  Joseph  Weber,  an 
anesthesiologist  who  initiated  the  studies. 
The  docs  always  said  no  because  patients 
are  required  to  keep  their  stomachs  empty 
by  avoiding  food  or  drink  for  at  least  12 
hours  before  surgery.  The  injections  solved 
that  problem. 

Still,  the  new  high-test  treatment  at  the 
Mayo  clinic  hasn't  stopped  many  patients  from 
sneaking  a  cup  of  the  real  thing  before  they  go 
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under  the  knife — despite  doctors'  orders. 
"Intravenous  caffeine  just  isn't  very  appealing," 
notes  Weber  drily.  "It  doesn't  have  the  sensu- 
ous appeal  of  a  big  steamy  cappuccino." 


Terminal  terminals 
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Deac  Manross 
was  working 
in  computer 
sales  when 
he  identified 
an  unfilled 
market 
niche. 


Personal  computers 
have  become  so  com- 
mon that  it  sometimes 
appears  that  the  only 
people  who  don't  have 
them  are  dead.  They 
do  now. 

Deac  Manross, 

founder  of  Lebanon, 
Ohio-based  Leif  Tech- 
nologies, has  built  a 
very  personal  computer 
specifically  for  cyber- 
stiffs.  He  sells  comput- 
erized grave  markers  for 
around  $5,000  that 
function  as  interactive 

burial  sites.  The  tombstone  includes  a  built-in 
computer  with  a  5-inch-by-4-inch  screen  that 
can  hold  up  to  85  pages  of  data,  including  pho- 
tographs, poems  and  stories.  An  updated  ver- 
sion of  the  ancient  Egyptian  practice  of 
entombing  a  mummy  with  its  favorite  artifacts. 

Silly?  Not  at  all.  It's  an  example  of  how  tech- 
nology will  enable  future  generations  to  get  in 


touch  with  the  past.  No 
longer  will  a  tombstone 
be  limited  to  a  name 
and  a  few  dates. 

Manross  was  work- 
ing in  sales  for  Apple 
and  Next  computer 
companies  when  he 
identified  this  unfilled 
market  niche.  At  the 
time,  his  sister  was 
researching  their  fam- 
ily's genealogy,  and 
everything  suddenly  fell 
into  place:  Combine  a 
biographical  computer 
and  a  tombstone  and 
make  big  bucks. 

His  products  have  built  a  following  since  he 
and  his  three  employees  started  cranking  them 
out  last  year.  Leif  has  orders  for  nearly  1,000 
pieces,  including  a  traditional  upright,  a  flush- 
mount  plaque  and  even  a  computerized  urn. 
Forbes  estimates  revenues  to  date  are  more 
than  $4  million.  BB 
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Billionaire  envy 

By  Katarzyna  Moreno  and  Scott  McCormack 


With  the  appearance  last  issue  of  our  annual  report 
on  the  world's  richest  people,  we  asked  readers  of  the 
Digital  Tool  to  name  their  favorite  billionaires. 

Bill  Gates  (47%) 

Thanks  to  him,  there  is  something  close  to  a  universal 
navigation  protocol  that  most  computers  share....  He 
shows  you  don't  have  to  inherit  wealth  to  be  the  richest 
man  in  the  world....  He  could  have  crushed  Apple,  but 
instead  put  millions  into  it....  Without  him,  I  wouldn't 
own  a  business. 
Warren  Buffett  (15%) 

He  exercises  patience  in  watching  companies  he's  inter- 
ested in.  His  approach  to  investing  has  stood  the  test  of 
time....  He  still  drives  himself  in  an  old  beat-up  car,  last 
I  heard....  He  turns  paper  into  gold. 

i  Ted  Turner  (7%) 

He  started  a  company  (cnn)  with  an  idea  considered 
outrageous  at  the  time....  He  does  what  he  wants.  He 
spread  his  business  into  land  and  baseball  teams — which 
is  fun. 

I  Michael  Dell  (4%) 

He  developed  an  innovative  approach  to  selling  com- 
puters, and  revolutionized  the  PC  market. 


How  would  you  become  a  billionaire? 

Q  Wall  Street  investing  (24%) 

^^  Computers/Internet  (23%) 

W  Real  estate  (11%) 

^^  Venture  capital  (3%) 


Or 


Honorable  mentions 

My  fortune  would  be  from  writing  a  new  kind  of 
operating  system  to  recycle  outdated  computers.  An 
OS  powerful  enough  to  run  today's  software  on  old 
PCs  would  force  Microsoft  and  Intel  into 
bankruptcy.  -Daniel  Solcher 

I  would  start  a  small  computer  research 
firm  that  develops  a  surgical  implant  for 
the  human  brain.  Waves  of  enthusiasts 
would  get  implants,  followed  by  major 
corporations  and  the  nation's  police  and 
fire-fighting  forces.  They'd  opt  for  Wireless 
BrainPlugs  rather  than  pagers,  due  to  higher 
reliability.  -Mark  Friedgan 


Next  on  pulse  at  www.forbes.com/pulse:  Who  are  your  Internet  heroes?  (See  cover  story,  p.  106.) 


THE  FORBES  INDEX 
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Another  sign  of  an  impending 
economic  slowdown:  In  the 
first  quarter,  U.S.  companies 
added  a  record  $106  billion 
to  their  inventories  of  all 
goods.  John  Ryding,  senior 
economist  at  Bear,  Stearns, 
thinks  that  this  inventory 
buildup  will  slow  economic 
growth  later  this  year.  After 
a  5.4%  real  gross  domestic 
product  increase  for  the 
first  three  months  of  1998, 
Ryding  forecasts  a  meager 
1.5%  rise  for  the  second  and 
third  quarters. 


Closeup  on  the  Forbes  Index 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers'  inventories, 
total  industrial  production,  new  housing 
starts,  personal  income,  new  claims  for 
unemployment  compensation,  total  retail 
sales,  total  consumer  installment  credit. 
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j      Now  There  s  A  Faster  Way  To  Turn  Business  Into 
Pleasure  At  Over  400  Hiltons  Worldwide. 

Earn  Double  Miles  With  The  American  Express  Card. 

Members  of  Hilton  HHonors ,  our  award-winning  guest  reward  program,  can  earn  both  points  and  miles  with  every 
business-rate  stay.  And  now  you  can  get  twice  as  many  miles  just  by  charging  your  Double  Dip"  stays*  with  an 
American  Express  Card.  You  can  earn  double  miles  with  any  one  of  15  participating  airline  program  partners.  Before  you 
know  it,  you'll  be  trading  your  calculator  for  a  bottle  of  tanning  lotion.  But  hurry,  this  offer  won't  be  around  for  long.  For 
hotel  reservations  at  any  of  over  400  Hiltons  worldwide,  call  your  professional  travel  agent.  You  can 

AMERICAN  | 
■  Bj^BESS 

also  make  reservations  and  enroll  in  HHonors  online  at  www.hilton.com  or  by  calling  1-800-HILTONS.       I        I  Cards 


Hilton 


*To  Double  Dip,  you  must  be  an  HHonors  member  and  request  HHonors  points  and  airline  miles  at  check-in  for  your  business-rate  stays. 
Visit  hilton.com  for  a  list  of  participating  airlines  or  call  1-800-552-0852  and  select  the  FaxBack  option.  Offer  valid  for  qualifying  stays  from 
7/4/98  to  9/7/98.  Valid  only  on  Double  Dip  stays  charged  with  an  American  Express  Card.  If  you're  not  already  a  Cardmember,  call 
1  -800-THE-CARD  or  visit  www.americanexpress.com  to  apply.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors 
membership  materials  and  airline  program  membership  materials  for  rate  and  other  restrictions.  HHonors  membership,  earning  and  redemption 
of  points  are  subject  to  HHonors  Terms  and  Conditions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1998  Hilton  Hotels. 
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With  AT&T's  vast  assets,  Michael  Armstrong 
can  easily  acquire  companies.  Now  comes 
the  hard  part:  holding  on  to  the  talent. 

Brain  drain 


By  Scott  Woolley 

In  1968  John  Malone  quit  at&t 
and  soon  joined  a  small  company 
based  on  a  fledgling  technology: 
cable  television.  Thirty  years  later 
AT&T  brought  him  back,  buying  his 
company  for  a  staggering  $48  billion. 

AT&T  is  no  longer  the  regulated 
monopoly  that  it  was  30  years  ago, 
but  it  has  a  similar  dilemma:  a  massive 
pile  of  assets  and  an  institutional 
reluctance  to  threaten  those  assets 
with  new  technologies. 

The  talent  exodus  exemplified  by 
John  Malone  continues.  Nine  senior 
executives  have  recently  jumped  ship 
(see  table).  The  talent  is  just  as  restless 
a  few  levels  down:  15,300  of  the 
company's  62,000  middle  managers 
took  early  retirement  last  month,  50% 
more  than  the  buyout  plan  was 
designed  to  attract.  C.  Michael  Arm- 
strong, AT&T's  chief  executive  of 
eight  months,  has  a  big  problem  on 
his  hands. 

"I  left  because  you  needed  17 
approvals  for  a  decision,"  says  Tom 
Evslin,  who  founded  and  ran  World- 
Net,  AT&T's  1 -million-subscriber 
Internet  access  division.  Now  he  runs 
ITXC  Corp.,  which  sells  newfangled 
Internet  telephone 
calls  to  telecommuni- 
cations companies  at 
wholesale. 

Techies  have  been 
fleeing  AT&T  because 
they  don't  want  to  be 
attached  to  obsoles- 
cent technologies.  In 
a  world  moving  to 
packet  switching, 
AT&T  is  very  depen- 
dent on  old-style  cir- 
cuit-switched net- 
works (see  column, 
p.  208). 


One  such  AT&T  engi- 
neer, David  Isenberg, 
posted  a  devastating  cri- 
tique of  his  then-employ- 
er on  the  Internet  a  year 
ago.  The  pamphlet,  enti- 
tled "The  Rise  of  the 
Stupid  Network,"  chas- 
tised AT&T — and  other 
established  telcos — for 
not  ditching  their  older 
technology.  He  com- 
pared them  to  19th-cen- 
tury sailing  merchants 
who  "responded  to  the 
threat  of  steam  by  invent- 
ing faster  sailing  ships." 

Fed  up  when  the  at&t 
brass  ignored  him,  the 
brainy  Isenberg  left  at&t 
Laboratories  in  January 
and  now  spends  most  of 
his  time  freelancing  for 
startups  besieging  the  old  Ma  Bell 
with  newer  technology. 

As  at&t's  new  boss,  Armstrong 
needs  to  change  this  sluggish  culture. 
But  he  faces  the  same  dilemma:  How 
to  embrace  new  technologies  without 
obsoleting  a  huge  fixed  investment. 


"People  stuck  with  an  existing  system 
always  find  it  harder  to  change,"  says 
Alex  Mandl,  who  abandoned  his  place 
as  heir  apparent  to  former  AT&T  chief 
executive  Robert  Allen  in  order  to  run 
startup  Teligent. 

Talk  to  other  participants  in  the 


So  long, 

Ma  Bell 

A  sampling  of  some  of  the  more  notable  AT&T  defectors. 

Name 

Date  of 
departure 

AT&T  title 

New  position 

Head  of  Dell  Computer's  Asia-Pacific  operations 

John  Legere 

June  1998 

Head  of  $2.6  billion  Solutions  Group 

Dennis  Carey 

May  1998 

Vice  president  for  mergers  and  acquisitions  Chief  financial  officer  of  Home  Depot 

Mark  Baker 

May  1998 

Head  of  international  long  distance 

Chief  executive  of  USA  Global  Link 

Rolla  Huff 

May  1998 

Regional  president  for  AT&T  Wireless 

Chief  financial  officer  of  Frontier  Corp 

David  Isenberg 

January  1998 

Senic  engineer 

Freelance  consultant 

Jeffrey  Weitzen 

January  1998 

Head  of  Business  Markets  unit 

President  of  Gateway 

Tom  Evslin 

October  1997 

Head  of  AT&T  WorldNet 

Founded  ITXC  Corp 

Joseph  Nacchio 

December  1996 

Head  of  domestic  long  distance 

Chief  executive  of  Qwest 

Alex  Mandl 

August  1996 

President  and  chief  operating  officer 

Chief  executive  of  Teligent 

Nac 
dort 
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AT&T  brain  drain  and  you      Ex-AT&Ters  Tom 
get  a  similar  view.  "They're      Evslin  and  David 
captives  of  their  cash  flow      Isenberg 
and      the      old      pricing     Designing  the 
umbrella,"     says     Joseph     new  global 
Nacchio,  who  ran  AT&T     networks  that 
domestic    long    distance     threaten  Ma  Bell 
operations  and  who  now     Wt^^M 
funs  Qwest,  a  long  dis- 
tance company  undercutting  AT&T's 
rates  with  a  newer,  higher-capacity 
fiber  network.  "That's  part  of  the 
reason  why  so  many  of  the  entrepre- 
neurial types  left." 

Armstrong  acquired  TCI  and  Tele- 
port  Inc.  to  bridge  the  so-called  last 
mile  connecting  its  global  network 
to  customers'  homes  and  business- 
es— connections  it  lost  when  the  old 
Ma  Bell  was  broken  up.  AT&T  points 
out  that  much  of  the  talent  that  built 
those  companies  has  stayed  on.  But 
neither  acquisition  addresses  the  fact 


that  the  long-haul  net- 
work itself  is  decrepit. 
Much  of  AT&T's  network 
has  been  around  for  close 
to  a  decade.  That  would 
be  spanking  new  in  a  steel 
mill,  but  it's  not  in  tele- 
com: Qwest's  fiber-optic 
cables  are  all  less  than 
three  years  old. 

Nor  do  these  big  deals  offset  rapid- 
ly falling  prices,  as  competitors  less 
weighed  down  with  fixed  investment 
undercut  AT&T.  Ma  Bell's  customers 
made  8.7%  more  calls  last  year  than  in 
1996,  but  revenues  from  those  calls 
were  flat  at  $46.2  billion.  Earnings, 
more  than  90%  coming  from  long 
distance,  dipped  20%  to  $4.6  billion. 
"Long  distance  will  be  at  5  cents 
per  minute  by  the  end  of  the  year, 
and  that  will  still  be  artificially  high 
compared    to    costs,"    says    Mark 


Bruneau,  head  of  Renaissance  World- 
wide's  telecom  consulting  practice. 
Compare  that  with  the  prices  AT&T 
now  charges,  in  which  typical  con- 
sumer discount  plans  run  10  cents  to 
15  cents  a  minute. 

If  anyone  can  deal  with  this  mess  it 
is  Armstrong.  He  gets  plaudits,  even 
from  competitors  like  Mandl  and 
Nacchio,  for  trying  to  change  the  old 
utility  mind-set.  By  splitting  AT&T 
stock  into  separate  tracking  stocks,  he 
may  free  it  from  its  slavery  to  earn- 
ings-per-share  targets.  The  new  capi- 
tal structure  isolates  a  steady  earnings 
stream  in  one  section  of  the  business; 
the  rest  of  the  company  is  free  to 
make  bigger,  riskier  investments. 

Armstrong  has  the  means  to  buy 
innovative  companies  and  he  is  doing 
so  with  great  boldness.  Now  the 
question  is:  Does  he  have  the  means 
to  keep  the  innovators?  BH 
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Will  Cablevision  go  the  way  of  TCI,  swallowed  by  a  giant 
telecommunications  outfit?  It's  a  tempting— but  elusive— target. 

The  convergence  factor 


By  Subrata  N.  Chakravarty 


In  the  week  following  reports  of 
AT&T's  $48  billion  acquisition  of 
Tele-Communications,  Inc.,  shares 
of  Woodbury,  N.Y.-based  Cablevi- 
sion Systems  Corp.  ran  up  over  50%, 
to  $83.50.  Just  over  a  year  ago  its 
shares  traded  at  $14  (adjusted  for  a 
2-for-l  split). 

The  latest  rise  was  fueled  by  specu- 
lation that  Cablevision  might  be  the 
next  takeover  target.  Cablevision's  71- 
year-old  founder  and  chairman, 
Charles  Dolan,  and  his  son  James 
Dolan,  chief  executive  since  1995, 
have  positioned  Cablevision  for  pre- 
cisely the  kind  of  business  that  AT&T 
Chairman  C.  Michael  Armstrong  is 
trying  to  create  with  his  TCI  acquisi- 
tion. This  means  "convergence" — the 
long-predicted  coming  together  of 
telecommunications,  cable  TV  and  per- 


sonal computers.  If  convergence  is  for 
real,  few  companies  are  in  a  better 
position  to  benefit  than  Cablevision. 

Convergence  works  best  when  cable 
systems  are  concentrated  geographi- 
cally— as  Cablevision  is.  Think  of  it  as 
a  game  of  Monopoly.  In  the  first 
round,  players  buy  every  property  they 
can.  Then  they  swap  properties  to 
achieve  concentration. 

In  cable,  however,  the  swapping 
process  proved  more  difficult.  "There 
was  often  a  'My  baby  is  prettier  than 
your  baby'  attitude,"  says  Goldman 
Sachs'  Barry  Kaplan. 

tci's  new  president,  Leo  Hindery, 
did  a  series  of  swaps  and  deals  with 
Cablevision.  In  June  1997  Cablevision 
purchased  TO  systems  in  the  New 
York  City  area,  with  829,000  cus- 
tomers. In  January  TCI  agreed  to  swap 


systems  around  Hartford,  Conn,  for 
Cablevision  systems  in  Kalamazoo, 
Mich.  In  both  cases  Cablevision  sweet- 
ened the  deal  for  TCI  by  giving  Cable- 
vision  shares;  once  the  Hartford  deal 
closes,  tci  will  own  36%  of  Cablevi- 
sion's stock.  If  its  acquisition  of  TO 
goes  through,  those  shares  would 
belong  to  AT&T. 

Hence  the  speculation  that  Cablevi- 
sion might  be  the  next  target — but 
don't  count  on  it  happening.  Charles 
Dolan,  his  family  and  trusts  control 
over  80%  of  the  votes.  "The  future  of 
the  business  has  never  been  more 
interesting,"  Chuck  Dolan  tells 
Forbes.  "We  like  where  we  are." 

He  should.  With  these  recent 
deals,  Cablevision  has  gone  from 
serving  2.8  million  subscribers  in  19 
states  to  serving  3.4  million  cus- 
tomers in  5  states.  Subscribers  are 
clustered  around  Boston,  Cleveland, 
New  York  City  and,  if  the  second  TO 
deal  is  okayed,  Hartford.  In  the  New 
York  City  area  alone,  Cablevision  has 
2.6  million  subscribers,  despite  being 
shut  out  of  Manhattan  by  Time 
Warner.  With  that  kind  of  concentra- 
tion, it  can  profitably  offer  a  variety 
of  services  over  the  same  wires. 

The  Dolans  made  some  other 
important  deals.  Example:  At  Home  is 
a  high-speed  Internet  service  that  runs 
on  cable  systems,  at  speeds  up  to  100 
times  as  fast  as  the  fastest  telephone 
modem  available.  Last  October  At 
Home  gave  Cablevision  a  warrant  to 
buy  11  million  shares  of  its  stock  at 
the  founding  partners'  price  of  50 
cents  a  share.  The  stock  was  recently 
trading  at  around  $52. 

Why  did  At  Home's  founding  part- 
ners— TO,  Cox  Communications  and 
Comcast — offer  Cablevision  such  a 
sweet  deal?  For  access  to  the  rich  New 
York  metropolitan  area. 

Cablevision  has  already  begun 
moving  toward  convergence.  It  has 
been  offering  commercial  telephone 
service  on  Long  Island  for  four  years 
to  1,000  companies.  "We've  certainly 
demonstrated  that  we  can  do  tele- 
phone," the  elder  Dolan  says.  More 
recently  it  began  offering  telephone 
service  to  business  customers  in  Con- 
necticut and  residential  service  on 
Long  Island.  Dolan  says  it  has  3,300 
cable  modem  subscribers. 

In  June  1997  Cablevision  sold  40% 
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of  its  regional  sports  channels  in  New 
York,  Chicago,  San  Francisco,  Ohio 
and  New  England  to  Fox/Liberty,  a 
joint  venture  of  Fox  and  TCI.  The  deal 
included  40%  of  MSG  LP,  which  owns 
the  Knicks  and  Rangers  teams.  Cable  - 
vision  got  50%  of  Fox  Sports  Net  and 
S850  million  in  cash. 

With  that  cash  and  with  the  tci  deals, 
Cablevision  is  finally  in  a  comfortable 
financial  position.  In  1996,  according  to 
Goldman  Sachs'  Bam'  Kaplan,  its  debt- 
to-cash-tlow  ratio  was  10-to-l;  tins  year 
he  estimates  it  will  be  closer  to  6.5-to- 1 . 
That's  still  the  highest  among  the 
majors,  but  more  respectable.  Jim  Dolan 
explains  that  this  was  achieved  by  issu- 
ing stock  to  TCI  for  those  acquisitions. 
"We  bought  cash  How  with  equity 
rather  than  with  debt,"  he  says. 

Cablevision's  improved  financial  pic- 
ture has  lowered  the  cost  of  its  debt  to 
below  8%,  says  the  company's  chief 
financial  officer,  William  J.  Bell,  allow- 
ing James  Dolan  to  invest  in  upgrad- 
ing the  systems  for  two-way  interactiv- 
ity and  video  on  demand. 


All  cable  stocks  have  risen  lately,  but 
Cablevision  shares  have  quintupled. 


Cablevision  is  also  investing  in  high 
definition  TV.  This  fall  it  will  broadcast 
Knicks  and  Rangers  games  in  HDTV. 
Late  last  year  it  acquired  a  25-year 
lease  on  Radio  City  Music  Hall,  which 
it  will  restore  and  renovate.  When  that 
is  complete,  Radio  City,  too,  will  be 


capable  of  hdtv  production.  "Once 
consumers  see  HDTV,  they're  going  to 
want  it,  especially  in  sports  and 
movies,"  says  Charles  Dolan  confi- 
dently. "Our  job  is  to  get  the  picture 
where  consumers  can  see  it,  and  every- 
thing else  will  follow." 

This  also  explains  why  Cablevision 
bought  40  stores  of  the  bankrupt 
Nobody  Beats  the  Wiz  electronics 
chain.  The  Dolans  will  use  the  stores 
to  demonstrate  products  like  hdtv 
sets,  telephone  services,  cable  modems 
and  digital  set-top  boxes  configured 
for  video  on  demand. 

Yes,  Cablevision  would  be  a  juicy 
takeover  target.  But  it  seems  quite  clear 
that  James  Dolan,  at  just  43,  wants  to  be 
a  major  player  in  the  convergence  revo- 
lution. Even  if  Cablevision  were  for  sale, 
it  would  be  at  a  forbiddingly  high  price. 
Asked  why  Cablevision  didn't  sell  more 
stock  to  reduce  debt,  Bell  replies:  "The 
company  might  be  worth  $  1 50  a  share, 
so  we  would  still  be  very  reluctant  to 
issue  equity."  At  $150  a  share  Cablevi- 
sion would  be  worth  $12.2  billion.  M 
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Ken  Walker  hopes  to  get  rich 
off  the  year  2000  problem— 
but  not  by  fixing  computers. 

Hype-y 
New  Year 

By  Ben  Pappas 

The  idea  eirst  came  to  architect  and 
retail  designer  Ken  Walker,  58,  four 
years  ago,  after  he  read  about  the  year 
2000  problem.  To  better  visualize  the 
sequence  that  is  the  bane  of  every 
computer  programmer,  Walker  scrib- 
bled down  the  numbers  01-01-00  and 
thought,  "Hey,  that  looks  cool." 

Walker  designed  retail  space  for  a 
living.  He  then  spent  the  next  three 
years  and  $500,000  of  his  own  money 
to  secure  domestic  and  international 
trademarks  for  the  series  01-01-00  in 
14  product  categories.  He  envisioned 
emblazoning  the  date  on  everything 
from  athletic  wear  to  wrapping  paper. 


Last  year  he  whipped  up  a 
few  hats  bearing  his  logo  and 
hit  the  road  to  test  the  market. 
When  he  met  an  aspiring 
model  who  worked  at  a  hip 
Manhattan  gin  joint  he  asked 
her  to  wear  one.  Soon  people 
were  asking  to  buy  the  hat. 
"Of  course,  I  don't  know  if 
the  offer  was  because  of  her  or 
the  hat,"  Walker  conceded, 
but  he  decided  to  plow  ahead. 

This  August  more  than  40 
licensees,  including  Nicole 
Miller  and  Salvatore  Ferra- 
gamo,  will  roll  out  merchan- 
dise covered  in  his  catchy  code.  ■■■ 
In  the  18  months  to  follow, 
Bloomingdale's,  JC  Penney  and  Kohl's 
will  devote  exclusive  retail  space  to  0 1  - 
01-00  merchandise:  apparel,  sheets  and 
towels,  snow  globes,  fragrances  and 
beanie-babyesque  Millanimals. 

Walker's  group  will  get  an  upfront 
fee  and  7%  to  12%  of  wholesale  sales. 
Because  his  logo  needs  no  translation, 
Walker  predicts  40%  of  sales  could  take 
place  overseas.  Will  the  date  make 
Walker  rich?  Competing  retail  concepts 
for  a  Hype-y  New  Year  are  popping  up 


Ken  Walker  and  his  01-01-00  caps 

Will  consumers  say  hats  off— or  put  a  lid  on  it? 


like  champagne  corks,  from  the 
banal — Year  2000 — to  the  cryptic — 
Y2K — to  the  comic — Warner  Bros.' 
Mil-Looney-um.  Walker  claims  not  to 
be  worried  about  the  competition. 
"These  are  just  cap  and  T  shirt  deals." 
Will  Walker  recoup  his  investment? 
Who  knows?  Licensees  for  the  World 
Cup  or  the  Olympics  can  rack  up  sales 
of  $1  billion  and  more.  For  unique- 
ness, they've  got  nothing  on  the 
millennium.  IB 
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Gentlemen, 

My  DBS*  u  Gary  Michael  Rom,  Cpt  PA,  Regular  Ann?.  Retired 


1  vould  Idee  to  begin  by  saying,  that  by  trie  time  ve  hit  the  Heada,tarters  area,  1  vu 
conMntraJing  on  lie  my  ta*k  of  earing  for  and  defending  the  vc-undsd,  I  btiiew  bay&nd  a 
thodov  91  a  doubt,  that  the  gas  dropped  on  ur  vai  CS  for  tht  following  ration 


Alao,  d  unng  training  exercuw  in  Viet  Nam,  Otanava,  Panama,  Port  Sill,  Port  Gordon, 
Germany,  etc  I  nova  bumped  into  CS  vith  and  vithoot  a  mask  CS  is  like  ttunk  Ha  rmellj  and 
faals  like  nothing  etaa  in  the  vocld 

Secondly,  our  Montagnards  vera  equipped  viih  a  proiecltvi  mack  (hat  vac  only  good  agauan  CS 
or  CN  (not  control  types  gaeee)  They  van  tight  green  m  color  vith  internal  Alain  If  ve  bad 
been  tut  vith  GB  moct  if  not  all  of  the  MonUgnardj  remaining  on  September  14  vould  bra  been 
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Without  the  Internet,  Time  Warner's  CNN  might  have 
gotten  away  with  its  egregiously  false  branding 
of  American  soldiers  as  war  criminals. 

Humbled 

by  the  Internet 


By  Brigid  McMenamin 

Good  news:  The  Internet  is  empow- 
ering the  American  people  to  stand 
up  to  powerful  media  entities. 

On  June  7  Time  Warner's  CNN 
broadcast  allegations  that  Green 
Berets  had  deliberately  nerve-gassed 
turncoats  in  Laos  in  1970.  It  was 
quickly  obvious  that  the  broadcast 
about  Operation  Tailwind  and  a 
Time  magazine  story  that  followed 
rested  on  twisted  facts  and  question- 
able testimony. 

Time  Warner  may  have  expected 
the  resulting  anger  to  subside. 
Despite  an  outraged  call  from  Gulf 
war  hero  Colin  Powell  within  a  week, 
of  the  broadcast,  CNN  did  not  retract. 

Fighting  mad,  Vietnam  vets  mobi- 

\    on    the    Internet — the    only 

im   easily   available   to   them. 

out  the  Internet  it  would  have 

months  to  dig  up  the  facts — and 


by  then  few  would  have  much  cared. 

"It  allowed  me  to  do  in  three  days 
what  [cnn  producer]  April  Oliver  did 
in  eight  months,"  says  Air  Force 
Major  General  (retired)  Perry  Smith, 
CNN's  military  consultant  who  quit  in 
protest  over  the  show,  then  helped 
trash  it. 

Smith  says  the  night  the  show  aired 
he  dashed  off  a  list  of  questions  about 
what  really  happened  in  Laos.  By 
simply  pressing  a  button,  he  dis- 
patched the  questions  to  over  300  of 
his  best  sources — "mv  E-mail  brain 
trust,"  explains  Smith.  "The  E-mails 
started  flying  in  from  all  over."  One 
was  from  Tom  Marzullo  of  Engle- 
wood,  Colo.,  a  former  Green  Beret, 
who  had  already  sent  out  more  than 
500  E-mails  looking  for  information. 

Another  came  from  Rudi  Gresh- 
.uii,  spokesman  for  the  Special  Forces 


Green  Beret  Gary  Michael  Rose  (center) 
helped  buddies  in  Laos— and  on  the  Internet. 
Saving  lives,  defending  honor. 


Association,  an  alumni  outfit  for 
Green  Berets.  Members  of  the  asso- 
ciation and  others  began  hammering 
CNN  News  Group  Chairman  Thomas 
Johnson  with  angry  E-mails. 

They  also  posted  Smith's  queries 
on  Special  Forces  bulletin  boards  and 
military  Web  sites  like  www.green 
beret.net  and  www.specialopera 
tions.org.  Thus  did  Gresham  find 
Captain  Thomas  Stump,  an  Al  pilot 
who'd  actually  flown  over  Laos  and 
swears  he  did  not  drop  nerve  gas. 

Seeing  the  postings,  another 
former  pilot,  Michael  Sloniker,  came 
forward  with  evidence  that  Tailwind 
was  a  diversion,  not  a  mission  to  kill 
turncoats.  Most  damning  for  CNN  is 
that  some  who  were  dug  up  on  the 
Internet  said  they'd  told  CNN  what 
really  happened,  but  the  producers 
had  chosen  not  to  put  them  on  air. 

One  of  those  interviewed  was  Tail- 
wind  medic  Gary  Michael  Rose,  a 
highly  decorated  soldier.  Rose  told 
CNN  that  nobody  at  Tailwind  showed 
signs  of  nerve  gas  exposure.  His 
interview  wasn't  used.  Rose  posted  a 
statement  saying  just  that  on  the 
Green  Beret  Web  site. 

"I  was  amazed  at  the  speed  at 
which  we  could  find  people  and 
gather  information,"  marvels  John  L. 
Plaster,  of  Iron  River,  Wis.,  a  Viet- 
nam vet  and  unofficial  historian  for 
the  Special  Operations  Association. 

After  checking  the  names  of  his 
sources  against  databases  of  Vietnam 
vets,  Marzullo  called  a  press  confer- 
ence at  Washington's  National  Press 


Forbes  ■  July  27,  1998 


Club  on  June  23.  With  the  fresh 
information  Marzullo  produced,  the 
story  refused  to  die,  and  outrage 
against  Time  and  CNN  continued  to 
grow.  A  Special  Forces  retiree  in 
Hanoi  posted  on  the  Green  Beret 
Web  site  a  Vietnam  press  story  saying 
that  Vietnamese  officials  refused  to 
confirm  that  nerve  gas  was  used  on 
their  troops  in  Laos. 

When  people  say  the  Internet  is 
changing  the  world,  they  are  not  kid- 
ding. Tailwind  was  classified  top 
secret;    it    might    have    taken    the 


bureaucracy  weeks  before  deciding 
whether  or  not  to  release  the  infor- 
mation the  vets  got  on  their  own. 

Time  Warner's  CNN  has  received 
some  media  praise  for  its  forthright 
admission  that  the  story  was  a  phony. 
However,  the  "confession"  did  not 
say  the  story  was  untrue.  It  merely 
said  it  had  been  based  on  insufficient 
information — leaving  the  possible 
presumption  that  with  more  infor- 
mation it  might  yet  prove  to  be  true. 
A  few  underlings  were  sacked — April 
Oliver,  the  show's  left-leaning  pro- 


ducer and  senior  producer  Jack 
Smith.  CNN  Producer  Pamela  Hill 
resigned.  But  so  far,  no  higher  heads 
have  rolled,  nor  has  that  of  Peter 
Arnett,  the  supposedly  crack  news- 
man who  narrated  the  show  and  did 
interviews. 

Time  Warner  may  have  averted  a 
defamation  suit  with  its  apology,  but 
it  hasn't  ended  the  controversy.  Vet- 
erans' groups  are  demanding  Arnett's 
scalp.  "He  flat-assed  lied,"  says  Spe- 
cial Operations  Association  President 
Clyde  Sincere.  Hi 


A  politically  ambitious 
California  businessman  has 
found  a  more  effective  way 
than  running  for  office  to 
make  his  voice  heard. 

Encore 
for  Unz? 

By  Tim  W.  Ferguson 

Ron  Unz's  "English  for  the  Chil- 
dren" measure  won  61%  backing  in 
California's  June  primary  for  curbing 
so-called  bilingual  education  pro- 
grams in  the  state. 

The  campaign  cost  the  software 
multimillionaire  a  year's  effort  and  at 
least  $700,000— more  than  he 
expected,  says  Unz,  but  not  enough 
to  deter  him  from  further  political 
endeavors.  The  ambitious  public 
'  policy  entrepreneur  is  thinking  about 
another  ballot  initiative  in  California, 
maybe  in  2000. 

Unz  brings  a  business-minded 
respect  for  cost-effectiveness  to  poli- 
tics. He  ran  for  governor  in  1994, 
getting  34%  in  a  gop  primary  against 
Pete  Wilson.  But  now  Unz  has  decid- 
ed he  can  get  more  political  leverage 
with  another  initiative  than  by  run- 
ning for  office.  His  means,  after  all, 
are  not  infinite:  His  20-employee 
Wall  Street  Analytics  (it  serves  the 
mortgage -securities  trade)  makes  him 
small  by  Silicon  Valley  wealth  stan- 


dards, so  he  needs  to  get  maximum 
bang  for  his  political  buck.  His  two 
political  forays  each  ended  up  hurting 
for  cash. 

His  next  political  target  is  likely  to 
be  campaign-finance  reform,  Unz 
says.  He'd  seek  to  piece  together 
enough  elements  to  effect  sweeping 
change.  One  element  he  wants  is 
electronic  posting  of  donations. 

"A  few  things  that  happened  in  this 
campaign,  such  as  Jerry  Perenchio 
putting  in  more  than  a  million  dollars 
at  the  last  minute,  made  me  think 
immediate  reporting  is  a  good  thing," 
says  Unz.  Perenchio,  majority  owner 
of  Spanish-language  broadcaster  Uni- 
vision,  has  an  obvious  interest  in  keep- 
ing California  Latinos  ignorant  of 
English.  Perenchio  quietly  financed  a 
futile,  last-minute  advertising  drive  to 
defeat  the  "English  for  the  Children" 


initiative,  Proposition  227. 

Unz  also  mentions  tax-rate  reduc- 
tion and  tort  reform  as  enticing  ideas. 
Both  have  been  defeated  in  bruising, 
expensive  campaigns  in  years  past  by 
interest  groups  that  played  on  class 
divisions  and  fears  of  corporate  greed. 

For  that  matter,  campaign  reform 
has  been  tried  several  different  ways, 
too.  But  that's  the  problem  with  crux 
issues — they're  easier  to  identify  than 
to  win  a  majority  on.  Unz  hit  the 
bull's-eye  with  bilingualism,  which 
was  viscerally  unpopular  but  too  eth- 
nically sensitive  for  politicians  to 
touch.  Heady  as  his  recent  triumph 
was,  Unz  can't  claim  to  have  all  the 
answers  when  it  comes  to  politics. 
Says  the  Harvard  physics  grad,  "You 
learn  in  science  that  most  things  that 
are  new  are  not  true  and  most  things 
that  are  true  are  not  new."  m 
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Goods  are  pouring  out  of 
Asia,  but  little  is  going  in. 
World  shipping  lines  are 
hurting  badly. 

Seasick 

By  Andrew  Tanzer 

As  DIRECTOR  OF  TRADE  and  maritime 
services  for  the  Port  of  Long  Beach, 
Calif.,  Don  Wylie  has  his  finger  on 
the  pulse  of  transpacific  trade.  "All 
the  [container]  ships  are  coming 
in  100%  full,"  he  reported  in  late 
June.  "It's  been  crazy 
since  March."  In  volume 
terms,  imports  from  Asia 
have  surged  20%  this 
year,  in  part  a  conse- 
quence of  the  Asian 
financial  crisis. 

"A  lot  of  goods  are 
not  going  to  move 
because  there  is  not 
enough  ship  capacity," 
says  Thomas  Cowan, 
senior  vice  president  of 
CSX's  Charlotte,  N.C.- 
based  Sea- Land  Service, 
Inc.  As  cheap  Asian 
goods  are  sucked  in  by  a 
booming  U.S.  economy, 
Cowan  expects  merchan- 
dise will  be  piling  up 
soon  on  Asian  docks  and 
in  warehouses.  "I've 
been  in  this  trade  for  26 
years,  and  this  is  the  first 
time  this  has  occurred." 

The  vast  and  swelling 
trade  imbalance  is  not  ^^^M 
restricted  to  U.S. -Asia 
trade.  Shipping  lines  carrying 
Europe-Asia  container  trade,  the 
second  most  important  in  the  world 
after  the  transpacific,  are  also  strained. 
Vessels  arrive  from  Asia  filled,  but 
return  almost  empty  to  the  econom- 
ically devastated  continent. 

Excess  containers  and  other  equip- 
ment pile  up  in  the  U.S.  and  Europe, 
while  container  shortages  in  Asia  are 
so  severe  they  are  reducing  the  abili- 
ty of  Korea,  Thailand  aui  Indonesia 


so 


to  fill  desperately  needed  export 
orders.  Indonesia's  imports  have 
nearly  evaporated;  viable  Indonesian 
manufacturers  have  to  pay  a  steep 
surcharge  to  bring  in  empty  contain- 
ers. "Containers  have  to  balance — it's 
simple  math,"  explains  Cowan.  "But 
they're  not  balancing  back  because 
everyone  has  a  growing  [trade] 
deficit  with  Asia."  He  estimates  that 
it  costs  about  $900  to  move  an 
empty  container  from,  say,  Chicago 
to  Hong  Kong — a  cost  borne  by  the 
carrier. 

Exports  to  Korea  from  U.S.  West 
Coast  ports  plunged  38%,  versus  a 
32%  surge  in  imports.  In  May  half  of 
the  outbound  containers  from  Long 
Beach,  Calif,  left  empty.  "Lines  have 
to  reposition  empty  containers  to 


$1,000-  to  $l,500-per-box  slump  in 
rates  from  1995-97,  when  excess 
capacity  sparked  a  price  war. 

What  they  make  on  moving 
freight  out  of  Asia  the  carriers  are 
losing  on  the  reverse  trip.  Since  the 
Asian  financial  crisis  erupted  in  late 
1997,  freight  rates  to  Asia  have 
crashed  by  up  to  50%  as  shipping 
lines  compete  for  scarce  cargo.  What 
cargo  Asia  does  import  now  tends 
toward  low-value  goods  like  wastepa- 
per,  hay  and  newsprint,  with  corre- 
spondingly cheap  freight  rates. 
Expensive  refrigerated  containers  sit 
idle  because  Asians  can  no  longer 
afford  to  buy  fresh  meat  and  produce 
from  the  U.S. 

The  imbalances  are  starting  to  show 
up  in  earnings  results.  Sea-Land's  first- 


Containership 
"Containers 


berthed  in  Keelung,  Taiwan 

have  to  balance— it's  simple  math." 


Asia,  for  which  they  receive  no  rev- 
enue," explains  Brian  Conrad,  man- 
aging director  of  the  Asia-North 
America  Eastbound  Rate  Agreement, 
winch  sets  fees  on  the  eastbound 
trade.  "In  the  Pacific  trade  almost  all 
the  major  carriers  ire  losing  monev." 
In  May  Conrad  pushed  through  a 
$300-per-container  rate  increase,  yei 
carriers  won't  add  capacity  to  meet 
the  brisk  demand.  Why  not?  That 
10%  price  hike  doesn't  recover  the 


quarter  operating  profits  were  down 
more  than  60%;  p&o  Nedlloyd  Con- 
tainer Line  savs  the  imbalance  from 
Asia  cost  it  $10  million  in  the  quarter. 
Singapore's  Neptune  Orient  Lines, 
Ltd.,  which  last  year  acquired  the 
transpacific  leader,  American  President 
lines,  will  report  a  loss  this  year,  fore- 
casts Paribas  Asia  Equity. 

The  rest  of  the  world  is  now  start- 
ing to  feel  the  pain  of  the  Asian  cur- 
ie nc    collapses.  wm 
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Whatever  the  cost  of  declining  educational  standards, 
low  teachers'  pay  is  not  the  villain. 

Income  gap 

By  Peter  Brimelow 

PROPAGANDISTS  for  the  teachers'1  union  brandish  figures  that  appear  to  show  some  states  are 
cheapskates  when  it  comes  to  paying  teachers.  Of  course  the  raw  figures  don't  account  for 
differentials  in  the  cost  of  living  and  in  average  wages. 

Michael  Antonucci,  director  of  the  Sacramento,  Calif.-based  Education  Intelligence 
Agency  watchdog  service,  recently  had  the  bright  idea  of  comparing  the  National  Education 
Association  figures  with  average  wages  in  each  state.  The  result:  Teachers,  though 
they  work  onlv  part  of  the  year  ( 185  days,  versus  235  for  most  other  workers),  earn  more 
than  the  average  worker  everywhere.  They  tend  to  earn  even  more  in  strong  union 
states,  although  average  worker  salaries  are  higher  there,  too.  Largest  gap:  Pennsylva- 
nia,  largely  dominated   by   a  particularly   nasty   nha  affiliate,   the    Pennsylvania 
State  Education  Association.  Smallest  gap:  Washington,  D.C. 
Teacher  salaries   there   are   among   the   highest 
in   the   U.S.,   but   government   salaries   are 
even  higher.  WM 


Research:  Edwin  S.  Rubenstein, 

research  director, 

Hudson  Institute,  Indianapolis. 
edwinr@hii.hudson.org           ^^^ 
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Chimanlal  Haribhai  is  one  of  a  new  breed 
of  businesspeople  coming  to  the  fore 
in  South  Africa. 

The  spice  king 


By  Pranay  Gupte 


THE  EAST  COAST  of  South  Africa  has 
been  known  for  its  spice  trade  for 
well  over  a  century,  but  it  took 
Durban's  Chimanlal  K.  Haribhai  to 
create  a  major  company  in  the  busi- 
ness. In  many  ways  Haribhai,  a  scrap- 
py man  of  71  and  a  descendant  of 
immigrants  from  India,  is  typical  of  a 
new  breed  of  businesspeople  who  are 
rising  in  the  new  South  Africa. 

Haribhai's  Spice  Emporium, 
occupying  a  full  block  in  downtown 
Durban,  offers  a  dazzling  assortment 


of  condiments,  sweetmeats,  utensils, 
nuts,  fruits,  juices  and  grains.  The 
store  is  always  crowded  because  the 
spices  it  stocks  are  important  in  the 
diets  of  both  the  black  and  Indian 
communities.  But  the  store  is  only 
the  most  visible  part  of  the  Haribhai 
enterprises,  which  grossed  45  mil- 
lion rand,  the  equivalent  of  $7.7  mil- 
lion, last  year — bi  ■  money  in  the  still 
small  South  Aft, can  economy.  He 
also  supplies  >  cs  and  rice  to 
wholesale  a  j  all  over  Africa 


and  in  Europe — and  to  a  small  but 
growing  extent  in  the  U.S. 

His  father,  Khetsi  Haribhai,  ran  a 
small  provisions  store  in  a  predomi- 
nantly Indian  neighborhood  in 
Durban,  the  city  where  Mohandas 
K.  Gandhi  gained  fame  early  in  this 
century  for  launching  his  nonviolent 
protests  against  racial  discrimination. 
At  14,  Chimanlal  had  to  leave  school 
because  his  father  needed  someone 
who  could  read  and  write 
English  to  help  him  sort 
out  bills  and  supervise 
inventories.  During  the 
day  Haribhai  kept  the 
books;  at  night  he  studied 
accounting  and  typing  at 
a  local  technical  school. 
"My  father  had  only  three 
lines — potatoes,  onions 
and  dried  beans,"  Harib- 
hai told  Forbes.  "How 
could  you  grow  a  business 
with  just  three  lines?  I  felt 
we  could  do  better,  so  I 
advised  my  father  to 
expand  his  inventory — 
after  all,  we  Indians  can't 
live  without  spices  for  our 
cooking." 

The  young  Haribhai 
learned  the  business 
under  difficult  conditions 
amidst  South  Africa's 
political  turmoil.  In  1950 
the  newly  independent 
government  of  India — 
whence  Haribhai  import- 
ed his  spices — imposed 
trade  sanctions  against  the 
apartheid  regime  of  South 
Africa.  Haribhai,  barely 
out  of  his  teens,  worked 
out  deals  whereby  suppli- 
ers in  Belgium,  Holland 
and  Turkey  would  import 
Indian  spices  and  reexport  them  to 
South  Africa.  Eventually  Haribhai 
found  out  that  he  could  get  better 
deals  from  spice  suppliers  in  Singa- 
pore and  Sri  Lanka,  and  expanded 
his  sources  to  include  Australia,  Pak- 
istan and  Thailand,  from  which  he 
imported  rice  and  pulses.  Because  he 
was  not  white,  there  were  limits  to 
how  much  his  enterprise  could  grow 
in  the  apartheid  era.  Haribhai  was 
handicapped  in  two  ways:  limited 
access  to  credit  at  home,  and  sanc- 
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south  Africa  from    Parents  don't  want  to  dress  their  kids 

like  kids  anymore.  Bad  news  for  Gymboree. 
Good  news  for  the  Gap. 


tions   against 
abroad. 

In  1994  South  Africa — its  popula- 
tion of  43  million  dominated  by  a 
black  majority — held  its  first  nonra- 
ciallv  based  election,  and  Nelson  R. 
Mandela  became  the  country's  first 
black  president.  Because  many  white 
landlords  in  downtown  Durban  were 
selling  off  property  in  "distress 
sales,"  Haribhai  was  able  to  acquire 
real  estate  at  dirt-cheap  prices, 
enabling  him  to  expand  his  ware- 
house and  processing  facilities. 

At  the  same  time,  new  business 
opportunities  began  flooding  in  with 
the  lifting  of  trade  sanctions  against 
South  Africa.  Thus,  Haribhai  was 
now  able  to  import  almonds  from 
California,  lentils  and  chick  peas 
from  Turkey,  tea  from  Kenya  and 
India,  aniseed  from  Holland, 
cashews  from  Indonesia,  dates  from 
Saudi  Arabia,  coriander  from  Egypt, 
pistachios  and  cumin  from  Iran  and 
pulses  from  Australia.  Remembering 
the  bad  old  days,  Haribhai  says:  "I 
never  thought  that  I  would  see  the 
day  when  I  simply  would  have  to 
turn  away  suppliers!" 

To  assure  succession,  he  recently 
persuaded  his  daughter  Chandrika, 
44,  to  join  the  business,  and  she  and 
her  husband,  Vinod  Harie,  help  run 
the  retail  end  of  the  operation. 
(Haribhai's  four  other  children  are 
physicians.) 

Chandrika  has  plans  to  start  a 
kitchen  to  demonstrate  Indian  cui- 
sine and  to  franchise  the  Spice 
Emporium  across  Africa  and  possibly 
Europe.  Haribhai  himself  is  increas- 
ing his  role  as  a  middleman  in  sup- 
plying rice  and  other  provisions  to 
armed  forces  across  Africa.  The  pop- 
ularity of  Indian  cuisine  all  over  the 
world — especially  in  the  U.S. — has 
meant  the  opening  up  of  dramatic 
new  possibilities  for  Haribhai. 

It  is  a  safe  bet  that  business  will  go 
far  as  African  development  speeds 
up.  "I  owe  my  success  to  a  deep  and 
abiding  belief  in  capitalism,"  Hari- 
bhai says.  "And  that  means,  above 
all,  serving  the  customer  honestly, 
no  matter  what  the  politics  of  the 
times.  If  I've  succeeded,  it's  because 
I've  done  business  the  old-fashioned 
way — I've  always  kept  my  customer 
first."  tm 


Grow  up, 

already 


By  Kelly  Barron 


How  do  you  dress  your  kid? 
Casual  versus  Christmas. 


It  used  to  be  that  the  only 
fashion  faux  pas  a  toddler 
could  commit  was  drooling  on 
his  bib.  But  these  days  people 
spend  a  lot  of  time  and  money 
on  dressing  their  offspring. 

"In"  are  miniaturized  ver- 
sions of  adult  blue  jeans  and 
white,  button-down  oxford 
shirts  peddled  by  GapKids  and 
babyGap.  "Out"  is  the  cutesy 
look  hawked  by  Gymboree, 
the  specialty  retailer  that  pio- 
neered toddler  togs. 

Let's  face  it:  How  people 
clothe  their  kids  tells  a  lot 
about  society,  and  right  now 
they  are  saying  they  want 
the  kids  to  look  like  tiny 
adults.  In  this  context,  Gap, 
one  of  the  hottest  of  the  adult 
rag  merchants,  is  equally  hot 
with  kids. 

Somewhat  left  out  is 
Burlingame,  Calif-based  Gym- 
boree, which  made  its  name 
with  outfits  that  make  kids 
look  like,  well,  little  Christmas 
trees.  Gymboree  has  had  a 
great  run:  Since  going  public 
in  1993  its  sales  have  nearly 
tripled,  to  $373  million  last 
year.  But  profits  are  eroding. 

"They're  too  bright  and 
colorful,  and  not  as  function- 
al as  babyGap,"  alibis  Thomas 
O'Hern,  a  Palos  Verdes 
Estates,  Calif,  resident  who 
says  he  rarely  dresses  his  two 
boys  and  baby  girl — ages  5,  3 
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BANK   &   THRIFT   SPECIALISTS 


Advisors  to 
directors  &  management 


375  Park  Avenue,  New  York,  NY  10152  (212)  754-2000 
Keefe  &  Keefe  International  Inc. 


MAKE  THE  MOST  OF 
YOUR  AFTER-TAX  RETURNS 


Minimize  capital  gains  taxes  with  our  Tax-Efficient  Balanced 
Fund.  Our  100%  no-load  Tax-Efficient  Balanced  Fund  is  a  balanced 
portfolio  of  carefully  managed  stocks  and  tax-free  municipal  bonds. 
It's  designed  to  provide  investors  in  higher  tax  brackets  with 
attractive  after- tax,  long-term  returns  by  keeping  taxable  income 
relatively  low. 
To  help  you  pay  less  in  capital  gains  taxes,  the  fund: 

1)  Attempts  to  balance  stocks'  potential  for  growth  and  volatility 
with  the  stable  income  and  more  moderate  price  fluctuations 
of  tax-free  bonds;  and 

2)  Seeks  to  balance  portfolio  gains  and  losses  and  thus  reduce  net 
capital  gain  and  its  taxes. 

Not  appropriate  for  IRA  accounts.  Minimum  investment  $2,500. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-401-4627 

www.  troweprice.  com 


Invest  With  Confidence 

T.RoweR-ice 


'lit 


Read  the  prospectus  carefully  before  investing.  T.  Rowe  1'nce  Investment  Services,  Inc.,  Distributor. 


and  1  year — in  Gymboree's  whimsi- 
cal, sometimes  clownish  outfits. 

Gap  is  not  the  only  fashion  pur- 
veyor hot  for  the  juvenile  market. 
Ralph  Lauren,  Tommy  Hilfiger  and 
dkny  have  their  own  children's  lines. 
Superhot  retailer  Abercrombie  & 
Fitch  is  rolling  out  its  kids  stores. 

Gymboree  has  tried  to  fight  back 
with  khaki  shorts  and  denim  overalls, 
but  a  visit  to  a  Gymboree  store 


Measuring  tape 


FY  1998jales  ($billions) 
$0.4 


FY  1998earnings  ($millions) 
$35 


Gymboree 
the  Gap 


Source:  Company  reports. 

Gymboree  is  no  match  for  the  Gap  in 
size— or  in  what  shareholders  size  up. 


speaks  volumes  about  the  fading 
appeal  of  its  basic  approach.  At  its 
Santa  Monica  Place  store  (in  Santa 
Monica,  Calif.)  large  signs  announce 
50%  discounts.  Bright  blue  and  green 
cotton  jumpers  for  babies  are  marked 
down  to  $4.99  from  $15.50. 

Meanwhile,  just  up  the  escalator 
at  GapKids,  a  banner  in  the  window 
announces  the  store's  "american 
style"  of  cut-down  adult  fashions. 
Inside  are  pint-size  replicas  of  the 
Gap's  hip  cargo  pants — priced  at 
$29.50 — for  6-year-olds  and  up. 
Denim  shirts  for  babies  sell  for  $18. 

For  the  winners  it's  a  great  busi- 
ness. Operating  margins  for  GapKids 
and  babyGap  are  estimated  to  be 
15%  this  year,  compared  with  13%  at 
Gap,  according  to  analysts.  But  at 
Gymboree  the  corresponding 
number  is  projected  to  be  9.5%. 

Helen  Bulwik,  a  director  of  Ander- 
sen Consulting's  global  retailing 
practice,  calls  GapKids  and  babyGap 
brilliant  because  the  stores  create 
"cradle-to-the-grave"  customers  who 
can  repeatedly  shop  the  Gap  as  they 
age.  That  remains  to  be  seen:  Gar- 
ment retailing  is  a  tough  business. 
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17  consecutive  quarters  of  increased  revenues. 


34  offices  in  10  countries  on  4  continents. 


84%  compounded  annual  growth  in  earnings  over  the  past  3  years. 


A  baby  elephant  doesn't  stay  a  baby  forever. 


For  ten  years,  we've  provided  our  clients  with  a  unique  blend  of  information  technology  solutions  and  strategic 
consulting  services.  We've  also  become  expert  at  anticipating  new  opportunities  and  executing  them  with  our 
leading-edge  methodologies  and  implementation  processes.  Whether  it's  transforming  customer  relationships, 
streamlining  interactions  with  suppliers  and  distributors,  or  simply  helping  employees  work  smarter,  we  have  the 
vision,  expertise,  and  adaptability  to  make  our  clients'  goals  a  reality.  That's  why  we  keep  growing  so  significantly 


Sure,  it's  a  jungle  out  there ...  but  we've  proven,  time  and  again, 
that  we  have  the  foresight  to  stay  at  the  forefront. 


Technology  Solutions  Company  1.800.819.2250  ■  www.techsol.com  ■  NASDAQ:  TSCC 

ENTERPRISE    OPERATIONS    &    NETWORK    COMPUTING    •    ENTERPRISE    CUSTOMER   MANAGEMENT 

Past  performance  is  no  guarantee  of  future  results.  Any  forward-looking  statements,  including  those  referring  to  company  prospects  involve  risks  and  uncertainties.  Actual  results  may  vary  materially 


I;  1 


•  -til? 


Miloslav  Ptacek  never  really  knew  an  entrepreiu  ht 


feh  ives  in  ^hurry  these  days. 
The  pac    of  life  has  quickened  for  Mr.  Ptacek. 
As  the  owner  uf  a  thriving  urban  demolition  and 
renewal  business  n  Prague,  he  hasn't  much  time 
for  anything  but  his  job. 


Which  is  more  than  okay  with  him.  Becai 
now  he  s  making  all  his  decisions  himself.  One  !  tr 
of  which  was  to  acquire  the  Caterpillar  equipm  \. 
he'd  seen  and  admired  at  expositions  but  couldi  ierj 
persuade  the  bureaucracy  to  choose  for  him.  i$|,avf 


1  he  was  40.  Now  he  sees  one  every  time  he  shaves. 


.  i 


■ 

'ame  the  revolution — along  with 


:at 


Ur  who  gave  him  credit — and  he  now  has 
rxcavator  of  his  dreams.  Its  speed  and 
iency  has  cut  costs  to  the  point  where 
ts  have  increased,  which  he  tells  us  he's 


plowed  back  into  the  business. 

Spoken  like  a  true  entrepreneur,  Mr.  Ptacek. 

CATERPILLAR 


Few  young  Americans  shop  where 
their  parents  shopped,  and  that's 
unlikely  to  change. 

But  for  now,  Gap  is  going  strong. 
The  company's  first-quarter  earnings 
rose  61%,  to  $136  million,  on  sales 
that  rose  40%,  to  $1.7  billion,  from  a 
year  ago.  Same-store  sales  rose  17%. 
Sales  at  GapKids  stores  open  for  a  year 
or  more_were  up  between  11%  and 
13%,  according  to  J. P.  Morgan  Securi- 
ties, while  Gymboree's  same-store  sales 
were  flat. 

Parlaying  the  popularity  of  its 
brand,  Gap  locates  GapKids  and 
babyGap  stores  near  its  adult  con- 
cepts. The  company  is  adding  50 
GapKids  and  babyGap  stores  this 
year.  It  currendy  has  587. 

Gymboree  is  responding  with 
breakneck  expansion — though  a 
strategy  review  might  be  more  in 
order.  With  steep  markdowns  cutting 
first-quarter  earnings  by  half,  to  $4.1 
million,  from  a  year  ago,  Gymboree 
Chief  Executive  Officer  Gary  White 
didn't  want  to  talk  to  Forbes  this 
time  around.  But  when  we  spoke  last 
November,  he  enthused:  "We're 
going  to  try  a  lot  of  things.  We're 
going  to  make  ourselves  nervous." 

He  is  also  making  shareholders 
nervous.  A  21 -year  retailing  veteran 
from  Dayton  Hudson  Corp.'s  Target 
and  Mervyn's  units,  he  plans  to  add 
as  many  as  100  Gymboree  stores  to 
the  443  already  in  the  U.S.,  and  as 
many  as  30  in  Canada  and  Europe 
this  year.  He  is  also  funding  the 
development  of  Gymboree  in  Japan 
and  embarking  on  an  entirely  new 
store  aimed  at  children  between  the 
ages  of  6  and  12.  That  "Kid  Cool" 
concept  is  Gymboree's  attempt  to 
broaden  its  customer  base. 

All  this  growth  seems  to  be  taking 
place  amidst  turmoil  in  Gymboree's 
managerial  ranks.  Its  newest  chief 
financial  officer  left  after  a  scant  three 
months  on  the  job.  Her  longtime 
predecessor  bailed  in  January. 

Is  expansion  the  answer?  Or  does 
Gymboree  need  more  emphasis  on  a 
new  approach?  The  figures  suggest 
the  latter:  While  Gymboree's  rev- 
enues, puffed  up  by  store  openings, 
are  expected  to  rise  28%  this  year,  to 
$479  million,  its  earnings  will  be 
down  17%,  to  $29  million  or  $1.22  a 
share,  according  to  J. P.  Morgan.  IM 


Alfred  Mann  is  more  interested  in  tinkering  than  in 
making  money— but  his  tinkering  has  made  him  very  rich 

Kid  (aged  72) 
in  a  candy  store 


• 


By  Gloria  Lau 
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Alfred  Mann  doesn't  stay  up  nights 
thinking  of  ways  to  invest  the  $500 
million  his  inventions  have  brought 
him.  What  interests  this  72 -year-old 
are  the  inventions  themselves,  their 
engineering  and  design.  The 
money's  just  a  by-product.  With  14 
scientific  and  technical  patents  to  his 
credit,  he's  still  at  the  inventing 
game.  "It's  fun,"  he  says — "fun" 
meaning  an  80-to-90-hour  week  at 
three  companies  he  owns  ( out  of  six 
he's  started). 

Mann  came  up  with  a  lower-cost 


"His  idea  of  a  good  vacation 
is  sitting  poolside  in  Hawaii 
with  a  stack  of  papers  and  a 
red  pen,"  says  his  daughter. 


version  of  an  early  insulin  pump  for 
diabetes  sufferers  in  1995  while  on 
his  first  vacation  in  ten  years.  While 
Paris  slept,  he  was  drawing  diagrams 
in  a  frenzy  at  a  table  in  his  hotel 
room.  "His  idea  of  a  good  vacation 
is  sitting  poolside  in  Hawaii  with  a 
stack  of  papers  and  a  red  pen,"  says 
his  daughter,  Carla,  who's  in  busi- 
ness development  at  Advanced  Bion- 
ics, one  of  Mann's  private  companies 
(she's  no  slouch  herself,  with  six 
patents  pending  at  age  29).  "Some- 
times he  complains  of  his  long  hours, 
but  usually  with  a  smirk.  He  loves  it. 
He's  a  kid  in  a  candy  store." 

Many  of  those  hours  are  spent  at 
publicly  traded  MiniMed,  Inc.  of 
Sylmar,  Calif.,  where  he  is  35% 
owner  and  chief  executive  officer. 
MiniMed  controls  80%  of  the  U.S. 
market  (and  20%  of  Europe's)  for 
external  insulin  pumps — beeper-size 
devices  that  infuse  the  missing  stuff 
into  diabetes  patients'  bloodstreams. 

The  son  of  an  immigrant  grocer 
from  England,  Mann  was  trained  in 
physics  at  college  in  Los  Angeles  and 
made  his  early  success  in  aerospace. 
He  was  just  30  when  he  started 
Spectrolab  in  1956,  and  he  turned  it 
into  the  leading  maker  of  solar- 
powered  systems  for  spacecraft. 
Mann  switched  to  medicine  with 
remarkable  results  at  the  age  of  42. 
He  invented  the  first  rechargeable 
pacemaker  for  the  heart,  forming 
Pacesetter  Inc.  Mann  sold  his  inter- 
est in  the  company  in  1985  for  $150 
million  to  Siemens  AG. 

At  MiniMed  he's  working  on  an 
artificial  pancreas  of  sorts — an  insulin 
pump  that  will  be  implanted  under 
the  abdomen  to  send  insulin  into  the 
bloodstream  as  needed  for  people 
afflicted  with  Type  1  diabetes,  whose 
bodies  produce  no  insulin.  To  date, 
those  patients,  as  well  as  many  of  the 
larger  group  suffering  milder  diabet- 

'  MiniMed's  maxi-gifted  Alfred  Mann 
At  home  with  parts  of  diabetes  device. 
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A  DAY  IN  THE  LIFE 

OF  A  FORBES 

RENAISSANCE 

PERSON 

AM 

5:30-Wake  up  call;  hit  the 
exercise  room  for  30. 

6l45-Take  the  scenic  route  to 
your  client's  office;  the  rental 
sedan  needs  a  workout  too. 

7l50-Breakfast  meeting  with 
client's  senior  officers. 

9:00-You  congratulate  yourself 
(again)  for  brokering  a  key  deal. 

9l15-Resist  the  urge  to  dive 
into  your  82  e-mail  messages; 
you've  got  an  11am  flight. 

9l30-Broker  calls  on  your 
mobile  phone  with  hot  tips;  you 
know  more  about  technology 
stocks  than  he  does. 

10:40-You  check  your  mes- 
sages from  the  departure 
lounge.  Great  news:  golf  date  is 
set  with  the  CEO  of  your  newest 
acquisition  target. 

1 1 1I 5— I n  air.  You  review  the 
quarterly  earnings  reports. 

PM 

1 :00-Client  Lunch 

3:00-Meetings  with  sales  staff 
of  your  local  office. 

4l30-Call  boat  crew;  you'll  be 
ready  to  sail  the  Bermuda  race. 

6l30— Still  working,  because 
tomorrow  you've  got  to  leave  early  for 
your  son's  soccer  match. 

8l30-Dinner  at  a  nice  restau- 
rant.  A  glass  of  wine  and  a 
cigar  are  in  order  after  the  meal. 

1 1  lOO-You  have  an  early  flight 
and  a  full  day  at  the  office 
ahead,  so  you  need  your  beauty 
rest. 


A  Renaissance 
Person  wants  a 
hotel  that 
doesn't  just  giv 
lip  service  to 
guest 
satisfaction. 


ive 


At  Renaissance,  we  don't  just  talk  about  personalized  attention,  we  graciously  provide 

it  every  day.  Perhaps  that's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer 
Magazine/J.D.  Power  and  Associates  study"  You  see,  we  believe  catering  to  our 

guests  is  the  essence  of  Renaissance  Hospitality.5"  It  means  if 
you  make  a  request,  it  is  attended  to.  No  matter  what.  And  at  every  Renaissance  hotel 
you'll  enjoy  superb  dining,  comfortable  accommodations 
and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels  &  Resorts  in 
23  countries  worldwide  where  you  can  experience  a  Renaissance.  You'll  find  we  offer 

a  variety  of  services — except,  of  course — lip  service.  Call  1-800- H0TELS-1  or 
your  travel  agent,  or  visit  us  at  r3naissancehotels.com. 

It's  time  for  a  Renaissance.  RENAISSANCE 

HOTELS  AND  RESORTS 

'Upscale  excludes  luxury,  mid-price,  economy  ai  d  fwdqr.  hains.  "Frequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Upscale  Hot-.-l  Chain  Guest  Satisfaction  Study*  Study  conducted  among 
frequent  business  travelers  at  upscale  hotels  and  is  nased  on  8,0o.  Individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the  study.  ©1998  Renaissance  Hotels  International 


ic  problems  with  age,  have  used  the 
external  pump. 

As  it  now  stands,  diabetics  must 
prick  their  fingertips  to  test  their 
blood  at  breakfast,  lunch,  dinner  and 
bedtime.  Between  the  four  checks  a 
day,  patients'  blood  sugar  levels  vary 
widely  and  sometimes  tall  life-threat- 
eningly  low.  The  new  MiniMed 
device,  which  feels  like  a  hockey 
puck,  is  intended  to  include  a  con- 
tinuous glucose  sensor  tor  automat- 
ic dosages.  The  innovation  awaits 
Food  &  Drug  Administration 
approval. 

A  lot  hangs  on  the  decision.  Stud- 
ies by  the  National  Institutes  of 
Health  and  the  American  Diabetes 
Association  show  that  continuous 
treatments  help  diabetics  live  better 
and  longer.  About  840,000  Ameri- 
cans suffer  from  Type  1  diabetes, 
and  the  number  is  expected  to  grow 
by  about  31%  in  the  next  five  years. 
With  $136  billion  spent  annually 
treating  diabetics  in  the  U.S.,  Mann 
believes  his  product  will  save  tens  of 
billions  of  dollars. 

Those  expectations  explain  why 
MiniMed  trades  near  $50,  giving  the 
company  a  market  capitalization  of 
$650  million  and  a  price/earnings 
ratio  of  54. 

As  his  inventions  create  wealth, 
Mann  has  been  generous  in  putting 
it  back  into  helping  others.  He 
wants  designs  that  have  been  col- 
lecting dust  on  research  shelves 
turned  into  products  that  help  the 
sick.  To  that  end,  he  recendy  donat- 
ed $100  million  to  the  University  of 
Southern  California.  He  is  partway 
through  the  paperwork  to  give  the 
same  amount  to  its  crosstown  rival, 

Forbes  ■  July  27,  1998 


UCLA — his  alma  mater.  The  schools 
will  create  two  major  biomedical 
institutes  dedicated  to  bringing  bio- 
medical innovations  to  market. 

Mann  is  that  unusual  combina- 
tion— a  scientist-capitalist.  At  the 
age  of  5  he  was  selling  lemonade  in 
Portland,  Ore.  for  pennies  during 
the  Depression. 

Like  many  rich  people,  Mann  has 
created  a  trophy  house,  where  Carla 
sometimes  stays.  The  residence,  on 
Mulholland  Drive  in  Beverly  Hills,  is 
more  a  monument  to  his  inventive- 
ness than  to  his  wealth.  He  shows 
visitors  how  the  heat  that  escapes 
from  the  22 -zone  central  air  condi- 
tioner can  be  used  to  warm  his 
swimming  pool.  Or  how  the 
hydraulics  for  the  driveway  gates 
work.  Less  than  a  gallon  of  water 
opens  the  gates.  Afterward,  the 
water  hydrates  the  plants. 

His  koi  fishpond  starts  in  the  front 
yard  and  goes  through  the  house — 
where  you  can  see  the  fish  swim 
under  8-foot-wide  slabs  of  glass 
flooring — and  into  the  backyard. 
When  it  gets  gusty,  which  it  often 

A  hydraulic  gate  waters 
the  plants.  The  koi  fishpond 
rises  to  keep  gusty  winds 
from  chilling  the  house. 


does  on  Mulholland,  the  water  in 
the  tank  is  engineered  to  rise  an  inch 
until  it  touches  the  glass  tank's  roof. 
This  keeps  the  outside  wind  from 
chilling  the  house. 

All  these  contraptions  he 
designed.  But  wait.  This  guy  has 
many  facets.  The  house  also  contains 
an  impressive  collection  of  Asian  art 
and  Mann's  rare  Bosendorfer  Impe- 
rial Grand  SE  piano.  No,  he  doesn't 
play  piano,  but  he  comes  from  a 
musical  family:  brother  Robert 
Mann  is  founder  of  the  Juilliard 
Quartet  and  sister  Rosalind  Koff  is  a 
talented  concert  pianist.  Alfred  is 
content  to  indulge  his  musical  tastes 
by  hooking  his  classic  grand  to  a 
computer,  which  allows  it  to  play  at 
1,024  different  levels  of  keystroke. 
Philanthropist,  tinkerer,  business 
genius,  Alfred  Mann  is  clearly  one  of 
a  kind.  HH 


t\>  >\arnotf  rewards- 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 

been  easier  to  earn  free  vacations. 

You  can  earn  points  at  eight 

different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:   Scottsdale   •   California: 

Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver «  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 

•  Illinois:    Chicago,    Oak    Brook,    Springfield 

•  Maryland:  Baltimore  •  Massachusetts:  Boston  • 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Dusseldorf, 
Hamburg,  Heidelburg,  Karlsruhe,  Cologne, 
Leipzig,  Munich  •  Russia:  Moscow  •  Switzerland: 
Zurich  •  The  Netherlands:  Amsterdam  •  United 
Kingdom:  London  *  Turkey:  Antalya,  Istanbul  • 
Asia-Pacific:  China:  Hong  Kong  (2)  •  India:  Goa 

•  Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo 

•  Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  •  United  Arab  Emirates: 
Dubai  »  Australia:  Sydney  •  Middle  East:  Egypt: 
Alexandria  •  Israel:  Jerusalem 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com. 
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It's  time  for  a  Renaissance. 


This  would  definitely  bring  a  sigh  of  relief  to  every  person  suffering  from  an  allergy.  To  make  this  come  true, 
scientists  at  our  pharmaceutical  company,  Hoechst  Marion  Roussel,  are  conducting  extensive  research.  And 
doctors  are  already  able  to  prescribe  effective  antihistamines  which  reduce  the  allergic  reaction  without  mal 
the  patient  drowsy.  So  that  in  the  future,  we  hope  everybody  can  welcome  springtime. 


Imagine   the  only  reaction  caused  by  pollen  is  spring  fev( 


Hoechst  Marion  Roussel  is  the  pharmaceutical  company  of  Hoechst,  an  international  group  of  comp 


The  Future  in  Life  Sciences       lOGChSl 


heading  innovation  in  Life  Sciences. 


Hoechst  AG,  D-65926  Frankfurt,  www.hoechst.com 


driver 

By  Jerry  Flint 


Was  this  strike  really  necessary; 


a 


GM  is  right  on 
all  the  issues, 
but  there's 
more  at  stake 
here  than  right 
and  wrong. 


Unless  you  are  old  enough  to  be  a 
grandfather,  you  may  not  remember  Inter- 
national Harvester.  As  recently  as  1985  it 
was  number  202  (sales)  on  the  Forbes  500 
list.  It  no  longer  exists,  although  its  truck 
business  survives  as  Navistar. 

In  1980,  desperate  to  get 
relief  from  a  lousy  contract 
with  the  United  Automobile 
Workers,  Harvester  took  a 
strike.  It  lasted  six  months  and 
wrecked  the  company.  Facto- 
ries closed,  the  tractor  busi- 
ness was  sold,  and  a  famous 
U.S.  company  disappeared 
into  oblivion. 

Guess  what  calls  that  to  my 
mind?  Yeah,  it's  those  two  ^^m ^^^ 

strikes  at  General  Motors. 
I  have  a  long  memory  for  these  things, 
having  covered  the  bargaining  in  Detroit  for 
15  years,  and  later  working  as  the  labor 
writer  for  the  New  York  Times  before  join- 
ing Forbes  way  back  in  1979. 

Let  me  begin  by  saying  that  I  believe  GM 
is  right  on  all  the  issues.  At  the  struck  Flint, 
Mich,  stamping  plant,  some  high-paid  work- 
ers are  shirking,  and  productivity  isn't  good 
enough.  The  second  struck  plant  makes 
parts  like  oil  filters,  and  GM  can't  afford  to 
have  $50-  to  $70-an-hour  (with  fringes) 
workers  making  such  simple  stuff.  That 
work  must  be  outsourced,  gm's  productivity 
is  the  lowest  among  its  competitors,  and  its 
costs  per  vehicle  are  the  highest,  and  it's 
tough  to  stay  in  business  this  way. 

But  there's  more  here  than  right  or 
wrong.  There  is  reality.  The  reality  is  that 
gm's  bind  is  at  least  partly  of  management's 
own  making. 

Chrysler  and  Ford  closed  plants  in  bad 
times  in  the  mid-1980s,  but  GM  was  doing 
well  in  those  years  and  didn't  slim  down. 
GM  trailed  others  in  designing  vehicles  for 
easier  manufacture;  its  snooty  designers 
didn't  talk  to  manufacturing  engineers. 

You  can  fault  the  law,  but  not  for  these 
things.  Belatedly,  GM  is  addressing  these 
problems,  which  means  it  will  have  to  shed 
jobs.  The  hourly  work  force  dropped 
17,000  the  past  four  years,  but  we  hear  the 
company  still  thinks  it  has  40,000  too  many 


workers,  and  equally  naturally  the  UAW  is 
doing  what  it  is  paid  to  do:  trying  to  save  as 
many  of  those  jobs  as  possible. 

A  UAW  strike  against  a  car  company  usual- 
ly is  like  missing  lunch.  It's  no  big  deal.  But 
a  lengthy  and  complete  shutdown 
is  something  else,  and  that's  what 
GM  is  undergoing:  30  plants  not 
making  1,000  cars  at  $20,000  a  car 
is  $600  million  a  day,  $3  billion  a 
week.  This  kind  of  strike  sank 
International  Harvester.  It  will  not 
sink  the  far  richer  General  Motors, 
but  will  cost  it  dearly.  Even  if  GM 
were  to  humble  the  UAW,  it  would 
pay  in  ill  will. 

Why  did  things  come  to  this 
^^^       sorry  pass? 

Negotiations  with  the  UAW  are 
part  economics,  part  theater  and  part  poli- 
tics. Economics  we  all  understand.  Theater 
means  winning  hearts  and  minds.  So  you 
open  your  newspaper  and  there's  a  picture 
of  a  union  striker  waving  a  big  American 
flag,  and  in  the  sound  bite  on  the  evening 
TV  news  he's  saying  that  he's  fighting  to 
keep  GM  from  sending  all  the  jobs  to 
Mexico.  Then  we  hear  on  TV  that  GM, 
through  its  Hughes  subsidiary,  is  giving 
satellite  secrets  to  the  Chinese  army. 
Guess  who  wins  hearts  and  minds. 
Politics  is  as  important  as  economics  in 
these  matters.  The  union  is  democratic:  Its 
officers  are  elected,  and  the  members  vote 
on  the  contracts.  Even  if  the  union  officers 
know  the  company  is  right,  they  won't  say 
so.  Just  like  a  congressman  in  Florida  isn't 
going  to  say  Social  Security  and  Medicare 
are  too  high  and  should  be  cut. 

It's  up  to  the  company  to  figure  a  way  to 
make  the  union  officers  give  some  ground 
without  losing  face.  A  little  bit  of  sugar 
makes  the  medicine  go  down.  Ford  kills  cars 
and  closes  plants  and  doesn't  get  struck. 
Ford  understands  theater  and  politics. 

GM  officers  should  remember  that  being 
right  isn't  enough,  and  if  they  don't  learn 
the  theater  and  the  politics  along  with  the 
economics,  they  aren't  doing  their  jobs. 
International  Harvester  was  right,  but 
Harvester  is  history.  Let's  hope  this  strike 
ends  fairly  quickly.  H 


Jerry  Flint,  a  former  FORBES  Senior  Editc    has  covered  the  automobile  industry  since  1958. 
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[~~to  hear  international  business 
travelers  tell  it,  domestic  frequent 

JL  flyers  live  the  proverbial  life  of 
Riley.  Domestic  flyers  don't  deal  with  the 
anguage  barriers,  different  social  customs, 
:he  unique  national  business  cultures,  or 
:he  long,  punishing  overseas  flights  that 
aften  span  a  dozen  time  zones. 

"When  I  hear  frequent  flyers  com- 
plain about  flying  between  New  York 
ind  Chicago,  I  just  laugh,"  says  Richard 
Kondrake,  whose  travel  regimen  involves 
regular  flights  to  Latin  America  and  Asia. 
"Two-hour  domestic  flights  are  milk 
runs  compared  to  flying  13  hours 
to  Tokyo  or  10  hours  to  Buenos  Aires. 
Even  an  eight-  or  nine-hour  flight  to 
London  is  tough." 


Fighting  the  Fatigue  Factor 

The  long-haul,  time-zone-busting  itin- 
eraries endured  by  international  flyers  are 
difficult  to  manage.  Jet  lag  is  a  constant 
problem.  So  are  dehydration  and  mental 
and  physical  exhaustion.  These  factors 
make  doing  business  abroad  a  challenge. 

Dr.  Richard  Wearing,  an  international 
travel  consultant  for  many  major  corpora- 
tions, advises  executives  to  accept  the 
"fatigue  factor"  rather  than  trying  to 
ignore  its  symptoms.  "Executives  consider 
it  a  badge  of  honor  to  step  off  a  plane  after 
a  12-hour  flight  and  then  go  right  into  a 
cfucial  meeting  or  negotiating  session," 
says  Wearing.  "That's  the  wrong  approach. 
Neither  your  body  nor  your  mind  is  pre- 
pared for  the  challenge.  The  longer  you  fly, 


the  longer  you  should  refrain  from 
demanding  work.  Until  your  body  recov- 
ers, you  won't  be  at  the  top  of  your  game." 
Wearing's  best  suggestions:  Drink  plenty 
of  liquids,  eat  sparingly  and  abstain  from 
alcoholic  beverages  on  long-haul  flights. 
Then  rest  for  the  same  amount  of  time 
you  flew  before  taking  a  meeting.  "If 
you've  just  come  off  a  1 4-hour  flight,  rest 
at  least  that  long  before  working,"  he  says. 

Flight  Management 

Another  way  to  fight  the  stresses  and 
strains  of  international  travel  is  to  fly  the 
fastest  and  most  efficient  routes.  In  the 
past,  airlines  scheduled  their  international 
flights  at  coastal  hub  airports  such  as  New 
York's  Kennedy  International,  Los  Angeles 


Airlines 


5, 


wy-w 


International  or  San  Francisco  Interna- 
tional. That  required  international  trav- 
elers to  fly  hours  out  of  their  way,  take 
connecting  flights  and  often  switch  air- 
lines in  order  to  reach  their  interna- 
tional destinations. 

In  recent  years,  however,  the  number 
of  international  "gateways"  has  increased 
dramatically  and  international  travelers 
can  fly  nonstop  from  dozens  of  major 
U.S.  cities.  These  regional  gateways 
permit  quicker  and  less  chaotic  connec- 
tions to  international  flights  and  shave 
hours  off  a  traveler's  itinerary. 

Northwest  Airlines,  for  example, 
operates  large  international  hubs  in 
Detroit,  Minneapolis  and  Tokyo.  By 
fine-tuning  its  schedules,  Northwest  has 
been  able  to  cut  flying  time  to  Asian 
cities  by  as  much  as  six  hours. 

"We  have  timed  our  flights  from  cities 
such  as  Boston,  Philadelphia  and  Wash- 
ington for  easy  connections  to  all  our 
international  flights  from  Detroit," 
explains  Northwest  executive  vice  presi- 
dent Michael  E.  Levine.  "And  our  strong 
connecting  complex  at  Narita  Airport  in 
Tokyo  allows  us  to  combine  local  service 
with  fast  connections  to  major  destina- 
tions in  other  Asian  countries." 

Continental  Airlines  flics  to  70  inter- 


national destinations,  most 
of  them  from  the  airline's 
hubs  at  Houston,  Newark 
and  Guam.  Continental's ' 
nonstop  service  to  Europe 
and  Latin  America  is 
particularly  efficient  from 
Houston,  and  the  airline's 
service  from  Guam  offers 
time-saving  flights  to  many 
far-flung  destinations  in  the 
South  Pacific. 

The  advantages  of  having 
gateways  such  as  Houston 
and  Newark  are  obvious  to 
any  international  traveler. 
Both  airports  offer  more 
space,  fewer  crowds  and 
quick  and  comfortable  pro- 
cessing through  customs 
and  immigration.  Best  of  all,  connect- 
ing gates  for  outgoing  flights  are  just  a 
few  paces  away. 

Continental  has  even  been  granted 
authority  from  the  Department  of 
Transportation  (DOT)  to  fly  to  Tokyo 
from  both  Houston  and  Newark.  "It's  a 
real  victory  for  the  communities  we  ser- 
vice," says  Continental  Chairman 
Gordon  Bethune.  "The  DOT  recog- 
nized the  ability  of  both  Houston  and 
Newark  to  compete." 

USAirways,  a  comparative  newcomer 
to  international  service,  is  building  a 
network  of  nonstop  service  to  Europe 
from  its  hubs  in  Pittsburgh,  Philadel- 
phia and  Charlotte,  North  Carolina.  It 
already  operates  transatlantic  flights  to 
Frankfurt,  Madrid,  Munich,  Paris, 
Rome  and  London. 

"We're  committed  to  making 
Philadelphia  our  premier  international 
gateway,"  says  Rakesh  Gangwal,  USAir- 
ways' chief  operating  officer,  "and  we  are 
delighted  at  the  positive  response  from 
the  community." 

To  underscore  the  commitment, 
USAirways  and  the  city  of  Philadelphia 
have  agreed  to  build  a  700,000-square- 
foot  international  terminal  at  Philadel- 
phia airport.  The  project,  expected  to  be 


completed  in  2001,  will  add  19  inter- 
national departure  gates,  a  new  interna- 
tional arrivals  facility,  moving  walkways 
and  new  exit  ramps  from  roadways 
leading  to  the  airport. 

A  New  Class  of  Inflight  Service 

Another  way  to  alleviate  the  strains  of 
long-haul  flying  is  to  offer  internation- 
al travelers  a  better  class  of  inflight 
service  —  a  type  of  service  that  stresses 
comfort  and  convenience  rather  than 
the  needless  frills  and  conspicuous 
consumption  once  demanded  by  the 
old-money  "jet  set." 

To  accomplish  this  goal,  a  handful  of 
airlines  have  scrapped  their  traditional 
first-  and  business-class  cabins  and 
introduced  a  super-deluxe  business-class 
service.  This  new  wave  in  business  class 
offers  extraordinary  spaciousness,  useful 
amenities,  sensible  dining  options  and 
extremely  comfortable  seating.  Pio- 
neered by  "World  Business  Class,"  the 
joint  service  offered  by  Northwest  and 
KLM,  the  super-business-class  concept 
has  since  been  adopted  by  Continental 
(Business  First),  TWA  (Trans  World 
One),  USAirways  (Envoy  Class),  Alitalia 
(Magnifica  Class)  and  Virgin  Atlantic 
(Upper  Class). 

The  newest  example  is  USAirways' 
Envoy  Class.  Envoy  Class  seats  recline 
155  degrees  to  an  almost-flat  position 
and  offer  55  inches  of  "seat  pitch"  (the 
space  between  rows)  and  adjustable  foot 
rests.  Each  seat  is  equipped  with  a  per- 
sonal video  monitor  featuring  six  chan- 
nels of  programming.  There  are  also  10 
audio  channels,  inflight  phones  with 
fax/modem  hookups  and  menus 
designed  by  renowned  restaurateurs. 

"I'll  fly  any  of  the  new  business  class- 
es before  I  fly  in  a  first-class  cabin,"  says 
Judith  Zardona,  a  management  consul- 
tant based  in  Dallas.  "First-class  cabins 
are  stuffy  and,  to  be  frank,  not  as  com- 
fortable as  Business  First  on  Continen- 
tal or  Trans  World  One.  After  a  long 
flight,  I  feel  better  after  flying  in  one  of 
these  business  classes." 
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Before  taking  a  business  trip  to  Japan,  remember  to  take  an  AT&T  Direct"  Service  wallet  guide.  It's  a  list 
of  access  numbers  you  need  to  call  home  fast  and  clear  from  around  the  world,  using 
an  AT&T  Calling  Card  or  credit  card.  Plus  it  gets  you  an  operator  who'll  always  make  you  feel  right  at  home. 
Dial  I  888  259-3505  for  your  free  guide,  or  visit  our  Web  site 
at  www.att.com/traveler 
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The  Calling-Home  Conundrum 

"When  you  travel  in  a  country  and  aren't  frightened  by  the 
phones,  then  you've  become  a  citizen  of  the  world,"  says 
one  international  banker. 


Even  sophisticated  international 
business  travelers  fret  over  the 
apparently  simple  act  of  keeping 
in  touch  with  their  homes  and  offices. 
It's  not  hard  to  understand:  Phoning 
home  from  overseas  is  often  a  costly, 
confusing  and  contentious  affair. 

No  two  telephone  systems  are  exactly 
alike  and  there  are  no  standards  for  tone 
or  pulse  dialing,  public  pay  phones  or 
even  the  basic  concept  of  the  dial  tone. 
The  barrier  between  local  telephone 
operators  and  language- impaired  travel- 
ers is  often  insurmountable.  And  Amer- 
icans are  frequently  appalled  by  the  high 
cost  and  awkwardness  of  international 
telecommunications. 

"Telephones  are  like  breakfast.  Both 
reflect  a  society's  culture  and  neither 
makes  sense  to  a  visitor,"  suggests 
Anthony  Thomas,  an  international 
banker  who  has  eaten  breakfast  and 
made  calls  in  more  than  30  countries. 
"Phones  are  a  rite  of  passage.  When  you 
can  travel  in  a  country  and  not  be 
frightened  to  death  by  the  telephone 
system,  that's  when  you  know  you've 
become  a  real  citizen  of  the  world. 


Beating  the  Surcharge  Trap 

Savvy  international  travelers  long  ago 
abandoned  the  idea  of  mastering  the 
world's  public  pay-phone  systems.  They 
usually  retreat  to  their  hotel  rooms  to 
make  calls.  But  calling  home  from  an 
overseas  guest-room  phone  is  fraught 
with  financial  peril.  International  hotels 
consider  their  phones  a  profit  center  and 
mark  up  direct-dialed  calls  by  500%  or 
more.  Even  allegedly  "toll-free"  numbers 
are  often  hit  with  a  surcharge  of  $4  or 
$5  a  call. 

To  bypass  excessive  hotel  charges, 
AT&T  created  AT&T  Direct.  By 
dialing  special  access  numbers,  U.S. 
travelers  are  routed  directly  to  AT&T's 
long-distance  system.  Callers  then  dial 
their  calls  and  charge  them  to  an  AT&T 
calling  card.  If  they  require  operator 
assistance,  English-speaking  AT&T 
Direct  operators  are  available.  Best  of  all, 
AT&T  Direct  calls  are  billed  only  at 
standard  AT&T  international  rates,  not 
the  inflated  per-minute  prices  charged 
by  hotels. 

But  the  AT&T  Direct  system  is  not 
without  complication:  each  country 


requires  a  separate  access  code.  This 
requires  business  travelers  to  carry  a  list 
of  access  codes.  (AT&T  supplies  the 
codes  on  a  wallet  card  available  by  call- 
ing 800-331-1140.)  And  reaching 
AT&T  Direct  often  requires  dialing  as 
many  as  eleven  digits. 

But  AT&T  recently  made  AT&T 
Direct  easier  to  use.  Many  hotels  now 
offer  guest-room  phones  with  dedicat- 
ed, speed-dial  buttons  that  automatical- 
ly connect  business  travelers  to  AT&T 
Direct.  Instead  of  dialing  all  the  digits, 
travelers  need  only  press  the  speed-dial 
button,  then  dial  their  telephone 
number.  More  than  600  independent 
hotels  and  the  overseas  properties  of  at 
least  three  U.S. -based  chains  (Westin, 
Hyatt  and  Sheraton)  now  offer  the 
AT&T  Direct  speed-dial  button  on 
guest-room  phones. 

Life  With  Laptop 

International  calling  is  further  com- 
plicated by  the  fact  that  business  travel- 
ers must  make  data  calls  from  their 
laptop  computers  to  their  firms'  E-mail 
systems  and  to  commercial  online  ser- 
vices such  as  America  Online  (AOL) 
and  CompuServe.  Browsing  the  Internet 
is  also  increasingly  important  to  business 
travelers  and  requires  navigating  a  for- 
eign telephone  system. 

AOL  and  CompuServe  have  simpli- 
fied the  task  of  gaining  international 
access  by  building  extensive  networks  of 
overseas  telephone  numbers.  In  virtual- 
ly any  corner  of  the  world,  business 
travelers  can  call  a  local  number  and 
connect  to  these  online  services.  But 
beware:  finding  the  numbers  is  almost 
impossible  once  you're  overseas.  Before 
departing,  AOL  members  should  go  to 
"KEYWORD:  international  access"  and 
find  the  appropriate  numbers  and  con- 
nect protocols.  CompuServe  members 
can  find  information  for  their  system  at 
"GO:  Phones."  For  most  other  Internet, 
intranet  and  corporate  E-mail  purposes, 
AT&T  has  created  "laptop  access  soft- 
ware." For  more  than  150  countries,  the 
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from  9  U.S.  cities. 
We've  got 


Asia  covered. 
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Atlanta 


With  over  100  nonstop  flights 
weekly  From  9  strategically 
placed  gateways,  plus 
convenient  service  to 
important  Asian  business 
centers,  you're  certain 
to  find  a  schedule  to 
fit  your  needs. 

Anchorage    Detroit 
Honolulu    Las  Vegas 
Las  Angeles 
Minneapolis/St. Paul 
New  York 
San  Francisco 
Seattie/Tacoma 

What's  more,  thanks  to  our 
carefully  orchestrated  network 
of  connections,  you  can  save 
tip  to  7  hours  when  you  fly 
from  the  Eastern  U.S. 

So  next  time  business  calls 
for  travel  to  Asia,  consider  the 
unparalleled  convenience  of 
Northwest. 

Call  Northwest  Airlines  at 
1-800-447-4747,  hook  online 
at  wwwnwa.com,  or  call  your 
travel  agent. 


91998  Northwest  Airlines.  Inc  Northwest  recycles  enough  paper  products  in  one  year  to  save  16.000  trees.   %J 


NORTHWEST 


Some  People  Just  Know  How  to  Fly 


1-800-447-4747   /  www  nwa.com 
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software  automatically  connects  your 
modem  without  the  hassles  of  manual- 
ly entering  international  dialing  proto- 
cols. Free  downloads  of  the  software  are 
available  from  AT&T's  Web  site  at 
www.att.com/business_traveler. 

Need  more  help?  Two  Web  sites  offer 
information  for  laptop-lugging  interna- 


tional travelers.  "On  The  Road" 
(www.roadnews.com)  offers 
links  to  computer  vendors'  sup- 
port sites  and  supplies  handy  tips" 
on  overseas  connectivity.  And 
"Steve  Kropla's  Help  for  World 
Travelers"  site  (www.kropla.com) 
is  just  that:  an  exhaustive  list  of 
electronic,  electrical  and  tele- 
phonic information. 

One  World,  One  Phone 

One  potential  solution  to 
international  telecommunica- 
tions snafus  is  worldwide  cellular  tele- 
phone service.  This  would  allow  busi- 
ness travelers  to  circle  the  globe  with 
one  telephone  number,  one  wireless 
phone  and  one  portable  computer 
linked  with  a  cellular  modem. 

A  few  cell-phone  purveyors  already 
offer  a  version  of  this  worldwide  cellu- 


lar access.  WorldCell  (888-WORLD- 
CELL),  rents  phones  for  about  $200  a 
month.  They  can  be  used  in  about  50 
countries  and  airtime  charges  range 
from  about  $1  to  $8  per  minute. 

But  truly  global  —  and  truly  afford- 
able —  cell-phone  service  remains 
months,  or  possibly  even  years,  away. 
One  promising  wireless  option,  Global 
System  for  Mobile  Communications 
(GSM)  is  growing  in  Asia  and  Europe, 
but  still  lags  in  the  U.S.  There  are  also 
annoying  frequency  and  hardware  hur- 
dles to  be  overcome  before  GSM  actu- 
ally becomes  a  global  system. 

"World  cell  service  is  my  current  holy 
grail,"  says  Stephanie  Strom,  an  apparel 
buyer  who  travels  regularly  between 
Chicago  and  the  Far  East.  "The  day  I 
can  slip  a  phone  in  my  purse  and  know 
it'll  work  for  every  call  in  every  country 
is  the  day  my  life  will  be  complete."™ 


Wonders  of  the  Web 


Caught  between  time  zones  and  continents,  international  travelers  rely  on  the  World  Wide  Web 
for  everything  from  travel  advice  to  information  on  indispensable  gadgets  and  gizmos. 

Here  are  some  of  their  favorite  sites. 


To  find  airports: 


More  than  400  airports  around  the 
world  are  linked  to  the  "Airports  Inter- 
national" site  (www.airportsintl.com). 
The  site  is  chock-full  of  in-depth  infor- 
mation and  maps,  public  and  private 
airport  transportation  services  and 
facts  on  nearby  cities. 


For  translation  services: 


Globalink's  Power  Translator  is  a  soft- 
ware package  that  turns  laptop  com- 
puters into  language  translators. 
The  company's  "Comprende"  site 
(www.comprende.globalink.com)  is 
a  real-time  version  of  the  translator 
and  offers  serviceable  translations. 


For  travel  gear: 


No  one  is  more  obsessive  about 
travel  gear  than  John  McManus,  pro- 
prietor of  "Magellan's"  (www.magel- 
lans.com),  a  Web  site  that  sells  it  all: 
water  purifiers,  luggage  and  toiletry 
kits,  phone  and  electrical  adapters, 
travel  and  language  guides,  travel 
apparel,  accessories  and  hundreds  of 
other  items. 


For  safety  information: 


Not  to  be  overlooked,  the  U.S.  State 
Department  prepares  Consular  Infor- 
mation Sheets  for  every  natior . 
These  sheets  offer  useful  information 
on  travel,  politics,  personal  security 
and  other  critical  information,  and  are 
available  at  the  State  Department 
site  (http://travel.state.gov/). 


To  get  cash: 


The  "ATM  Locator"  at  the  Visa  Web 
site  (www.visa.com)  helps  travelers 
find  cash  machines  around  the  world. 
Many  ATM  locations  can  be  pinpoint- 
ed on  printable  maps. 


For  airfare  bargains: 


Several  airlines  offer  last-minute 
international  airfare  bargains  via  the 
Internet.  Continental  (www.flyconti- 
nental.com),  TWA  (www.twa.com), 
American  (www.americanair.com) 
and  USAirways  (www.usairways.com) 
will  even  E-mail  you  weekly  updates  of 
both  domestic  and  international  fares. 


Author  Joe  Brancatelli  is  the  columnist  and  consulting  editor  for  Biztravel.com.  a  Web  site  for  frequent  flyers. 


CLASS 


Choose    envoy   class   and    you 
will    be    very,   very    comfortable    with    your    decision 


In  Envoy  Class,  you'll  relax  in  sleeper-quality  seats 
that  recline  up  to  an  industry-leading  155  degrees. 
Enjoy  First  Class-style  dining.  And  choose  from 
48  hours  of  programming  on  your  own  in-arm 
video  screen.  Best  of  all,  Envoy  Class  is  available 
at  no  more  than  a  standard  business  class  fare. 
Experience  this  premium  service  on  flights  to 
Rome,  Paris,  Madrid,  Frankfurt,  Munich,  London 
and  Amsterdam.  Call  your  travel  consultant  or 
US  Airways  at  1-800-622-1015. 


MOST  PEOPLE 

THINK  OF  US 

AS  AN  EXCELLENT 

DOMESTIC  AIRLINE. 

WE  HATE  THAT 


For  the  record,  we  fly  to  more  than  1 90  destinations  in  32  countries  worldwide. 
In  fact,  we're  one  of  the  largest  carriers  to  Latin  America.  With  flights  to  over 
30  cities  throughout  Mexico,  Central  and  South  America  and  the  Caribbean, 
Continental  can  easily  get  you  to  Sao  Paulo,  Rio  de  Janeiro,  Panama  City, 
Mexico  City,  Caracas  and  more.  In  addition,  bilingual  flight  attendants, 
Latin  American  cuisine  and  OnePass®  miles  are  available  on  all  flights. 

For  reservations,  call  your  travel  agent  or 
Continental  at  1-800-231-0856. 


lines 


Work  Hard. 
'  Fly  Right. 


Does  every  American  kid  really  need  a  college  education? 

College:  a 
reality  check 


By  Dan  Seligman 


During  the   State  of  the   Union 

address,  Bill  Clinton  looked  soulfully 
into  the  camera  and  declared:  "I  have 
something  to  say  to  every  family 
tonight."  And  then,  with  the  whole- 
world  waiting  to  hear  about  Monica, 
he  proclaimed:  "Your  children  can  go 
on  to  college." 

Bit  of  a  letdown,  eh? 

Also  a  bit  of  a  hoax.  The  case  for 
universal  collegiation  rests  on  two 
propositions,  both  extremely  wobbly: 

1.  In  the  new  high-tech  economy, 
those  without  college  educations  risk 
landing  on  scrap  heaps. 

2.  Anybody  with  spunk  and  deter- 
mination can  handle  college-level 
courses,  especially  if  bolstered  by  fed- 
erally funded  mentoring. 

First  off,  it  is  not  entirely  clear  what 
Clinton  means  by  a  college  education. 
In  both  the  State  of  the  Union  address 
and  a  speech  to  the  afl-cio  in  March, 
he  seemed  to  be  talking  about  four- 
year  colleges.  In  other  presidential 
statements,  however,  the  rhetoric  is 
more  restrained,  and  leaves  open  the 
possibility  that  the  new  entitlement 
may  cap  out  at  the  community  college 
level — i.e.,  a  two-year  program. 

Which  brings  us  to  wobble  number 


one,  and  the  daunting  new  labor 
market.  It  is  certainly  true  that  the 
market  is  screaming  for  college  gradu- 
ates with  intellectual  skills  beyond 
those  needed  by  plumbers.  Graduat- 
ing seniors  with  mathematical/com- 
puter sophistication  now  command 
the  five-figure  signing  bonuses  and 
six- figure  starting  salaries  once 
reserved  for  law  school  graduates.  The 
Information  Technology  Association 
recently  estimated  that  346,000  high- 
tech  jobs  were  unfilled  because 
employers  couldn't  find  enough 
bodies  with  the  right  heads  attached. 
What's  not  true  is  the  obverse:  the 
insistently  iterated  view  that  kids  with- 
out college  backgrounds  are  headed 
for  the  scrap  heap.  Anyone  wishing  a 
fast  reality  check  on  this  proposition 
should  turn  to  the  November  1997 
Monthly  Labor  Review,  published  by 
the  U.S.  Department  of  Labor.  The 
featured  article  was  a  26-page  analysis 
of  job  prospects  in  500  different  occu- 
pations from  1996  to  2006.  The 
analysis  projected  net  new  job  growth 
of  18.6  million  during  the  decade. 
•  So  which  of  the  500  occupations  is 
expected  to  provide  the  most  jobs? 
Fascinating  answer:  cashier — possibly 


demonstrating  that  not  everyone  in 
the  executive  branch  is  on  the  same 
wavelength.  The  estimate  is  that  the 
economy — global  or  otherwise — will 
need  530,000  more  cashiers  at  the  end 
of  that  decade.  That  job  requires  liter- 
acy and  some  numeracy — but  does  it 
require  expensive  years  of  college? 

Newer  technologies  are  obviously 
growing  faster,  but  the  Labor  Depart- 
ment projections  remind  you  there 
is  still  a  lot  of  job  growth  in  the 
low-tech  service  sector,  and  you 
do  not  need  more  than  a  high  school 
education  in  20  of  the  30  occupations 
expected  to  deliver  the  most  job 
growth.  Joining  the  cashiers  in  the  top 
ten  are  retail  salesclerks,  truck  drivers, 
home  health  aides,  teachers'  and 
nurses'  aides  and  "receptionist/ 
information  clerk." 

The  second  leg  of  the  argument — 
the  proposition  that  anybody,  or  at 
least  anybody  willing  to  work  at  it,  can 
handle  college-level  courses — betokens 
Washington's  eternal  preference  for 
feel-good  rhetoric  over  painful  reality. 

The  U.S.  armed  forces,  where  reali- 
ty cannot  be  lightly  dismissed,  has  long 
had  a  rule  excluding  the  lowest  10%  of 
the  iq  distribution.  (In  recent  years,  as 
the  military  has  been  downsized, 
recruiters  have  raised  the  bar  and  now 
screen  out  the  lowest  30%.)  The 
forces'  experience  with  low-IQ  recruits, 
exhaustively  documented,  has  shown 
that  they  cannot  handle  the  military's 
routine  training  tasks.  An  instant 
absurd  result  of  the  current  Clinton 
proposal  would  be  to  open  the  gates  of 
college  to  hundreds  of  thousands  of 
teenagers  not  smart  enough  to  get  into 
the  Army. 

How  can  anybody  seriously  argue 
that  every  kid  is  able  to  handle  college - 
level  work?  The  question  is  of  course 
naive.  The  serious  operational  question 
in  Washington  is:  How  can  any  Amer- 
ican politician  be  expected  to  stand  up 
there  saying  some  kids  can't  handle  it? 
Especially  when  the  President  is  out 
front  with  a  fuzzy-warm  blanket  called 
the  High  Hopes  for  College  program. 
Clinton's  1999  budget  proposal  envi- 
sions $140  million  for  High  Hopes, 
rising  to  $210  million  in  the  next  few 
years.  The  deal  is  that  colleges  will 
"adopt"  middle  schools,  sending  out 
their  own  students  as  paid  tutors  and 
guides  for  the  most  disadvantaged  stu- 
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>100-YEAR-OLD    GEORGE    DAWSON    WAITS 
ON    THE    PORCH    EVERY    SCHOOL    DAY    FOR 
§   TO    PICK    HIM    UP. 


>KnightRid 


IN  31  NEWSPAPERS  AND  THROUGH  THE   REAL  CITIES  WEB   NETWORK,  KNIGHT  RIDDER   IS  A  TRUSTED  SOURCE 
WITH   REGIONAL  ROOTS  AND  NATIONAL  RESOURCES. 


dents.  Ultimately,  the  President  says, 
the  program  will  feature  a  million  or 
more  students  receiving  "both  the 
information  and  the  inspiration  to 
seize  the  opportunity  of  college." 

Adding  a  special  note  of  unreality, 
Clinton  keeps  comparing  himself  to 
the  kids  getting  this  mentoring.  He 
notes  that  nobody  in  his  family  had 
gone  to  college,  but  that  when  he  was 
growing  up,  he  was  surrounded  by  rel- 
atives who  urged  him  on.  "That's  the 
environment  I  want  for  every  child  in 
America,"  he  said  at  a  February  White 
House  conference  on  education,  mod- 
estly not  mentioning  a  possible  intelli- 
gence gap  between  a  young  man 
accepted  at  Vale  and  the  kids  getting 
High  Hopes  mentoring. 


Occupations  with  the 

largest  job  growth,  1996-2006 

Occupation 

Increase 

Education/training  requirement 

Cashier 

530,000 

short-term  on-the-job  training 

System  analyst 

520.000 

bachelor's  degree 

General  manager/top  executive 

467,000 

work  experience/college  degree 

Registered  nurse 

411,000 

community-college  degree 

Retail  salesperson 

408,000 

short-term  on-the-job  training 

Truck  driver 

404,000 

short-term  on-the-job  training 

Home  health  aide 

378,000 

short-term  on-the-job  training 

Teacher's  aide/educational  assistant 

370.000 

short-term  on-the-job  training 

Nursing  aide,  orderly,  attendant 

333,000 

short-term  on-the-job  training 

Receptionist/information  clerk 

318,000 

short-term  on-the-job  training 

Source  of  protections:  Current  Population  Survey. 

A  powerful  case  could  be  made  that 
the  U.S.  now  has  too  many  kids  in  col- 
lege, not  too  few.  In  an  age  of  abun- 
dant student  loans,  65%  of  recent  high 
school  graduates  are  in  college. 

Two  depressing  data:  first,  about 
30%  of  American  kids  going  off  to  col- 
lege immediately  discover  that  they 
must  take  at  least  one  remedial  pro- 
gram in  .m  effort  to  master  skills  they 
should  have  acquired  in  high  school. 
Second,  among  the  21  countries  par- 
ticipating in  the  Third  International 
Math  &  Science  Survey,  American 
12th  graders  finished  19th  in  math  and 
16th  in  science.  The  countries  clob- 
bering us  in  this  competition  general- 
ly have  tar  lower  proportions  of  college 
attendees  than  we  do. 

At  the  risk  of  sounding  heartless,  let 
me  point  out  that  trying  to  push 
everyone  through  college  will  cost  the 
country  dearly,  and  for  questionable 
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ends.  At  some  point,  an  avalanche  of 
incompetent  students  leads  to  the 
dumbing  down  of  the  curriculum.  It 
leads  to  what  Chester  Finn  (assistant 
secretary  of  education  in  the  Reagan 
years)  has  glumly  called  the  "high- 
schoolization"  of  the  colleges,  now 
very  much  on  display  across  the  land. 
That  strange-looking  word  might 
also  be  applied  to  a  phenomenon 
recently  discernible  in  the  job  market, 
described  in  another  Monthly  Labor 
Review  article  last  year.  The  study  offers 
an  additional  reason  for  thinking  we 
have  too  many,  not  too  few,  college 
graduates.  Written  by  economists  Fred- 
eric L.  Prvor  of  Swarthmore  and  David 
Schaffer  of  the  University  of  Wisconsin, 
Eau  Claire,  its  core  finding  was  this: 
Our  country  now 
has  "a  surplus  of 
university  gradu- 
ates," an  increased 
number  of  whom 
end  up  taking  "high 
school  level  jobs." 

The  study  was 
based  on  a  huge 
sample  of  prime-age 
workers  (25  to  49 
years  old).  It  exam- 
ined their  education 
al  backgrounds, 
wage  levels  and 
"functional  literacy" 
levels.  Functional  lit- 
eracy was  defined  as 
"the  ability  to  use  skills  in  reading, 
interpreting  documents  and  carrying 
out  quantitative  calculations  in  real-life 
situations" — abilities  you  are  supposed 
to  have  mastered  in  high  school. 

How  many  college  graduates  are  in 
high  school  jobs?  It  depends  on  your 
definition  of  a  "high  school  job." 
Pryor  and  Schaffer  consider  a  range  of 
possibilities.  Their  midrange  definition 
shows  that  34%  of  prime-age  college 
graduates  are  now  in  high  school  jobs 
(up  from  22%  in  the  early  1970s). 

And,  not  surprisingly,  the  college 
graduates  ending  up  in  these  jobs 
tended  to  be  those  with  the  lowest 
functional  literacy  skills.  They  had 
"learned  little  or  gained  little  produc- 
tivity from  their  university  education." 
Why  force  millions  of  kids  to  sit 
•through  years  of  unproductive  bore- 
dom that  will  do  little  to  improve  their 
economic  prospects?  Hi 


al,  coast  to  coast, 
in  newspapers... 


>The  Philadelphia  Inquirer 


>Detroit  Free  Press 


>The  Miami  Herald  &  el  Nuevo  Herald 


>San  Jose  Mercury  News 


>The  Kansas  City  Star 


>The  Charlotte  Observer 


>Fort  Worth  Star-Telegram 


>Saint  Paul  Pioneer  Press 


>Contra  Costa  Newspapers 


Philadelphia  Daily  News 


>Akron  Beacon  Journal 


>The  (Columbia, 


>texington  (Ky.)  Herald-Leader 


>The  Wichita  (Kan.)  Eagle 


>The  Macon  (Ca.)  Telegraph 


>Tallahassee  (Fla.)  Democrat 


>The  (Wilkes-Barre,  Pa.)  Times  Leader 


>Duluth  (Minn.)  News-Tribune 


> Bellevi I le  (III.)  News-Democrat 


>Columbus  (Ga.)  Ledger-Enquirer 


>The  (Biloxi,  Miss.)  Sun  Herald 


>Fort  Wayne  (Ind.)  News-Sentinel 


>The  (Myrtle  Beach,  S.C)  Sun  News 


>Bradenton  (Fla.)  Herald 


>Crand  Forks  (N.D.)  Herald 


>San  Luis  Obispo  (Calif.)  Telegram-Tribune 


>The  Monterey  County  (Calif.)  Herald 


>(State  College,  Pa.)  Centre  Daily  Times 


>Aberdeen  (S.D.)  American  News 


>Warner  Robins  (Ga.)  Daily  Sun' 


It's  the  way  the  city  comes  alive  at  night.  Its  a  3.5-hter 


210-horsepower  engine  that  likes  to  show  off  more  than  a 
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teenager.  It's  climate  control  that  falls  somewhere  between 


chemistry  and  artistry.  It's  a  streetcar  named  desire.  It's 


an  8-speaker  Bose®  audio  system  with  a  Ph.D.  in  music 


appreciation.  It's  the  first  satellite-linked  navigation  system 


built  in-dash  (so  you'll  never  lose  the  directions).  It's  a  car 
that  knows  you  better  than  some  people.  It's  the  Acura  RL.    ] 
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The  True  Definition  of  Luxury.  Yoursr    ®  ACURA 


taiii*i  e  ntrepreneurs 


Edited  bv  Tom  Post 


►  up  &  COMERS 

Meet  the  company  that's 
financing  the  American 
dream,  one  taxi  at  a  time. 

Riches 


niches 


By  Scott  McCormack 

In  1937  Leon  Murstein,  a  young 
Polish  immigrant,  paid  $10  for 
one  of  the  first  taxi  licenses  in 
New  York  City.  He  drove  himself 
hard  and  used  every  penny  he  could 
find  to  buy  other  licenses.  By  the 
1970s  he  had  150  of  the  11,787  valu- 
able "medallions,'1  and  decided  it  was 
time  to  start  selling.  His  best  prospects: 
drivers  who  wanted  to  be  their  own 
bosses.  Alas,  no  bank  would  lend  to 
would-be  cabbies — mosdy  new  immi- 
grants speaking  broken  English — with 
no  credit  history  and  few  assets. 

But  Murstein  had  been  there  himself. 
He  understood  what  Bank  of  America's 
founder,  Amadeo  Giannini,  realized 
over  90  years  ago,  when  Giannini  lent 
money  to  Italian  immigrants  around 
San  Francisco:  Though  these  immi- 
grants lacked  formal  creditworthiness, 
their  ambition  was  collateral  enough. 
Murstein  decided  to  finance  drivers 
who  wanted  to  become  owners. 

Two  decades  later,  publicly  traded 
Medallion  Financial  has  lent  $700  mil- 
lion to  cab  drivers  in  New  York  and  in 
other  cities  across  the  country.  "These 
guys  have  a  terrific  work  ethic,"  says 
34-year-old  Medallion  President 
Andrew  Murstein,  the  third  generation 
to  run  the  company.  "They'll  do  what- 
ever it  takes,  working  6  days  a  week,  1 2 
hours  a  day."  Medallion  says  it  has 
never  lost  a  dime  on  any  of  its  taxi 
loans.  If  a  customer  tails  behind  in  his 
payments,  Medallion  can  simply  repos- 
sess the  license — by  prying  the  metal 
plate  right  off  the  hood  of  the  cab. 
The  political  clout  of  drivers  and 


Financing  a  new  work  ethic:  Medallion's  Andrew  Murstein  and  his  cabbie  clients. 


owners  is  a  powerful  factor  behind  the 
good  credit  record  on  taxi  loans:  In  die 
60  years  that  taxi  medallions  have  been 
issued,  New  York  City  has  increased  the 
number  of  licensed  cabs  only  once,  by 
400,  even  though  the  population  and 
traffic  have  expanded  manyfold. 

With  diis  artificially  limited  supply,  a 
New  York  City  taxi  medallion  sells 
for  about  $250,000.  On  average, 


they've  appreciated  18%  a  year,  which 
means  that  the  collateral  behind  the 
loans  increases  at  a  fairly  steady  rate. 
Prices  slipped  a  bit  during  the  recent 
battle  between  cabbies  and  Mayor 
Rudolph  Giuliani  when  he  tried  to 
crack  down  on  reckless  taxi  drivers, 
but  as  such  things  do,  this  storm  will 
soon  blow  over. 

Here's  how  the  business  works.  A 


►  follow  the  money /VENTURE  CAPITAL 


Backing 
biotech 


You've  heard  about  the  record 
amounts  of  venture  capital  pour- 
ing into  entrepreneurial  compa- 
nies: $3.6  billion  in  the  first  quar- 
ter alone,  a  50%  jump  from  last 
year.  As  you  would  expect,  most 
of  that  money  is  chas- 
ing new  technology — 
Internet,  software  and 
telecommunications 
companies. 

Whatever  happened 
to  biotech,  yesteryear's 
hot  destination  for  new 
money?  It's  just  a  trick- 
le now,  $148  million  in 
the  first  quarter,  up 


only  2.2%  in  the  last  two  years, 
according  to  Price  Waterhouse.  But 
there's  an  interesting  new  trend  in 
the  trickle:  a  promising  new  field 
called  "bioinformatics" — a  marriage 
of  biology  and  computer  science. 
By  providing  pharmaceutical  compa- 
nies with  time-saving  tools  and  new 
ways  to  process  information,  these 
startups  could  help  produce  some 
blockbuster  drugs  of  the  future. 
There  are  huge  amounts  of 
data  in  the  public  and  private  sec- 
tors— everything  from  newly 
patented  drugs  to  the  Human 
Genome  Project.  Yet  very  little  of 
this  information  is  well  organized 
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driver  typically  puts  up  about  30%  of 
the  purchase  price,  with  Medallion 
financing  the  rest — say  5180,000 — at 
9.5  interest  over  15  years.  Because 
the  licenses  have  risen  in  value  so 
quickly,  borrowers  build  equity  and 
generally  refinance  with  Medallion 
within  three  \  ears. 

Last  year  Medallion  earned  SI  1  mil- 
lion on  investment  income  of  $23  mil- 
lion, a  48".,  net  margin.  This  year  it 
should  earn  S18  million  on  investment 
income  of  $37  million.  "In  niches 
there  are  riches,"  explains  Murstein, 
reciting  his  grandfather's  credo. 

Medallion  doesn't  pay 
corporate  income  taxes 
because  it  has  been  struc 
tured  since  its  1996  public 
offering  as  a  regulated  invest- 
ment company — like  a  ri  1 1 , 
it  pavs  out  90%  of  its  income 
to  shareholders. 

With  a  2()";>  market  share. 
Medallion  doesn't  have  the 
business  to  itself.  Big  banks 
pose  little  threat  since  they 
tend  to  pass  on  small  scale, 
labor-intensive  loans.  The 
company's  stiffest  competitors  are 
local  credit  unions  and  other  small 
finance  firms — .\nd  Medallion  has 
bought  eight  of  them  since  its  ipo. 
The  company  has  tight  relationships 
with  the  25  brokers  authorized  to  deal 
in  New  York  City  taxi  medallions. 
Among  cabbies,  Medallion  is  consid- 
ered the  fairest,  most  flexible  lender. 

Murstein  has  also  sought  out  anoth- 
er immigrant -dominated  industry 
spumed  by  major  banks — dry  cleaners 
.md  laundromats.  Like  taxis,  they  gen- 


Murstein  has 
never  lost 
a  dime  on  his 
loans.  If  he 
had  to,  he 
could  pry  the 
medallion  off 
the  taxi  hood. 


erate  steady  cash  flow  and  are  run  by 
people  willing  to  work  as  hard  as  it 
takes.  Medallion  has  some  $50  million 
in  outstanding  loans  in  the  sector. 
Loans  in  this  and  other  small  business 
areas  have  grown  from  just  a  lew  per- 
cent to  30%  of  Medallion's  portfolio  in 
the  past  few  years.  Given  New  York 
City's  large  immigrant  population  and 
its  deep  penetration  in  the  small  busi- 
ness sector,  the  opportunities  are  huge. 
"There's  a  dry'  cleaner  on  nearly  every 
block  in  New  York,  and  oil  need  financ- 
ing at  some  point,"  says  Murstein.  With 
so  little  competition,  he  can  charge  a 
colossal  13%  on  average 
while  borrowing  at  6.6%. 
The  loss  rate:  just  0.3%. 

Medallion  is  also  tapping 
a  new  and  lucrative  source 
of  income:  taxi-top  adver- 
tising. Only  about  3,800  of 
New  York  City's  12,000 
cabs  have  a  rooftop  display, 
and  Medallion  has  3,500 
of  them   under  contract, 
charging  advertisers  $200  a 
month  per  cab  and  giving 
about  a  quarter  of  that  to 
the    medallion    owners.    Last    year 
advertising  brought  in  $3  million;  so 
tar  this  year  that  figure  has  tripled. 

Murstein  and  his  dad  together  hold 
about  20%  of  the  company  and  are 
each  worth  about  $35  million.  At  20 
times  earnings,  Medallion's  thinly 
traded  Nasdaq  stock  has  slipped  more 
than  10%  from  its  recent  high.  Analysts 
expect  earnings  to  grow  by  23%  a  year. 
The  company  is  placed  to  profit  from  a 
niche  that  can  only  grow  with  the  last- 
growing  immigrant  population.       M 


For  small  merchants, 
the  Internet  is  a  wonderful 
tool  for  growth  that  doesn't 
strain  their  resources. 

Here  we 
are;  come 
and  get  it. 

By  Christine  Foster 

One  of  the  Internet's  most 
unlikely  success  stories  is  a 
hole-in-the-wall  tucked  into 
Manhattan's  Lower  East  Side.  Ralph 
Berg  sells  bras  and  undergarments 
from  the  same  dingy  shop  that  his 
parents,  both  Holocaust  survivors, 
bought  35  years  ago.  But  whereas  his 
parents'  Orchard  Corset  Discount 


Wired:  book  mavens  Kelly  and  Vilnis. 


or  easily  accessible  to 
tesearchers.  "The  top  pharma- 
ceutical companies  have,  on 
average,  half  a  million  com- 
pounds on  file — some  in  the  mil- 
lions." says  Brook  Byers,  part- 
ner at  Kleiner  Perkins  Caufield  & 
Byers.  "Combine  that  with 
genomic  databases  and  you 
have  a  real  need  for  bioinformat- 
ic  software." 

By  cross-referencing  great 
quantities  of  information  from 
different  sources,  such  data- 
bases can  make  drug  discovery 
and  development  more  efficient. 

Accordingly,  Kleiner  Perkins, 


Institutional  Venture  Partners 
and  Mayfield  Fund  last  year 
invested  $10  million  in  Pangea 
Systems,  whose  database  lets 
drug  companies  integrate  pub- 
licly available  genetic  informa- 
tion with  their  own  proprietary 
research. 

Menlo  Park-based  Morgen- 
thaler  Ventures  has  invested 
$3.4  million  in  Molecular  Appli- 
cations Group.  The  Palo  Alto, 
Calif,  company  is  developing 
software  that  collects  in- 
formation about  genes  and  pro- 
teins from  universities  and  pro- 
fessional journals  worldwide  and 


lets  users  manipulate  the  data 
to  create  three-dimensional 
images  of  molecules.  "We  figure 
a  1%  improvement  in  the  drug 
discovery  process  is  worth  $160 
million,"  says  Gary  Morgen- 
thaler,  general  partner  of  Mor- 
genthaler  Ventures. 

DeCode  Genetics,  based  in 
Reykjavik,  Iceland,  has  a  differ- 
ent tack.  It  creates  a  database 
drawn  from  the  Human  Genome 
Project,  as  well  as  information 
from  Icelanders'  homogenous 
gene  pool,  to  track  genetic  dis- 
eases and  develop  appropriate 
drugs.  The  company  has  raised 


$11.5  million  from  venture  capi- 
talists such  as  Alta  Partners  and 
Polaris  Venture  Partners. 

The  granddaddy  of  this  busi- 
ness is  Incyte  Pharmaceuticals 
(Forbes,  June  1).  It  doesn't  actu- 
ally make  drugs,  but  analyzes 
genes  and  helps  drug  develop- 
ers discern  genetic  differences 
between  healthy  and  diseased 
tissue.  Since  going  public  in 
1993,  its  stock  price  has 
jumped  tenfold. 

Most  of  these  companies  are 
not  making  a  lot  of  noise  yet. 
But  stick  around  a  bit. 

-Rita  Koselka 
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Center  catered  to  local  residents,  Berg 
markets  to  the  world.  The  Internet 
has  turned  his  tiny  business  into  a 
global  shopping  site.  Each  week  he 
ships  hundreds  of  orders  to  customers 
as  far  away  as  Australia  and  South 
Africa. 

The  "E"  in  E-commerce  no  longer 
stands  for  "elusive."  Small  retailers  are 
getting  wired — gradually.  Right  now 
just  9%  of  businesses  with  under  five 
employees  have  Web  sites,  according 
to  New  York-based  Access  Media 
International,  but  that's  changing. 
Berg's  business  still  does  less  than  $1 
million  a  year,  but  now  does  it  all  over 
the  world  and  has  a  good  chance  at 
real  growth. 

Berg's  speciality  is  the  hard-to- 
please  customer:  bras  from  size  30  to 
56,  cup  sizes  A  to  I  and  girdles  from 
size  24  to  54.  If  you  can't  find  what 
you  need  at  your  local  store,  go  on- 
line (www.bway.net/orchard_bras/ 
home.html)  from  anywhere  in  the 
world.  When  women  call  him  on  the 
phone,  Berg  directs  them  to  the  site: 
"Do  you  have  a  computer?  You  can 


E-mail  your  order." 

One  drawback:  the  loss 
of  personal  contact.  Berg's 
fitters  have  his  mother's  gift 
for  being  able  to  size  up  a 
customer  on  sight.  They 
can't  do  that  over  the  com- 
puter, but  he  can  confer 
with  women  by  phone 
before  they  place  their 
orders.  The  Web  has  helped  create  a 
loyal  following.  A  Florida  woman 
sent  Berg  a  postcard  thanking  him 
for  selecting  the  right  46F  bra.  "I 
love  you  all,"  she  wrote. 

Rare-book  dealers  Charles  Vilnis 
and  Helen  Kelly  built  their  Web  site 
(www.rarebook.com)  in  1994,  and 
have  seen  revenues  rise  25%.  Instead 
of  300  titles  presented  in  bimonthly 
catalogs,  Boston  Book's  Web  site  lists 
16,000  books  at  a  time.  The  site  is 
updated  at  least  twice  a  month. 

Vilnis  says  the  Internet  is  helping 
produce  more  rational  pricing.  He 
recently  found  six  copies  of  a  scarce 
mid- 19th  century  Japanese  travel 
book  at  prices  ranging  from  $30  to 


What  may  be 
the  ultimate 
cybershopping 
experience: 
finding  that 
46F  bra. 


$1,250.  Pegging  its  true 
value  at  $400  to  $900, 
depending  on  condition, 
he  bought  all  but  the  most 
expensive.  He  figured  that 
the  price  range  was  too 
broad  and  that  he  could 
easily  sell  the  cheaper  ones 
at  prices  closer  to  the  more 
expensive  examples. 
Not  many  tourists  make  it  to  China 
Ranch  in  remote  Tecopa,  Calif.,  near 
Death  Valley.  Since  1995  Brian 
Brown  and  his  wife,  Bonnie,  have 
been  selling  gifts,  as  well  as  shakes, 
cookies  and  bread  from  the  date  trees 
planted  there  in  the  1920s  by  his 
great  aunt. 

But  with  the  addition  of  a  Web  site 
(www.chinaranch.com)  the  Browns 
have  attracted  up  to  300  additional 
visitors  a  year  from  Las  Vegas  and 
southern  California  and  as  far  away  as 
the  East  Coast  and  Canada.  The 
Browns'  revenues  nearly  doubled,  to 
$96,000,  between  1996  and  1997. 
This  year  they  expect  sales  to  climb 
another  25%.  IB 


Floating  in  his  pool  one  day 
John  Long  had  a  bright  idea. 
Thirty  years  later  he  may 
finally  make  money  on  it. 

What  a  blast! 


By  Doug  Donovan 

It's  an  idea  that  could  put  some 
sizzle  back  in  the  $36-billion-a- 
year  beef  industry.  Sarasota,  Fla. 
inventor  John  Baldwin  Long,  78, 
has  developed  a  way  to  turn  the 
cheapest  beef  into  cuts  as  tender  as  sir- 
loin steak. 

How?  By  blowing  the  damned  stuff 
up  with  explosives. 

That's  right — TNT,  instead  of  your 
favorite  meat  tenderizer  or  the  old 
meat-hook  and  freezer  method  used 
by  butchers.  Here's  how  it  works:  Up 
to  500  pounds  of  boneless  bed'  is 
vacuum-packed  in  plastic  bags  and 
lowered  into  a  6-foot-deep  stainless 
steel  tank  embedded  in  concrete,   I  he- 


tank  is  filled  with  water  and  a  pound  or  so  of  explosives 
powerful  enough  to  do  serious  damage  to  a  small  car; 
then  it's  covered  with  an  8-foot-high  stainless-steel 
dome,  and  BOOM! 

The  resulting  shock  waves  pass  through  water  and 
meat  at  the  speed  of  sound,  tearing  tissue  and  relaxing 
muscle  fibers.  The  blast  tenderizes  the  beef,  but  without 
changing  its  basic  consistency.  Net  result:  Cheap  meat 
that  can  taste  as  good  as  the  stuff  that  sells  for  $6  a 
pound. 

Long,  a  former  mechanical  engineer  at  the  Lawrence 
Livermore  National  Laboratory  in  California,  came  up 
with  the  idea  30  years  ago  while  float- 
5  ing  in  his  pool.  For  years  similar  tests 
5  had  failed  because  butchers  packaged 
i  beef  with  bones — and  bones  bounce 
3  shock  waves  inside  meat,  turning  it  to 
pudding.  It  wasn't  until  decades  later 
that  he  wondered  whether  removing 
the  bones  would  do  the  trick.  It  did. 
Today  almost  all  meat  is  de-boned 
before  processing.  We're  talking  26  bil- 
lion pounds  of  beef  produced  each 
year.  Long  hopes  eventually  to  process 
one-third  of  that  total. 

Long  rushed  to  exploit  his  idea. 
After  investing  $150,000  with  a  part- 
ner, Stanford  Klapper,  in  Hydrodyne 
Inc.,  Long  has  won  nearly  $1.3  million 
in  R.Scn  grants.  Virginia  Tech  signed  on 
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Navigating  today's  turbulent 
communications  waters  can  be 
a  difficult  task.  For  decision 
makers  who  need  to  keep  their 
businesses  moving  forward,  the 
job  is  especially  tough. 

At  Bell  Atlantic,  we  think  we've 
found  the  answer. 

A  problem-solving,  work-with- 
you  approach  that  can  make 
discovering  the  right  route  a 
whole  lot  easier. 

Whether  your  business  is  large 
or  small,  our  specially-trained 
representatives   will   work   with 


you  to  analyze  your  needs,  then 
help  you  select  the  products 
and  services  to  fit  them.  Together, 
we'll  find: 

Data  services  that  will  allow  your 
business  to  take  advantage  of 
breakthroughs  in  high-speed 
data  transmission. 

Fast,  dependable  Internet  access, 
backed  with  customer  service 
and  technical  support  to  keep 
your  business  up  to  speed. 

Solutions  for  your  mobile 
communications,  available  by 
phone    twenty-four-hours-a-day, 


seven-days-a-week,  or  from  one  of 
our  many  Bell  Atlantic  Mobile 
Communications  Stores. 

Calling  plans  to  help  you  manage 
your  business  costs,  and  a  host  of 
other  value-added  services. 

Whatever  your  objective,  Bell  Atlantic 
will  work  with  you  to  find  the  most 
etfective  means  of  reaching  it. 

When  it  comes  to  doing  business, 
take  it  from  someone  who  knows 
these  waters. 

Wild  things  are  happening. 
Bell  Atlantic.  We'll  see  you  there. 
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to  help  with  testing.  Brown  &  Root  (a  subsidiary  of  Hal- 
liburton) agreed  to  make,  operate  and  maintain  equip- 
ment for  the  $250,000  prototype  tenderizer. 

Meat  processors  are  sniffing  around  to  see  if  Long's 
idea  is  cost-effective.  He  says  he's  talking  price  per 
pound  with  five  packers.  One  additional  bonus:  The 
shock-wave  method  seems,  in  preliminary  tests,  to  kill 


certain  bacteria,  and  could  thus  extend  the  shelf  life  of 
beef.  The  downside  is  that  Long  now  needs  approval 
from  the  Food  &  Drug  Administration,  as  well  as  tli£ 
U.S.  Department  of  Agriculture,  before  he  can  get  his 
device  to  market. 

Entrepreneurs  require  patience.  Long  seems  to  have  it. 
"I  think  we're  finally  at  the  end  of  the  trail,"  he  says.  H 


How  far  can  you  push  a  brand  franchise? 

As  far  as  smart  marketing  can  take  it— as  Wolverine  has 

shown  with  a  line  of  shoes  named  after  a  famous  tractor. 

What's  in  a  name? 
Whatever  you  make  it. 


By  Carleen  Hawn 

As  any  investor  or  business- 
person  knows,  a  strong 
brand  name  is  one  of  the 
strongest  assets  a  company 
can  have — more  precious  than  cash 
or  real  estate  or  factories. 

But  exploiting  a  brand  name  is 
tricky.  For  example,  the  IBM  brand  is 
powerful  in  business  services  but  has 
been  much  less  so  in  personal  com- 
puters. Ralph  Lauren  is  a  great  name 
to  put  on  soft  goods  but  it  probably 
wouldn't  move  TV  sets. 

Which  is  what  makes  Rockford, 
Mich. -based  Wolverine  World  Wide 
exceptional.  The  $665  million  (1997 
sales)  public  company  made  and  sold 
over  37  million  pairs  of  shoes  last 
year,  making  it  the  U.S.'  largest  man- 
ufacturer of  footwear — even  though 
only  20%  of  its  shoes  are  actually 
made  in  America. 

Wolverine    is    demonstrating   an 

exceptional  knack  for  taking  brand 

names  that  have  nothing  to  do  with 

footwear  and  using  them  as  a  way  to 

move     shoes.     Around     Coleman 

(which  makes  camping  stoves  and 

lamps)  it  has  created  a  successful  line 

of  sports  shoes  and  outdoor  footwear. 

Licensing  the  name  Caterpillar  from 

the  giant  earth-moving  equipment 

maker,  Wolverine  has  created  the 

endy  Cat  walking  shoe  that  sells  tor 

much  as  $120. 

Her  the  last  four  years,  since  it 


first  started  its  kind  of  branding, 
Wolverine's  revenues  have  increased 
1 9%  compounded  annually;  earnings 
have  increased  38%.  This  would  not 
sound  impressive  in  a  high-tech 
industry,  but  shoes  are  about  as  old- 


tech  as  you  can  get.  U.S.  footwear 
unit  sales  have  been  flat  since  1992. 
And,  with  the  exception  of  the 
"white  shoe"  craze  in  the  mid-1980s, 
per  capita  shoe  purchases  have 
remained  virtually  unchanged  for  the 
last  40  years. 

Caterpillar  and  Wolverine  signed  a 
five-year  licensing  agreement,  effec- 
tive Jan.  1,  1994.  That  was  the  start 
of  a  $40  million  marketing  project  for 
Wolverine  that  could  well  serve  as  a 
model  for  brand  building. 

First,  Dean  Estes,  Wolverine's  head 
of  brand  management  and  interna- 
tional sales,  sent  his  staff  to  Caterpil- 
lar's Peoria,  111.  headquarters  for  an 
intensive  day  of  indoctrination. 
Wolverine  staffers  got  a  feel  for  Cater- 
pillar's values  and  what  the  brand 
meant  to  insiders:  power,  ruggedness 


Sho    ir,   off:  brand  manager  Dean  Estes 
a  f  noe  inspired  by  Harley-Davidson.  Yes, 


and  Wolverine's  latest  inspiration— 
they  still  make  Hush  Puppies,  too. 
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What  could  be  better 
than  numbers  like  these? 


Prudential  Equity  Income  Fund  (Class  B) 


1  Year 


5  Years 


10  Years 


44.47>/o   18.64%   16.12% 

Average  Annual  Total  Returns  ended  3/31/98  (including  sales  charges) 


We  think  if  s  the  way  we  achieved  them. 

Sure,  short-term  mutual  fund  performance  may  catch  your  eye.  But  a  proven 
track  record  can  really  hold  your  attention.  So  go  ahead  and  take  a  good  long  look 
at  the  record  of  Prudential  Equity  Income  Fund.  See  how  Prudential's  disciplined 
pursuit  of  consistent,  long-term  results  can  play  a  role  in  your  portfolio. 


Attention 

Retirement 

Investors: 

The  proven  track  record 
and  long-term  outlook 
of  Prudential  Equity 
Income  Fund  may  make 
it  a  smart  addition  to 
your  IRA  or  overall 
retirement  portfolio. 
Talk  to  your  financial 
advisor  to  see  if  the 
fund  is  right  for  you. 


A  smart  choice  for  the 
investor  seeking  a  balance 
of  risk  and  reward.  If  you're 
like  many  investors,  you've  done  well  in 
recent  years  pursuing  an  all-out  growth 
strategy.  Now  you're  looking  to  grow  your 
portfolio  without  taking  on  undue  risk. 
Prudential  Equity  Income  Fund  uses 
bottom-up  analysis  to  find  underpriced 
stocks  offering  strong  capital 
appreciation  potential,  plus  high 
dividend  income  potential.  It's  an 
approach  that  can  help  cushion  against 
market  volatility. 

Put  experience  on  your 
side.  Prudential  Equity  Income  Fund 
has  been  under  consistent  management 
since  1988.  So,  you  can  count  on  the 
expertise  of  a  manager  who  has 


demonstrated  proven  stock-picking 
skills  in  all  kinds  of  markets.  Of  course, 
past  performance  does  not  guarantee 
future  results. 

Find  out  more!  For  more 
complete  information  about  Prudential 
Equity  Income  Fund,  including  charges 
and  expenses,  obtain  a  free  prospectus 
by  calling  your  Prudential  advisor  or 
the  number  below.  Please  read  the 
prospectus  carefully  before  you  invest 
or  send  money. 

1-800-THE-ROCK 

extension  2508 
www.prudential.com 

dm*  Prudential 

Investments 


Performance  for  other  classes  of  shares  vary  due  to  differences  in  sales  charges  and  expenses.  Share  price  and  return  will  fluctuate,  so  that 
you  will  have  a  gain  or  loss  when  you  sell  shares.  Class  B  share  return  takes  into  account  the  contingent  deferred  sales  charge  (CDSC)  of 
5%,  4%,  3%,  2%,  1%  and  1%  over  a  6-year  time  period.  After  approximately  seven  years.  Class  B  shares,  on  a  quarterly  basis,  convert  to 
Class  A  shares,  which  have  lower  overall  expenses.  The  Fund  may  invest  in  foreign  securities,  which  are  subject  to  the  risks  of  currency 
fluctuation  and  the  impact  of  social,  political  and  economic  change.  The  Fund  may  also  invest  in  high  yield  securities  or  "junk  bonds,"  which 
are  subject  to  greater  credit  and  market  risks.  Investing  in  foreign  securities  or  high  yield  securities  may  result  in  greater  share  price  volatility. 
Shares  of  the  Fund  are  offered  through  Prudential  Securities  Incorporated,  member  SIPC,  1  99  Water  Street,  New  York,  NY  1  0292,  and 
Pruco  Securities  Corporation,  213  Washington  Street,  Newark,  NJ  07102,  both  subsidiaries  of  The  Prudential  Insurance  Company  of  America. 
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Some  people  wonder,  "Is  there  life  out  there?" 
We  wonder,  "How  many  bearings  do  they  need?" 


Wherever  wheels  or  shafts  turn,  Timken  bearings  allow  them  ITH  W1  "Wk  W  "WW  "W^  TkT 

to  turn  with  less  friction.  That  means  vehicles  can  go  farther  Iwl    im.  m^   Iw 

and  machines  can  do  more  with  less  energy.  Where  productivity  ■"  ™  ™  *  ™  A  Jki  JLl  X  w 

and  performance  are  critical,  Timken  bearings  and  steel  are  in         

demand.  Everywhere  we  look,  we  see  limitless  opportunities.  worldwide  leader  in  bearings  and  steel 
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and  high  quality.  There  were  lectures 
about  the  proper  use  of  the  Cat  name 
and  logo — even  its  colors  (yellow  and 
black).  "We  were  infused  with  yellow 
blood,"  recalls  a  Wolverine  staffer. 

Back  home,  Wolverine  marketers 
convened  15  designers,  product  man- 
agers, engineers  and  quality  con- 
trollers to  discuss  the  idea  of  a  shoe 
that  would  appropriately  express  one 
tough  piece  of  machinery.  Slippers 
and  Hush  Puppies — existing  Wolver- 
ine lines — wouldn't  "transfer  the 
brand,"  as  they  say  in  the  trade. 
"They  not  only  had  to  be  functional 
and  comfortable,"  says  design  and 
product  manager  Larry  McClelland. 
"They  had  to  remind  consumers  of 
Caterpillar." 

McClelland  ordered  his  creative 
staff  of  one  designer  and 
two  engineers  into  the  field. 
They  took  pictures  of  Cater- 
pillar equipment  treads  and 
tracks.  Then  they  drew 
sketches  and  blueprints  of 
shoe  soles  that  mimicked 
tire  patterns. 

They  went  back  and  pro- 
duced a  shoe  that  evokes  an 
image  similar  to  that  of  a 
tractor  and  woven  with  a 
Cat-like  name,  T-3  Cat. 
They  designed  a  ribbed 
cushioning  system  for  the 
Cat  work  boots  with  a  cush- 
ion inside  a  cavity  in  the 
ordinary  sole.  The  inner  sole 
compresses  under  the  pres- 
sure of  walking,  thus  reduc- 
ing wear  on  the  outer  sole. 
The  patent  is  dubbed 
Hidden  Tracks — with  trans- 
lucent rubber  on  the  outer 
sole  so  consumers  can  see 
the  actual  mechanism.  On  more 
casual  shoes,  designers  adapted  repli- 
cas of  Caterpillar  nuts  to  use  as  eye- 
lets for  shoelaces.  To  further  leverage 
the  brand,  every  shoe  style  includes  a 
scaled-down  replica  of  a  Caterpillar 
earthmover  embossed  at  the  ankle. 

The  designer's  drawings  were 
turned  into  three-dimensional 
wooden  models,  or  sewn  by  hand 
into  leather  specs  in  a  prototype  lab 
at  Wolverine  headquarters.  Wolverine 
staffers  debated  the  features  and  pos- 
sible drawbacks  of  each  model  at 
meetings     with     Caterpillai      and 


Wolverine's  top  brass. 
Some  designs  were  junked; 
others  were  simply  revised. 
Since  quality  was  impor- 
tant both  to  the  tractor 
company,  which  is  jealous 
of  its  reputation,  and  to  the 
shoe  company,  which 
wanted  a  premium  price, 
John  Burch,  a  quality  and 
control  officer,  had  to  test 
each  prototype  McClel- 
land's  staff  produced.  Every 
day  for  nearly  six  months,  Burch  sent 
style  specs  and  sole  demos  to  a  lab  in 
Taichung,  Taiwan.  There,  models 
were  cut  in  half  with  band  saws,  soles 
pulled  across  tension  girders  and  per- 
formance leathers  put  through 
weather  treatments,  all  to  make  sure 


The  shoes 
"had  to  be 
comfortable," 
says  a  product 
manager,  and 
"had  to  remind 
consumers 
of  Caterpillar." 
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Toughest  walking  shoes  on  earth:  Wolverine's  McLin 


they  met  quality  standards. 

When  the  first  Hidden  Tracks  pro- 
totype came  in,  Burch's  people  in 
Taichung  found  that  it  squeaked  too 
much.  Back  to  the  drawing  board  for 
McClelland.  Arduous  work:  For 
every  100  sketches  and  prototypes 
produced  by  his  group,  only  7  ever 
made  it  into  final  production. 

The  folks  in  marketing  were  busy, 
too.  Managers  Donna  McLin  and 
Valerie  Frankfort  hit  up  retail  stores 
to  check  out  shoe  displays.  This  they 
knew  was  another  w  ay  to  differenti- 
ate their  brand  from  others.  "We 


wanted  in-store  displays 
that  would  break  through 
the  clutter  but  still  com- 
municate the  core  values  of 
Cat,"  recalls  McLin.  Wol- 
verine's original  design 
ideas,  depicting  construc- 
tion sites  and  tool  rooms, 
were  much  too  generic. 
McLin  dropped  in  on  a 
local  Cat  dealership,  where 
she  looted  the  shelves  for 
replacement  parts  and 
equipment  manuals  to  dump  on  the 
desks  of  her  designers. 

The  result?  In-store  displays, 
placed  on  register  counters,  held 
together  by  authentic  Caterpillar 
bolts.  The  Wolverine  folks  also 
dreamed  up  free-standing  replicas  of 
Caterpillar  tractor  treads,  in 
gray,  black  and  yellow,  to 
display  the  shoes.  They  came 
up  with  a  catchy  slogan  for 
the  $250,000  worth  of  ads 
in  the  trade  press:  "Tough- 
est equipment  on  earth." 

The  first  150,000  pairs  of 
Cats — 28  different  models, 
mainly  work  shoes  and  out- 
door boots — hit  the  stores 
in  the  spring  of  1994.  By 
the  end  of  1995  Cat  shoe 
sales  jumped  globally  to  3.2 
million  pairs  (a  wholesale 
value  of  $144  million), 
from  1 .9  million  pairs  for  all 
of  1994. 

In  1997  Wolverine  sold 
nearly  8  million  pairs  of  Cat- 
branded  shoes  in  over  109 
countries — generating  more 
than  half  of  the  $800  million 
in  retail  sales  of  all  Caterpil- 
lar-licensed merchandise. 
(Neither  company  will  divulge  the 
details  of  the  licensing  agreement.) 

Wolverine  recently  extended  the 
Cat  line  with  the  addition  of  Cat 
"Marine  Power"  styles — inspired  by 
Caterpillar's  boating  engines. 

Next:  Impressed  by  what  Wolver- 
ine did  with  the  Caterpillar  name, 
Harley- Davidson  licensed  its  sexy 
name  to  Wolverine  for  a  line  of  boots 
and  fashion  shoes  that  will  hit  the 
market  this  September. 

Amazing  what  you  can  do  when 
you  push  a  brand  line  just  a  bit 
harder  than  anyone  else.  WM 
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Our  engineers  designed  the  new 
Chrysler  LHS  with  two  goals  in  mind. 


it  screams  luxury. 
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One  of  the  most  noticeable  features  of  the  all-new  st ,  i  ots  new  standards  in  automotive  design;  yet, 

Chrysler  LHS  is  that  it  gives  you  the  luxury  of  driving  one  sc  its  lines  still  feel  classic.  Similarly,  its  perfor- 

of  the  most  strikingly  beautiful  shapes  ever  to  leave  the  r  nineering  also  brings  together  two  seemingly 

Chrysler  design  studio.  Its  sophisticated  and  advanced  haracteristics:  the  feel  of  a  smooth,  luxurious 
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ie  and  the  exciting  performance  of  a  sports  sedan. The  latter  traction  control  system.  All  standard.  All  for  the  driver  who 

?ing  the  result  of  a  3.5  liter,  24-valve,  all-aluminum,  253  believes  performance  and  luxury  should  go  hand  in  hand, 

jrsepower  engine;  speed-sensitive  variable-assist  steering;  The  all-new  Chrysler  LHS.  While  no  car  can  be  all  things  to  all 

four-wheel  independent  suspension;  and  even  a  low-speed  people,  the  all-new  LHS  is  engineered  to  be  all  things  to  you. 
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ing wear  on  the  outer  sole. 
The  patent  is  dubbed 
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lets for  shoelaces.  To  further  leverage 
the  brand,  every  shoe  style  includes  a 
scaled-down  replica  of  a  Caterpillar 
earthmover  embossed  at  the  ankle. 

The  designer's  drawings  were 
turned  into  three-dimensional 
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they  met  quality  standards. 
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McLin  dropped  in  on  a 
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she  looted  the  shelves  for 
replacement  parts  and 
equipment  manuals  to  dump  on  the 
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placed  on  register  counters,  held 
together  by  authentic  Caterpillar 
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display  the  shoes.  They  came 
up  with  a  catchy  slogan  for 
the  $250,000  worth  of  ads 
in  the  trade  press:  "Tough- 
est equipment  on  earth." 

The  first  150,000  pairs  of 
Cats — 28  different  models, 
mainly  work  shoes  and  out- 
door boots — hit  the  stores 
in  the  spring  of  1994.  By 
the  end  of  1995  Cat  shoe 
sales  jumped  globally  to  3.2 
million  pairs  (a  wholesale 
value  of  $144  million), 
from  1 .9  million  pairs  for  all 
of  1994. 

In  1997  Wolverine  sold 
nearly  8  million  pairs  of  Cat- 
branded  shoes  in  over  109 
countries — generating  more 
than  half  of  the  $800  million 
in  retail  sales  of  all  Caterpil- 
lar-licensed merchandise. 
(Neither  company  will  divulge  the 
details  of  the  licensing  agreement.) 

Wolverine  recently  extended  the 
Cat  line  with  the  addition  of  Cat 
"Marine  Power"  styles — inspired  by 
Caterpillar's  boating  engines. 

Next:  Impressed  by  what  Wolver- 
ine did  with  the  Caterpillar  name, 
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$28.995  fully  equipped* 

1 

From  the  first  moment  you  get  your  hands  on  the  all-new 
1999  Chrysler  LHS,  one  point  comes  through  loud  and  clear: 
This  is  a  true  luxury  sedan  that  won't  leave  you  wanting 
for  more.  From  its  Swiss  watch-like  gauges  to  its  electro 

luminescent  cluster  lighting  to  its  leather-trimmed  heated 
front  seats  to  the  most  intelligent  personalized  driver 
seat  memory  system  in  its  class,  the  all-new  Chrysler  LH 
not  only  exudes  quality,  it  flat-out  spoils  you  around  ever 

'Base  MSRP  includes  destination  Tax  and  options  extra 


turn,  no  matter  how  sharp.  For  the  music-loving  driving  senses.  The  all-new  Chrysler  LHS.  To  find  out  additional 

enthusiast,  there's  a  truly  remarkable  240-watt,  nine-  information,  call  1.800.CHRYSLER  or  visit  our  Web  site  at 

SP'  D  stereo  system  that  makes  sure  your  ears  www.chryslercars.com  to  learn  more  about  the  extremely 

en  ame  high-quality  treatment  as  the  rest  of  your  quiet  luxury  car  you're  sure  to  be  hearing  a  lot  about. 
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ie  and  the  exciting  performance  of  a  sports  sedan. The  latter  traction  control  system.  All  standard.  All  for  the  driver  who 

ing  the  result  of  a  3.5  liter,  24-valve,  all-aluminum,  253  believes  performance  and  luxury  should  go  hand  in  hand. 

jrsepower  engine;  speed-sensitive  variable-assist  steering;  The  all-new  Chrysler  LHS.  While  no  car  can  be  all  things  to  all 

four-wheel  independent  suspension;  and  even  a  low-speed  people,  the  all-new  LHS  is  engineered  to  be  all  things  to  you. 
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►  starting  your  own  BUSINESS 

Sinanet  showed  how  to  make 

[the  World  Wide  Web  speak  Chinese. 

A  new  medium 
for  the  masses 

By  Josephine  Lee 


Main  characters,  from  right  to  left:  Sinanet  Chief  Executive  Chiang; 
Chief  Financial  Officer  Dion  Lim;  Tsiang  and  Hong. 


When  Chinese  speakers  around  the  world  wanted 
an  update  on  the  kidnapping  of  Taiwanese  pop 
singer  Pai  Ping-ping's  daughter,  they  tapped 
into  a  little-known  Web  site  called  sinanet.com. 
The  same  site  received  more  than  8  million  hits  a  day  after 
a  China  Airlines  jet  crashed  last  February,  killing  203  people. 
There  are  more  than  twice  as  many  Chinese  speakers  as 
English  speakers  in  the  world,  but  relatively  few  Web  sites 
cater  to  them.  Which  explains  why  this  Web  site  was  an 
instant  success.  Each  month  600,000  people  visit  it  for  its 
free  E-mail,  English  lessons  and  real-time  news  from 
Taiwan.  They  can  also  call  a  dating  service,  trade  stocks  and 
shop  for  groceries,  books  and  computers. 

Sinanet  aggregates  content  in  much  the  same  way  that  a 
Web  portal  like  AOL  does — but  in  Chinese,  spoken  in 


Taiwan,  in  most  of  the  People's  Republic  of  China  and  by 
more  than  30  million  ethnic  Chinese  across  the  globe. 
Sinanet  estimates  that  by  the  year  2001  more  than  19  mil- 
lion people  will  surf  the  Web  in  Chinese,  1.1  million  in  the 
U.S.  alone. 

Cupertino,  Calif-based  Sinanet.com  began  life  in  early 
1995  as  an  exercise  in  fooling  around.  Stanford  University 
students  Jack  Hong,  now  30,  Benjamin  Tsiang,  28,  and 
Hurst  Lin,  33,  were  tinkering  with  Hong's  software,  writ- 
ten to  publish  mechanical  drawings  for  the  Web,  when  they 
discovered  they  could  modify  the  graphical  interface  to  post 
Chinese  characters  on  the  Internet.  They  created  a  Web  site 
and  offered  the  latest  news  from  Taiwan. 

Popular  move:  By  summer  1995  the  site  was  getting 
250,000  hits  a  day — enough  traffic  to  clog  a 
Stanford  network.  Angry  university  authorities 
ordered  the  trio  to  relocate  the  nettlesome 
server. 

First  they  looked  for  a  backer.  Local  venture 
capitalists,  barely  used  to  the  idea  of  Yahoo!, 
weren't  interested.  Through  a  network  of  Chi- 
nese engineers,  Lin  hooked  up  with  Ken  Tai,  a 
Taiwanese  venture  capitalist  and  cofounder  of 
Acer  Corp.,  the  giant  PC  maker.  Impressed,  Tai 
offered  a  network  for  the  site.  Then,  through 
Ben  Tsiang's  grandfather,  the  trio  met  Ter-Fung 
Tsao,  chairman  of  Standard  Foods  in  Taiwan 
who,  with  Tai,  kicked  in  nearly  $500,000. 

Now  to  find  a  guy  to  run  the  company.  Again, 
connections  paid  off.  Acer's  Tai  introduced  them 
to  Daniel  Chiang,  president  of  Trend  Micro 
Inc.,  a  $60  million  (sales)  maker  of  antivirus  soft- 
ware, who  became  chief  executive  and  took  a 
20%  equity  stake,  including  stock  options. 
Chiang  raised  $3  million  from  a  group  of  tech- 
nology buffs  and  companies,  but  kept  50%  of 
Sinanet  for  the  founders,  early  backers  and 
employees. 

Two  Taiwanese  brokerage  firms — Polaris 
Securities  and  Kong  Cheng  Securities — signed 
on  as  sponsors,  as  did  a  Chinese -language  book 
retailer.  While  taking  the  elevator  at  a  technolo- 
gy conference  two  years  ago,  Chiang  ran  into 
Christos  M.  Cotsakos,  chief  executive  of 
E*Trade.  Eventually,  E*Trade,  many  of  whose  clients  have 
Chinese  surnames,  agreed  to  advertise  on  Sinanet. 

A  conference  this  year  threw  Chiang  together  with 
George  Bell,  chief  executive  of  Excite.  Their  discussions 
resulted  in  a  recent  revenue-sharing  agreement:  Excite 
becomes  the  full-text  search  engine  partner;  Sinanet  will  get 
a  share  of  any  resulting  advertising  revenues. 

Profits?  Hey,  this  is  the  Internet.  After  a  cumulative 
investment  of  $3.5  million,  the  company  has  lost  nearly  $3 
million.  Revenues  last  year  were  just  $500,000  and  this  year 
may  hit  $2.5  million.  Meanwhile,  Sinanet  faces  daunting 
competition.  In  May  Yahoo!  launched  a  Chinese  Web  direc- 
tory; AOL  will  soon  offer  Internet  service  in  Chinese. 

But  who  knows?  On  the  Internet  these  days,  almost  any- 
thing can  happen.  Mi 
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Episcopal  priest  Philip  Lance  delivers  jobs  with  his  sermons. 

God  is  his  business  planner 


By  Susan  Adams 

The  Reverend  Philip  Lance 
gets  down  on  his  knees  in  the 
bathroom  of  the  St.  Barnabas 
Senior  Center  to  inspect  some 
ugly  black  marks  along  the 
baseboard.  He  bickers  in 
Spanish  with  a  janitor  who 
insists  the  marks  aren't  his 
fault,  all  the  while  hectoring 
Lance  for  a  raise. 

Is  this  any  job  for  an  Epis- 
copal priest?  Absolutely,  says 
Lance,  39.  He's  minister  of 
Pueblo  Nuevo,  a  145-member 
congregation  he  founded  in 
1992.  He  also  runs  a  janitori- 
al service  and  a  thrift  store  that 
employ  38  people  in  the 
blighted  MacArthur  Park 
neighborhood  of  downtown 
Los  Angeles.  He  regards  the 
two  businesses  as  vital  parts  of 
his  mission. 

Growing  up  the  son  of  aca- 
demics in  Eugene,  Ore., 
Lance  wanted  to  be  a  minis- 
ter since  he  was  13.  In  1992 
he  was  working  part  time  at 
All  Saints'  Church  in  Beverly 
Hills — one  of  the  nation's  ■■ 

toniest  Episcopal  congrega- 
tions— where  folks  like  bil- 
lionaire Donald  Bren  are  members. 
But  that  wasn't  what  Lance  had  in 
mind  when  he  went  into  the  ministry. 
"The  heroes  of  the  Christian  faith  try 
to  make  a  difference  in  the  lives  of 
the  poor,  of  people  who  are  margin- 
alized and  depressed,"  says  Lance.  "If 
I'm  going  to  be  successful  in  my 
career,  I  have  to  do  that." 

When  the  rector  at  All  Saints' 
asked  Lance  to  explore  starting  a  mis- 
sion in  a  poor  neighborhood,  Lance 
went  door-to-door  in  MacArthur 
Park,  talking  to  Latino  residents. 
Many  were  survivors  of  civil  wars  in 
Nicaragua  and  El  Salvador.  Their  suf- 
ferings had  made  them  skeptical 
about  religion:  If  God  is  all-merciful, 
how  can  God  permit  such  things? 
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Reverend  Philip 
Lance  and 
gang-member- 
turned-janitor 
Alex  Escobar. 


Soon  Lance  was  conducting  Sunday 
worship  services  for  a  small  group  of 
poor  Latinos  at  the  diocesan  head- 
quarters. One  Sunday,  more  than  a 
dozen  families  came,  children  in  tow. 
When  the  archdeacon  caught  bunch- 
es of  kids  running  around  unattended, 
Lance  was  asked  to  leave. 

So  the  congregation  started  meet- 
ing in  MacArthur  Park,  with  police 
helicopters  buzzing  overhead,  drug 
dealers  loitering  nearby,  fire  engines 
screaming  past.  Homeless  people 
joined  in  the  post-service  picnic. 

The  church  leaders  were  still 
grumpy  about  Lance's  ministry. 
Lance  had  no  insurance  and  no 
money.  "It  forced  me  to  think,"  he 
recalls.  "How  are  we  going  to  do  this 


as  a  by- our- own -bootstraps  effort?" 
Lance  decided  to  open  a  thrift 
store  because  he  figured  it  would  be 
easy  for  him  to  run,  didn't  take  a  lot 
of  skilled  workers,  and  he  could  hit 
up  wealthy  churches  for  donations  of 
clothing  and  other  articles.  The 
diocesan  pooh-bahs  gave  him  S5,000 
to  rent  an  old  storefront  to  house  the 
store  and  serve  as  a  meeting  place.  All 
Saints'  gave  him  S 1 ,000  a  month  and 
lots  of  stuff  to  sell. 

Today  the  shop  is  taking  in  $15,000 
a  month,  but  Lance's  next  business 
flopped.  Like  many  entrepreneurs,  his 
ambition  got  ahead  of  his  know-how. 
After  being  asked  if  his  job  seekers 
did  housework,  Lance  leapt  into  the 
household-help  business.  Gardening, 
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handiwork,  cleaning — you  name  it,  his 
workers  did  it,  charging  just  S8.50  an 
hour.  Lance  hadn't  factored  in  liability 
insurance  and  workers'  compensation 
costs.  "We  were  moving  huge  boul- 
ders, hauling  trash  and  basically  losing 
money  hand  over  fist,"  he  recalls. 
He  realized  he  needed  some  busi- 
ness training.  The  Washington, 
~H|   D.C. -based  Catholic  Campaign 
-  i   for  Human  Development  came 
up  with  S5,000  that  he  and  two 
of  his  workers  used  in  1994  to 
take  a  business  planning  course 
at  the  University  of  Southern 
California.  With  this  training 
Lance  drew  up  a  sensible  busi- 
ness plan  far  a  janitorial  service. 
On  the  strength  of  that  plan, 
the  Catholic  Campaign  award- 
ed  him   another   $20,000   in 
startup  capital. 

Disillusioned  with  what  he 
had  seen  of  the  traditional  top- 
down,  government-funded 
social  services  model,  and  now 
equipped  with  some  knowl- 
edge of  business,  Lance  decid- 
ed on  a  capitalistic  approach. 
The  janitorial  service  would  be 

Ba  profitmaking  enterprise. 
After  six  months  on  the  job, 
employees  can  apply  to  be 
owners.  If  accepted,  a  worker 
pays  $500  through  payroll 
deductions  tor  a  1%  stake. 
The  company  now  has  16 
owners  and  adequate  insur- 
ance. Revenues  are  $33,000  a 
month  and  growing.  Janitors 
make  from  $6  to  $7.50  an 
hour,  plus  paid  vacation. 

But  what's  a  Horatio  Alger  story 
without  Alger?  Well,  there's  Jennifer, 
t formerly  homeless,  who  used  to  deal 
and  smoke  crack.  She's  now  a  20- 
hour-a-week  thrift  store  employee, 
drug-free  for  seven  months.  Edith 
Velazquez  used  to  sell  boiled  corn  cobs 
on  the  street.  Now  she's  managing  die 
thrift  store  and  studying  English. 

Like  any  good  businessperson, 
Lance  is  expansion-bent.  He's  trying 
to  buy  a  building,  and  is  creating  a 
charter  school,  and  an  after-school 
program  for  teens  as  an  alternative  to 
gangs.  "I  get  a  charge  out  of  creating 
things,"  he  says,  adding  that  there  are 
many  other  ways  to  do  God's  work 
besides  preaching  on  Sundays.       H 
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A  pair  of  legendary  investors  are  cashing  in  their  stock 
market  chips.  This  recalls  an  ominous  precedent. 

Gashing  in 
the  chips 


By  Bernard  Condon 

"If  we're  not  going  to  do  any- 
thing," Joseph  Steinberg,  president  of 
Leucadia  National  Corp.,  told  share 
holders,  "then  you,  the  owners, 
shouldn't  have  to  pay  for  overhead." 
With  that,  he  announced  that  he  and 
Chairman  Ian  dimming,  57,  were 
planning  to  liquidate  the  company. 

As  far  back  as  1994,  Steinberg  and 
dimming  were  predicting  a  major 
correction  in  the  stock  market.  So  far, 
they  have  been  wrong,  but  as  the  Dow 
Jones  industrials  have  climbed  from 
4000  to  9000,  they  have  become  in- 
creasingly frustrated  in  their  search  for 
places  to  put  Leucadia's  $2  billion  in 
cash  .\\u\  notes.  So  they  plan  to  return 
its  $4.5  billion  in  assets  to  sharehold- 
ers. Of  that,  about  a  third  will  go  to 
Steinberg  and  dimming,  who  got  to 
know  each  other  at  Harvard  Business 
School  in  the  late  1960s. 

Cumming  and  Steinberg  won't  talk 
to  the  media — Forbes  included — but 
their  impressive  record  speaks  for 
itself.  Under  their  management,  Leu- 
cadia's stock  has  risen  from  a  split- 
adjusted  8  cents  a  share 
in  1978  to  a  recent  $35 
as  they  bought  compa- 
nies, turned  them 
around  and  either  sold 
them  or  tucked  them 
into  Leucadia's  portfolio 
of  businesses. 

And  now  they  are 
quitting.  Old-timers  are 
reminded  of  a  somewhat 
similar  liquidation  nearly 
30  years  ago  when  a 
young  hotshot  investor 
named  Warren  Buffett 
wound  up  the  holdings 
he  managed  for  investors 
and  returned  the  money 


Leucadia's  Ian  M.  Cummin 
Calling  a  market  top? 


he  had  so  brilliantly  managed  for  them. 
Buffett  explained  that  he  could  no 
longer  find  sufficient  bargains.  There 
followed  one  of  the  more  dismal  peri- 
ods in  U.S.  stock  market  history. 

Steinberg  and  Cumming  may  or 
may  not  be  as  prescient  as  Buffett,  but 
they  have  been  downright  smart 
investors.  In  1978  they  joined  Leuca- 
dia, then  known  as  Talcott  National. 
It  was  a  factoring  and  consumer 
finance  company  that  owned  a  lot  of 
real  estate  and  potentially  valuable  tax- 
loss  carryforwards — but  it  was  saddled 
with  a  negative  $7.7  million  in  net 
worth  and  $340  million  in  debt. 
Bankers  were  threatening  to  foreclose. 
Steinberg  and  Cumming  bought 
control  with  $100,000  of  their  own 
and  $1.2  million  from  others,  mostly 
former  colleagues  at  brokerage  Carl 
Marks  &  Co.  in  New  York.  The  pair 
set  up  shop  at  a  single  desk  in  a 
rented  Manhattan  office,  sifting 
through  possible  deals  to  utilize  the 
tax  credits.  They  dabbled  in  green- 
mail,  flipped  some  properties  and 
even  rode  on  the  suc- 
cess of  other  investors 
(see  time  line,  p.  92). 

By  1986  they  had 
accumulated  enough 
cash  and  credit  to  swing 
a  major  deal.  Baldwin- 
United  was  an  early  big 
winner  for  them.  This 
bankrupt  conglomerate 
had  been  run  into  the 
ground  by  the  notori- 
ous Morley  Thompson, 
who  was  exposed  in  a 
legendary  Forbes  mag- 
azine article  in  1982. 
Leucadia  spent  $107 
million  buying  up  debt 
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Deals  that  drove  the  stock 


April  1979: 

Buys  53%  of 
Talcott  National 
for  $1.3  million. 
Sells  core  fac- 
toring business 
for  $100  million 
a  year  later. 

1982: 

Starts  investing 
with  LBO  firm 
Jordan  Co.  By 
1995  gets  $74 
million  from 
investment  of 
$34  million  in 
more  than  50 
companies. 


1984: 

Avco  Corp. 
greenmail.  Buys 
$77  million 
worth  of  stock. 
Avco  buys  it 
back  within  a 
year  for  a  $61 
million  gain. 


November  1986: 

Spends  $107 
million  buying 
up  debt  in  bank- 
rupt Baldwin- 
United,  which 
includes  a  prof- 
itable insurer  of 
NYC  cabbies. 
Initial  $8.80  a 
share  invest- 
ment rises  to 
$32  in  six  years. 


August  1991: 

Buys  Colonial 
Penn  from  Flori- 
da Power  & 
Light  for  $128 
million,  a  third 
of  book  value. 


Spring  1995: 

Buys  7%  of      • . 
Rockefeller 
Center  Proper- 
ties for  $13  mil- 
lion. Sells  a  year 
later  to  Gold- 
man, Sachs  for 
$22  million. 


Fall  1997: 

Sells  Colonial 
Penn  to  Con- 
seCo  and  Jack 
Welch's  GE  Cap 
ital  for  $1.4  bil- 
lion. Total  aver- 
age annual 
return,  includ- 
ing dividends: 
75%. 
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convertible  to  39%  of  the  company. 
The  company's  reorganization  docu- 
ment ran  to  380  pages.  How  could 
Steinberg  and  Cumming  be  sure  of 
what  they  were  buying? 

Well,  they  had  been  studying  the 
company  for  years.  They  knew  it  had  a 
hidden  asset:  surplus  notes  that  would 
become  75%  ownership  in  Empire 
Mutual  Insurance  Co.,  a  profitable 
insurer  of  New  York  cabbies.  The  notes 
were  recorded  on  Baldwin's  books  at 
cost — $25  million.  With  tax-loss  carry- 
forwards and  control  of  Empire,  Leu- 
cadia's original  investment  of  some 
$8.80  a  share  in  Baldwin  would  turn 
into  $32  a  share  six  years  later. 

Leucadia's  biggest  deal  came  four 
years  later.  In  May  1990  Steinberg 
heard  that  Florida  Power  &  Light 


wanted  to  sell  a  moneylosing  insur- 
ance subsidiary  called  Colonial  Penn; 
reinsurers  on  Colonial  Perm's  envi- 
ronmental policies  on  garbage  dumps 
and  chemical  plants  had  gone  broke. 
The  power  company  wanted  out. 
Steinberg  saw  another  jewel:  Colonial 
Penn's  excellently  marketed  auto 
insurance  business.  The  potential  loss 
on  garbage  and  chemical  pollution 
scared  away  most  buyers. 

Steinberg  and  Cumming  bought 
Colonial  Penn  for  $128  million,  or  a 
third  of  book  value.  Four  years  later, 
Leucadia  had  cut  the  underwriting 
expense  ratio  from  23%  to  15%,  one  of 
the  lowest  in  the  industry.  Then  last 
year,  Steinberg  and  Cumming  sold  the 
business  to  Conseco  and  GE  Capital 
for  $1.4  billion — an  elevenfold  gain  in 


The  short  end 

Joseph  Steinberg  and 
Ian  Cumming  have  a 
reputation  for  stiffing 
minority  shareholders. 
After  the  October 
1987  stock  market 
crash  Baldwin-United, 
renamed  Phlcorp,  was 
rrading  as  low  as  $2.75 
a  share.  Holding  39% 
of  the  shares,  Stein- 


berg and  Cumming 
offered  to  buy  out 
other  shareholders  at 
$5  a  share. 

They  felt  safe  offer- 
ing that  price  because 
they  knew  that  Phlcorp 
had  some  seriously 
undervalued  assets 
on  its  books.  Leucadia 
ended  up  having 
to  pay  a  few  million 
to  some  minority 


owners  in  a  1994  set- 
tlement, but  they  made 
the  price  stick.  When 
they  merged  Phlcorp 
into  Leucadia  in  1992, 
stock  they  paid  minori- 
ty shareholders  to  dis- 
gorge at  $5  a  share  was 
trading  as  high  as  $32. 
Moral:  Better  bet 
with  these  guys  than 
against  them. 


just  six  years,  49%  annualized.  "We  are 
afraid  that  in  the  future,  making 
money  in  the  auto  insurance  business 
will  be  like  picking  up  pennies  in  front 
of  a  steamroller — dangerous  and  not 
significantly  rewarding,"  they  wrote  in 
Leucadia's  annual  report. 

In  past  years  Steinberg  and  Cum- 
ming always  found  new  ways  to 
deploy  cash  when  they  cashed  out  an 
investment.  Not  now  "There  is  a  vast 
amount  of  money  sloshing  around  the 
world,"  they  wrote  this  spring  in  what 
may  be  their  last  annual  report.  "No 
matter  how  hard  we  run,  the  hot 
money  has  beaten  us  there." 

Michael  Price,  the  Franklin  Mutual 
portfolio  manager,  has  long  held  Leu- 
cadia shares  in  his  various  Mutual 
Shares  portfolios,  and  he's  sorry  to  lose 
the  security.  He  suspects  that  Steinberg 
and  Cumming  will  not  retire,  but  go 
out  on  their  own  looking  for  bargains 
in  shattered  Asian  economies.  "They'll 
keep  a  stub  out  there,"  Price  says, 
"take  some  time  off  and  then  see 
what's  going  on  in  the  world." 

The  stock  market  didn't  crash  right 
after  Warren  Buftett  cashed  in  his  chips 
in  1969,  but  there  ensued  15  years  of 
a  market  that  was  sometimes  sicken - 
ingly  volatile  and  sometimes  boringly 
drab,  and  it  took  that  long  for  the 
market  to  hit  new  highs.  Maybe  histo- 
ry won't  repeat,  but  Steinberg  and 
Cumming  clearly  think  it  could.      Hi 
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If  your  estate 
is  in  the 
neighborhood 

of  $500,000 

YOU  CAN  STILL 
BECOME  THE 
MILLIONAIRE 


NEXT  DOOR 


Barry  Kaye,  best-selling 
author,  has  optimized 
and  created  fortunes 
for  some  of  America's 
wealthiest  families.  And 
now  he  can  do  the  same 
for  you! 


Advertisement 

CREATE  $1  MILLION  OR  MORE  WITH  YOUR 
EXCESS,  SOCIAL  SECORITY  OR  PENSION  MONEY 

The  self-made  millionaires  or  "almost  millionaires"  next  door  truly 
know  the  value  of  a  dollar.They  have  scrimped  and  saved  to  make 
better  lives  for  themselves  and  their  families.  And  in  so  doing  they 
have  managed  to  amass  a  net  worth  of  approximately  $500,000 
to  $1  million! 

DON'T  MISS  THIS  PHENOMENAL  OPPORTONITY 

If  you  have  accumulated  social  security,  retirement  money  or  any 
other  funds  you  will  not  need  during  your  lifetime,  and  if  you  qualify, 
you  can  create  $500,000  for  as  little  as  $5,500  per  year,  using  Barry 
Kaye's  revolutionary  new  concepts.  You  can  significantly  optimize 
the  value  of  your  estate  and  your  legacy  to  your  loved  ones  and 
charities  beyond  your  wildest  dreams.  And  you  don't  have  to 
change  your  lifestyle  to  do  it! 

YOU  DOY.  Y00  DIE.  IT  PAYS! 

Even  if  your  investments  increase,  due  to  capital  gains,  income 
and  possible  estate  taxes,  there  is  no  firm  equation  that  says  your 
stocks,  bonds  or  real  estate  investments  will  be  there  when  you 
die.  However,  combining  your  "passive"  or  unneeded  money  with 
life  insurance,  the  one  investment  alternative  that  really  works, 
there  is  still  time  for  you  to  build  new  wealth  on  a  scale  that  places 
you  among  the  richest  people  in  America.  While  you  may  think  it 
sounds  too  good  to  be  true,  you  can  still  create  $1  million  or  more 
for  your  heirs!  The  fact  is,  life  insurance  does  perform.  It's  simple 
and  it  can  be  totally  tax  free.  You  buy  the  investment  alternative 
now  and  when  you  die,  IT  PAYS! 

ONE  FREE  PHONE  CALL  TO  800  DIE  RICH 
CAN  SAVE  OR  CREATE  A  FORTUNE 

If  you  want  to  know  more  about  Barry  Kaye's  revolutionary  ideas, 
send  for  his  three-hour  video  seminar,  Make  Millions  Save 
Millions!, and  his  enlightening  book,  The  Investment  Alternative. 
Call  800-343-7424  now  to  place  your  order.  While  calling,  request  a 
free  copy  of  his  24-page  magazine.  Wealth  Creation  And  Preservation, 
and  customized  proposal  showing  how  much  it  would  cost  to  create 
millions  for  your  heirs.  Or  ask  for  a  free  conference  with  an  associate, 
either  in  person  or  on  the  phone.  There  is  never  a  charge  to  you! 


rnjl Barry  Kaye  Associates 

V4*  H  Wealth  Creation,  Optimization  &  Preservation  Specialists 

131  Wealth  Creation  Centers® 

1901  AVE.  OF  THE  STARS'LOS  ANGELES,  CA  90067 

(800)  662-5433  (310)277-9400  FAX  (310)282-0775 

www.barrykaye.com 

All  figures  depend  on  age,  sex,  marital  status  and  non-guaranteed  current  assumptions  of  interest  and  mortality,  using  an  individual  or  last-to-die  life  insurance  policy  based  on  current  law. 
©1998  Barry  Kaye  Associates*  and  Wealth  Creation  Centers® 
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By  Virginia  Posted 


Why  E-mail  is  dangerous 


"If  you  give 
me  six  lines 
written  by  the 
most  honest 
man,  I  will 
find  some- 
thing in  them 
to  hang  him." 


Thanks  to  cop  shows  from  Dragnet  to 
NTPD  Blue,  most  Americans  over  the  age  of 
10  know  that  "anything  you  say  can  and 
will  be  used  against  you  in  a  court  of  law." 
We  think  the  warning  applies  only  to  crimi- 
nal suspects. 

It  doesn't.  Civil  discovery  requires  lawsuit 
defendants  to  produce  just  about  anything 
the  other  side  wants  to  see.  That  means  that 
anything  you've  said  or  written  can  be  used 
against  you  in  a  court  of  law. 

As  Microsoft  has  recently  discovered  (to 
its  chagrin),  "anything"  definitely  includes 
electronic  mail — the  most  outspoken 
medium  around.  People  will  say  things  in 
E-mail  they  wouldn't  say  in  person,  and 
wouldn't  even  think  of  putting  in  a  memo. 
Something  about  the  medium  encourages 
writers  to  disclose  personal  information, 
give  frank  opinions  about  other  people,  tell 
jokes,  pass  on  gossip,  ask  potentially  embar- 
rassing questions,  toss  off  half-baked  ideas 
and  state  things  as  baldly — even  hyperboli- 
cally — as  possible. 

For  an  organization  that  wants  to  encour- 
age creativity,  such  open  communication  is 
invaluable.  So,  for  the  savvy  executive,  is  E- 
mail's  ability  to  circumvent  the  normal  busi- 
ness hierarchy.  In  his  1996  book,  Only  the 
Paranoid  Survive,  then-Intel  chief  Andrew 
Grove  praised  E-mail  for  letting  middle 
managers  tell  him  about  problems  early  on. 
And,  he  said,  "I  witness  more  arguments,  I 
hear  more  business  gossip,  sometimes  from 
people  I  have  never  met,  than  I  ever  did 
when  I  could  walk  the  halls  of  the  one 
building  that  housed  all  Intel  employees." 

But  the  threat  of  litigation  makes  all  that 
great  communication  dangerous.  "Conver- 
sations, good  and  bad,  can  become  stuck 
like  insects  in  amber,  frozen  and  preserved 
for  posterity,"  notes  Joan  Feldman,  presi- 
dent of  Computer  Forensics  Inc.,  a  Seattle- 
based  firm  that  advises  attorneys  on  the  use 
of  computer-based  evidence.  Inflammatory 
E-mail,  Feldman  says,  "is  used  to  provoke  a 
strong  emotional  response  from  juries." 
Since  juries  get  only  a  pinhole  view  of  a 
complex  panorama,  a  single  extreme  mes- 
sage can  have  a  disproportionate  impact. 

Writing  in  the  New  York  Law  Journal, 


Stevens  R.  Miller,  another  on-line  forensics 
expert,  quotes  Cardinal  Richelieu:  "If  you 
give  me  six  lines  written  by  the  most  honest 
man,  I  will  find  something  in  them  to  hang 
him."  For  hanging  honest  men,  Miller 
exults,  "the  computer-sawy  attorney  can 
rely  on  Richelieu's  maxim  for  as  long  as  E- 
mail  remains  in  use." 

Suppose  you  E-mail  an  employee  whose 
project  is  running  late:  "I  don't  want  to  hear 
about  how  it  isn't  working  right.  I  just  want 
you  to  get  the  thing  done."  Is  that  blunt  talk 
from  a  tough  boss  who  doesn't  want  excus- 
es? Or  is  it  an  instruction  to  cut  corners?  You 
can  bet  which  way  a  Miller-inspired  plain- 
tiff's attorney  would  interpret  it. 

Two  major  business  trends  are  colliding. 
On  the  one  hand,  we  have  the  emphasis  on 
making  companies  less  bureaucratic,  less 
mindlessly  formal  and  hierarchical,  and 
more  open  to  ideas  and  feedback  from  all 
employees.  Knowledge  is  the  firm's  key 
asset,  and  sharing  dispersed  knowledge 
among  its  most  important  challenges. 
E-mail  is  a  powerful  tool  in  advancing  that 
vision.  Meanwhile,  ever  expanding  legal  lia- 
bility punishes  open  communication,  partic- 
ularly in  cases  that  hinge  on  intent — from 
revitalized  antitrust  enforcement  to  the 
panoply  of  employment  laws. 

Analysts  who  celebrate  the  freewheeling 
culture  of  the  entrepreneurial  "new  econo- 
my" and  embrace  business  as  a  means  of  self- 
expression  rarely  worry  about  liability  issues. 
Complaining  about  legal  excesses,  they  seem 
to  think,  is  tack)'  and  conservative — some- 
thing "right-wingers"  do. 

In  fact,  "new  economy"  advocates  are 
the  very  people  who  should  be  most  con- 
cerned about  the  legal  system.  Stuck  in  a 
time  warp,  the  litigation  process  threatens 
their  vision  of  economic  creativity.  It 
demands  the  rule-bound  bureaucracy  and 
self-censorship  of  the  Organization  Man 
era.  It  may  do  so  in  the  name  of  "empow- 
ering women"  or  "protecting  competi- 
tion," but  the  message  is:  Keep  your  opin- 
ions to  yourself.  Don't  ask  questions.  Just 
do  what  you're  told.  That  should  worry 
anyone  who  cares  about  innovation,  enter- 
prise or  freedom  of  speech.  M 


Virginia  Pustrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book,  The  Future  and  its  Enemies,  will  be 
published  in  December  by  the  Free  Press.  E-mail:  vpostrel@reason.com 
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ver  underestimate  the  importance  of  people. 
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A  friendly  reminder  from  the  people  who  can  get  the  best  out  of  yours. 


Improving  Business  Results  Through  People 


SPECIAL  ADVERTI 


ong  Kong  Tourist  Association 


THE  HONG  KONG  SAR 


SAME  AFTER  THE  RAIN 


M 


ore  than  one  year  after  the  his- 
toric reversion  of  Hong  Kong 
to  Chinese  rule,  this  former 
British  Crown  Colony  has 
defied  the  skeptics  and  kept  a  firm  grasp 
on  its  status  as  Asia's  premier  financial 
center,  one  of  the  world's  leading  trading 
hubs  and  a  robust  tourism  destination. 
Aside  from  acting  as  the  main  business 
center  for  overseas  Chinese,  it  is  the  gate- 
way to  mainland  China. 

Undoubtedly,  various  challenges  con- 
front the  administration  of  Chief  Executive 
Tung  Chee-hwa  in  the  aftermath  of  the 
July  1997  handover:  shrinkage  in  the 
economy  for  the  first  time  in  more  than  a 
decade,  a  slowdown  in  arrivals  from  some 
tourism  markets,  slightly  increased  unem- 
ployment figures,  a  drop  in  consumption 
and  falling  property  prices. 

But  no  one  can  disregard  the  remarkable 
resilience,  creative  talents  and  energy  of 
Hong  Kong  people.  And  this  has  helped 
the  Hong  Kong  Special  Administrative 
Region  (HKSAR)  withstand  regional  trou- 
bles. "We  have  suffered  pain  before,"  says 
Tung.  "We  can  withstand  the  test."  Little 
wonder  that  the  Hong  Kong  Tourist 
Association  (HKTA),  in  a  recently 
unveiled  campaign,  used  the  moniker 
"City  of  Life"  to  describe  Hong  Kong. 

Tung  has  said  on  many  occasions  that 
Hong  Kong  retains  strong  economic  fun- 
damentals and  that  the  government  has 
introduced  remedies  to  deal  with  the 


By  Michael  Bociurki 


financial  malady.  Through  a  seven-point 
economic  stimulus  package  introduced  in 
late  May,  the  Hong  Kong  Government 
rolled  out  a  US$12.9  billion  tax-cut 
package  and  a  US$30  million,  five-year 
infrastructure  development  plan.  In  order 
to  sustain  confidence  among  foreign 
investors,  who  question  the  stability  of  the 
Hong  Kong  dollar  under  Chinese  sover- 
eignty, officials  pledged  to  keep  the  Hong 
Kong  dollar  pegged  to  the  U.S.  dollar. 

For  foreign  investors  and  businesses, 
Hong  Kong  offers  compelling  reasons  for 
consideration.  The  World  Economic 
Forum  ranked  Hong  Kong  second  in 
competitiveness  among  53  countries 
and  regions  in  its  recently  released  1997 
annual  report.  Hong  Kong  was  ranked 
second  in  1996  as  well. 

On  July  6,  Hong  Kong  opened  one  of 
the  world's  largest  and  most  advanced 
airports  on  the  island  of  Chek  Lap  Kok. 
This  move  is  a  clear  bid  to  boost  the 
island's  competitiveness  and  reaffirm  its 
continuing  role  as  a  leading  center  for  avi- 
ation. With  all  of  its  associated  infrastruc- 
ture, this  US$19.9  billion  undertaking  is 
one  of  the  largest  construction  projects  in 
the  world.  Chek  Lap  Kok  International 
Airport  opened  with  88  gates  and  facilities, 
able  to  meet  the  demands  of  35  million 
passengers  and  three  million  tons  of  air 
cargo  annually.  A  second  runway  and 
associated  facilities  are  set  to  open  by  the 
end  of  this  year. 


Behind  projects  such  as  Chek  Lap  Koll 
is  one  of  the  largest  property  developer! 
in  Hong  Kong.  The  Henderson  Lancl 
Development  Company  has  played  a 
ing  role  in  transforming  Hong  Kong  fror 
a  colonial  outpost  into  one  of  the  world':! 
most  vibrant  business  centers.  The  com- 
pany has  branched  out  into  pursuit;! 
including  project  management,  construc- 
tion,   transportation,    retail,    customet| 
financing,  gasoline  and  hotels.  The  com- 
pany's vast  holdings  extend  all  the  way  tcj 
Beijing. 

Henderson's  principal  associated  com-l 
pany,  Hong  Kong  and  China  Gas  Com- 
pany Ltd.,  is  the  sole  territory-wide! 
supplier  of  piped  gas  into  Hong  Kong.  It! 
invests  heavily  in  the  city's  infrastructure. 
For  the  Chek  Lap  Kok  project,  the  firm  is 
involved  in  the  development  of  the  4.48- 
million-square-foot  Airport  Railway  Hong 
Kong  Station  and  the  construction  of  a 
new  gas  pipeline  linking  the  airport  and  its 
new,  nearby  support  town  with  the  island 
of  Hong  Kong. 

"For  Hong  Kong  to  remain  inviting  to 
foreign  investment,  continued  investment 
in  infrastructure  to  make  the  city  a 
modern  and  efficient  location  for  business 
and  industry  is  imperative,"  says  Hong 
Kong  &  China  Gas  Managing  Director 
Alfred  WK.  Chan.  "We  are  confident 
about  Hong  Kong  because  we  believe  it 
has  the  fundamental  elements  in  its  sound 
financial  structure  and  banking  system,  a 
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Salisbury  Read,  Kowloon,  Hong  Kong.  Tel:  (852)  2366  6251  Fax:  (852)  2722  4170 
Peninsula:  Hong  Kong  •  Manila  •  New  York  •Beverly  Hills  •  Quail  Lodge  Resort  &  Golf  Club  Carmel  •  The  Palace  Hotel  Beijing  •  The  Kowloon  Hotel  Hong  Kong 
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strong  currency  and  a  resilient 
workforce.  That's  why  we  contin- 
ue to  invest  in  the  territory's 
infrastructure  in  order  to  meet  its 
population  growth  and  energy 
demand." 
Along  with  ongoing  infrastruc- 

o  Do 

ture  improvements,  business 
travelers  and  tourists  alike  will 
immediately  sense  that  progress  in 
Hong  Kong  has  not  slowed 
because  of  the  change  in  landlords. 
According  to  a  recent  report  issued 
by  the  Hong  Kong-based  Political 
and  Economic  Risk  Consultancy, 
"The  disruption  to  daily  life  has 
been  minimal  and  Hong  Kong's 
institutions,  like  the  Judiciary  and  Legisla- 
tive Council,  have  continued  to  function 
quite  smoothly" 

Moreover,  in  a  recent  survey  conducted 
by  the  British  Chamber  of  Commerce, 
most  foreign  firms  responded  that  they 
still  had  a  generally  positive  view  of  busi- 
ness conditions  in  Hong  Kong,  and  that 
despite  earlier  fears,  the  handover  had  a 
minimal  negative  impact  on  business. 
"The  main  question  in  the  survey  was  how 
the  change  of  sovereignty  had  affected 
business,"  says  British  Chamber  of 
Commerce  Chairman  Patrick  Paul.  "The 
answer  was,  'Hardly  at  all.'  The  message  is 
clear.  SAR  stands  for  'same  after  the  rain.'" 

Tourism  also  remains  buoyant,  despite  a 
drop  in  arrivals  from  certain  regions. 
HKTA  Executive  Director  Amy  Chan 
states  that  more  people  want  to  come  to 
Hong  Kong  than  anywhere  else  in  the 
region.  "We  are  still  the  most  popular  des- 
tination in  Asia,"  she  says,  adding  that 
more  than  10  million  visitors  came 
last  year.  Some  7%  were  from  the 
United  States. 

Few  destinations  can  match 
Hong  Kong  in  terms  of  excite- 
ment, energy  and  diversity  of 
attractions.  The  streets  are  lined  in 
neon  and  abuzz  with  street  market 
activity.  Pristine  vistas  stretch  out 
amid  rural  settings.  First-class 
accommodations  and  hospitality 
are  accented  by  some  of  the  most 
sumptuous  Chinese  cuisine  in  the 
world.  And  easy  proximity  to 
southern  China  and  several  other 
fascinating    destinations     make 
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Hong  Kong  a  natural  starting  point  for 
visitors. 

"The  key  message  we  want  to  send  is 
that  we  are  still  the  exciting  destination 
people  knew  in  1997,  before  the  hand- 
over," adds  Chan.  "English  is  still  widely 
spoken  here  and  we  are  a  safe  destination." 

While  Hong  Kong  is  a  remarkable 
example  of  a  modern,  energetic  business 
center,  it  retains  important  elements  from 
its  past.  The  Peninsula  Hotel,  a  venerable 
Hong  Kong  institution  and  tourist  attrac- 
tion, boasts  an  alluring  mix  of  the  old  and 
new.  While  the  hotel  offers  its  guests 
modern  amenities  with  which  to  conduct 
business  and  communicate,  it  also  offers 
them  a  chance  to  explore  and  savor  its  old- 
world  charm. 

Recently,  the  hotel  unveiled  a  plan  to 
draw  more  tourists  to  Hong  Kong  by 
showcasing  ancient  Chinese  customs, 
drawing  on  its  70  years  of  hospitality  expe- 
rience. The  food,  cultural  practices  and 


An  expert  in  the  ancient  Chinese  art  of  calligraphy  instructs 
students  of  "The  Peninsiihi  Academy.  " 


traditional  remedies  of  the  world 

oldest  civilization  will  combine 

in    a    memorable    three-night 

four-day  program  called  "Th> 

Peninsula  Academy"  A  feng  shu 

master    will    give    personalizec 

lessons,  chefs  will  escort  guests  tc 

Hong  Kong's  bustling  food  mar 

kets  and  instructors  will  teacr 

participants  the  elegant  art  of  Ta 

Chi  and  the  ancient  Chinese  tea- 

J  drinking    ceremony.    Residen 

I  Manager  Ian  Michael  Coughlar 

I  says  that  program  graduates  wil 

f  be  fully  versed  in  Chinese  culture 

and  cuisine. 

While  it  is  one  of  Hong  Kong'; 
oldest  landmarks  —  The  Peninsula  Hotel 
opened  its  doors  in  December  1928  —  a 
recent  30-story  extension  endowed  it  with 
the  most  modern  of  facilities  for  both 
business  and  leisure  travelers.  "We  are  one 
of  the  oldest  hotels  in  Hong  Kong  and  at 
the  same  time  one  of  the  newest  hotels," 
Coughlan  says.  "This  is  really  what  attracts 
people  to  The  Peninsula." 

The  most  advanced  hotel  technology 
available  today  is  at  the  disposal  of 
business  travelers  and  road  warriors  in  each 
of  the  hotel's  300  rooms,  including  data 
sockets  for  computers,  dual-voltage 
electrical  sockets,  multiple  phone  lines, 
silent  in-room  faxes  and  one  of  the 
best  spas  in  the  region.  And  then  there  are 
the  unique  features,  such  as  a  rooftop 
helipad  and  a  soundproof  music  room, 
complete  with  a  grand  piano.  If  guests 
need  to  leave  for  meetings,  The  Peninsula 
Hotel  is  just  minutes  from  the  Central 
business  district. 

Innovations  like  those  intro- 
duced  within   the   ornate   sur- 
roundings of  The  Peninsula  Hotel 
have  kept  Hong  Kong  the  bustling 
business  center  and  tourism  desti- 
nation it  is  today.  Even  with  the 
ongoing  regional  economic  crisis, 
Hong  Kong  is  weathering  the  tur- 
bulence.   Hong   Kong   officials 
heartily  invite  businesspeople  and 
tourists  to  check  out  the  Hong 
_  Kong     Special     Administrative 
=  Region  for  themselves,  and  to  be 
I  prepared  for  a  pleasant  surprise  as 
%  they  see  how  little  has  changed 
since  the  handover.       ■ 


HENDERSON  LAND  GROUP 


One  of  the  largest  enterprises  in  Hong  Kong  -  Henderson  Land 
Development  Co.  Ltd.  The  group  consists  of  six  publicly  listed 
companies,  with  business  activities  in  real  estate,  hotel,  energy, 
transportation,  travel,  retailing  and  finance. 


6/F,  World-wide  House, 
19  Des  Voeux  Road,  Central,  Hong  Kong. 
Tel:(852)2908  8888  Fax:(852)2908  8838 


Web  Site:  http://www.hld.com 


Towngas   SCADA  system  provides  state-of-the-art  control  and  monitoring  of  the  towngas  network. 
The  system  ensures  a  high  level  of  reliability  so  customers  can  enjoy  uninterrupted  gas  supply. 


Towngas :  Poised  For 
Continued  Success 

As  the  only  territory-wide,  piped  gas 
company  in  Hong  Kong,  and  with  55% 
market  share,  Towngas  is  well-placed 
for  the  new  opportunities  that  will 
come  with  the  city's  projected 
population  growth  over  the  next 
decade.  We  are  committed  to 
expanding  our  business  and  building 
a  brighter  future  for  Hong  Kong. 

Towngas  homepage :  http://www.hhcg.com 

© 

Towngas 


Tit*  Kong  Kong  and  China  Gas  Company  1  mute 


Bill  Gates  and  his  pal  Nobuyuki  Idei 
tell  why  they  think  high  technology  will 
revive  the  Japanese  economy— just  as  it 
did  the  U.S.  economy. 

Technology 
summit 

By  Tim  W.  Ferguson  and  Neil  Weinberg 

Japan  could  do  with  a  bit  of  good  news — and  guess 
who  was  in  Tokyo  last  month  spreading  some?  Bill 
Gates,  the  planet's  richest  man  and  its  most  famous 
missionary  for  technology.  As  the  high-tech  revolu- 
tion made  the  once-stagnant  U.S.  economy  boom, 
Gates  preached,  so  would  it  rescue  Japan's  sick  economy. 
Wherever  Gates  goes,  as  he  did  to  Japan  and  the  rest  of 
shell-shocked  Asia  to  unveil  his  new  Windows  98  operat- 
ing system,  he  carries  with  him  some  of  the  keys  to  the  new 
kingdom.  In  Tokyo  he  appeared  with  executives  of  four 
consumer  electronics  giants.  But  he  had  a  special  date  with 
his  friend  Nobuyuki  Idei,  a  revolutionary  in  his  own  right 
as  president  of  Sony  Corp.,  arguably  the  most  advanced 
and  worldly  of  Japan's  technology  companies. 

Sony's  specialty  is  entertainment  tech.  Microsoft's  is 
information  tech.  The  two  technologies  are  blending,  and 
their  future  together  portends  wondrous  possibilities. 

We  interviewed  Gates  and  Idei  at  a  golf  club  near  Narita 
airport  where  Gates,  an  improving  23-handicapper, 
enjoyed  a  game  with  Idei,  a  practiced  80s  shooter. 

Forbes:  Sony  Chairman  Norio  Ohga  recently 
declared  that  Japan  is  on  the  verge  of  economic  col- 
lapse. What  do  technology  guys  like  you  have  to 
offer  to  get  Japan  back  on  its  feet? 
Gates:  Certainly  if  you  look  at  the  U.S.  economy,  it's  a 
much  better  picture  than  anyone  can  explain.  If  you  talk 
to  Alan  Greenspan  or  many  of  the  intelligent  observers, 
they  think  that  the  use  of  technology  and  the  efficiency  of 
technology  is  a  major  factor  there.  I  certainly  believe  that. 
If  you  look  at  the  innovation  in  our  business,  the  [eco- 
nomic] opportunities  are  incredible. 

During  the  past  five  years  the  information  technology 
industry  has  generated  a  quarter  of  the  U.S.'  real  econom- 
ic growth,  and  it  now  accounts  for  more  than  8%  of  our 
national  output — much  of  that  for  export.  This  pattern  is 
being  repeated  in  varying  degrees  around  the  world.  And 
by  helping  people  work  from  wherever  they  live.  A  Turk- 
ish Web  designer  in  Istanbul  can  work  for  a  company  based 
in  Boston.  This  helps  democratize  wealth. 


Japan  has  a  tradition  of  keeping  information  non- 
public. Isn't  this  a  drawback  in  the  information  age? 
Gates:  I  think  you're  vastly  overstating  any  cultural  imped- 
iment in  Japan  to  using  technology.  Go  back  ten  years  ago. 
Every  article  in  America  was  about  how  Japan  knew  how 
to  do  things  and  we  knew  nothing.  We  had  to  throw  out 
all  our  approaches.  Every  industry  was  going  to  go  over 
to  Japan.  We  didn't  stand  next  to  our  desks  and  sing 
songs,  or  what  was  it  we  needed  to  do? 

Now,  ten  years  later,  other  than  the  U.S.,  what  is  the 
economy  that  has  technology  leaders,  investment  in  edu- 
cation, world  class  excellence?  Certainly  Japan  is  in  much 
better  shape  than  most  European  countries. 
Idei:  Europe  is  very  strong  in  telecommunications,  with 
the  GSM  standard,  and  in  digital  terrestrial  television. 
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'Europe  will  become  stronger  with  the  introduction  of  the 
euro  single  currency. 

Getting  back  to  Japan  .  .  . 

Gates:  The  fascination  with  technology  in  Japan  is  very, 
very  high.  There's  some  work  to  be  done  on  the  com- 
munications infrastructure,  government,  capital  alloca- 
tion, but  the  sort  of  humble  phase  Japan  is  going  through 
is  just  as  valuable  to  Japan  as  the  humble  phase  the  U.S. 
went  through  ten  years  ago  was  to  the  U.S. 
Idei:  More  positive  action  should  be  taken  in  Japan  to 
transform  this  country  to  a  more  American  type 
of  model.  In  that  respect  I  think  we  need  to  change  a  lot. 
Governments  and  politicians  are  not  very  comfort- 
able with  letting  information  flow  freely. 


>  Gates:  When  Martin  Luther  had  a  problem  with  the 
§  religious  hierarchy,  he  printed  100,000  handbills  and  it 
g  was  hard  to  stop,  so  printing  democratized  communica- 
1  tions  quite  a  bit.  The  Internet  takes  it  one  stage  further, 
S  makes  it  tougher  to  block  information.  There  are  not 
5  many  governments  left  that  thrive  on  the  ability  to  block 
information.  Drive  around  China.  There  are  quite  a  few 
satellite  dishes.  We  have  a  research  and  development 
group  in  China,  and  I  don't  think  there'll  be  a  problem. 
I'm  more  worried  about  whether  we  can  hire  as  many 
great  people  as  we  want  than  about  restrictions.  China's 
at  an  early  stage  in  all  this  stuff,  and  it's  amazing  how 
open  things  are,  actually,  given  where  they  are  political- 
ly and  economically. 

Even  before  the  Internet,  communications  were  hard  to 
control,  what  with  printing  presses,  copying  machines  and 
satellite  video.  With  the  Internet  it's  really  hard  to  control. 
Information  can  get  in  and  out  of  countries.  That's  just  a 
fact  of  life.  Probably  a  good  fact. 

Singapore's  government  limits  access  to  newspapers 
and  magazines  that  carry  material  it  objects  to. 
Gates:  Sit  down  and  use  the  Internet.  Tell  me  a  Web  page 
that's  limited. 

In  Singapore? 

Gates:  You  might  nominally  be  breaking  the  law. 

Okay.  I'll  have  to  go  down  to  Singapore  and  log  on 
to  some  of  the  Swedish  sites. 
Gates:  Yeah.  You'll  find  it's  unblocked. 

How  is  the  Internet  changing  the  ways  information 
flows?  How  is  the  Internet  radically  different? 
Gates:  If  you  want  defining  events  for  the  Internet,  you 
could  look  at  something  like  political  elections  and  the 
ability  to  go  and  see  every  speech  a  candidate  has  given. 
To  see  his  votes  and  search  for  the  things  you  care  about. 
Or  go  to  a  chat  room  where  people  kind  of  organize. 

As  you  read  the  newspaper,  coverage  of  an  election  and 
political  news  just  isn't  good  enough.  But  on  the  Inter- 
net it's  fantastic.  It  will  redefine  some  of  those  activities. 
Idei:  Instead  of  meeting  with  Bill  Gates,  you  can  visit  the 
Microsoft  Web  site,  and  you  can  learn  almost  everything — 
who  is  doing  what. 
Gates:  Every  speech  I  give. 
Idei:  The  same  with  me. 

The  Internet  allows  individuals  who  are  interested  in 
politics  to  absorb  more  material,  but  it  has  not  in 
fact  widened  participation  in  voting.  Doesn't  tech- 
nology, in  some  respects,  accentuate  differences 
between  the  uninformed  and  those  who  have  a 
hunger  for  information? 

Gates:  Well,  you  can  draw  people  in.  For  example,  if 
they're  reading  a  news  article  about  a  political  issue,  you 
can  include  how  their  representative  voted.  We  do  that  on 
our  MSNBC  Web  site.  Then  you  can  just  click  and  send  mail 
to  your  representative  and  say  whether  you  agree  or  dis- 
agree. So  the  ease  of  learning  about  things  is  much  greater. 
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I  vote  in  local  elections.  I  don't  know  these  people,  but 
with  the  Web  I  can  just  go  to  a  couple  of  voter  sites  and 
feel  that  I'm  semi-informed.  It's  all  driven  by  curiosity. 
Fortunately,  young  people  in  particular  have  a  lot  of 
curiosity. 

Technology  empowers  people  at  every  level,  and  it 
brings  information  and  participation  to  people  who  never 
before  had  it.  You  will  see  electronic  voting  and  virtual 
town  meetings,  and  all  this  will  gradually  strengthen 
democracies  in  every  country  and  at  every  level. 
Idei:  Technology  is  also  a  problem  in  an  aging  society  [as 
we  have  in  Japan].  I  think  one  of  the  missions  for  Sony  is 
to  make  it  easier  to  use  or  easier  to  access  information  for 
the  older  generation. 


Both  of  your  companies  are  involved  in  WebTV.  What 
have  you  learned  from  WebTV  about  people  who  are 
slow  to  adopt  technology?  How  can  you  broaden  this 
usage  of  the  Internet  to  people  who  generally  would 
not  want  to  go  near  a  computer? 

Gates:  In  WebTV  the  user  interface  is  very  good  so  there 
are  a  lot  of  older  people  using  it,  often  primarily  to  E-mail 
their  grandchildren.  I  view  WebTV  as  in  its  early  stages.  As 
the  hardware  improves,  as  the  speed  of  connections 
improves,  the  concept  of  something  simpler  than  the  PC, 
but  still  interactive,  is  shared  by  Sony  and  Microsoft.  We're 
brainstorming  together  on  that. 

Idei:  In  television's  case  you  can  receive  all  the  infor- 
mation passively;  the  anchorperson  is  a  kind  of  psycho- 
logical link  to  access  these  stations.  But  in  the  case  of  a 
Web  site  I  think  we  need  to  find  something  more.  .  .  . 


What's  important  is  to  bring  the  Web  site  and  the  aver- 
age person  together.  This  is  really  important.  I  don't 
know  what  it  is,  but  I  think  we  should  find  a  way.  That's 
the  reason  Sony  started  many  channels  on  SkyPerfecTv! 
in  Japan.  Channels  are  a  kind  of  knowledge  navigator  to 
find  something  of  interest.  Many  people  will  see  the  sites 
by  seeing  television  first.  These  are  things  we  have  to  do. 
Today's  technology  is  so  vertical  I  think  we  need  col- 
laboration between  Microsoft  and  Sony  to  make  the 
bridge  between  computer-based  technology  and  passive 
viewing  habits. 

Bill,  you  mentioned  "friction-free  capitalism"  in 
your  book  [The  Road  Ahead].  A  buyer  and  a  seller 
can  deal  directly,  and  middlemen  who 
1   don't  add  value  will  disappear.  At  the 
same  time  my  experiences  in  Japan, 
where  I've  lived  on  and  off  for  15- 
plus  years,  show  the  government  is 
very  strongly  committed  to  maintain- 
ing inefficient  mom-and-pop  shops. 
Idei:  We  were  looking  at  Japan  from 
the  helicopter  this  morning,  and  he 
[Gates]   said   there   are   no   shopping 
malls.  [But]  in  all  countries,  all  soci- 
eties, you  have  rulemakers  and  rule- 
breakers.  In  Japan  there  are  a  lot  of 
retailers  who  are  trying  to  break  the  tra- 
ditions. So  they  are  very  prosperous.  In 
Japan  in  five  or  ten  years  the  trend  in 
distribution  will  be  much,  much  closer 
to  the  American  model. 
Gates:  If  you  think  of  the  Internet  as 
sort  of  the  next  stage  [in  retailing],  it 
may  be  more  exciting  to  Japan  than  to 
the  U.S.  because  you  don't  have  the  big 
shopping  centers.  So  if  you  want  to  get  a 
special  kind  of  luggage  or  clothing  or  an 
obscure  book,  it  may  be  that  the  Inter- 
net, compared  to  physical  distribution,  is 
particularly  advantageous.  I  don't  think 
there'll  be  any  restrictions  on  Internet 
shopping. 

What's  next  on  the  technology  horizon? 
Idei:  I  think  parallel  to  the  personal  computer  revolution 
there's  an  explosion  of  digital  cellular.  This  is  already  true. 
Today  in  Japan  digital  phones  have  become  extremely  pop- 
ular. No  one  predicted  that  the  market  would  be  this  big — 
close  to  40  million  mobile  phone  users.  In  the  future,  dig- 
ital cellular  will  have  picture  communication  [potential]  so 
that  kind  of  thing  will  happen  very  rapidly. 

Why  is  this  revolutionary? 

Idei:  Today's  digital  cellular  technology  can  only  handle 
the  transmission  of  voice  and  simple  text  data.  However, 
from  around  2001  the  next-generation  mobile  communi- 
cations service,  called  imt-2000,  will  become  available. 
This  will  be  able  to  handle  transmission  of  moving  pictures. 
Of  course,  even  though  the  technology  will  be  available, 
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it  does  not  necessarily  mean  that  it  will  generate  business. 
What  will  determine  the  strength  of  the  service  will  be  the 
type  of  products,  content  and  lifestyle  that  can  be  provid- 
ed. Xo  matter  how  advanced  the  technology  is,  if  you  are 
not  able  to  create  a  type  of  "killer  application" — in  other 
words,  the  right  combination  of  product,  content  and  ser- 
vice— you  will  not  generate  any  business. 

However,  as  we  enter  the  age  of  multimedia  mobile 
communications  service,  a  company  such  as  Sony  will  be 
in  a  very  strong  position.  By  combining  our  digital  AV  elec- 
tronics expertise  with  our  large  content  library,  Sony  will 
be  able  to  create  exciting  new  applications. 

What  happens  to  Sony's  huge  television  and  content 
businesses? 

Idei:  I  believe  that  the  TV  will  evolve  into  a  "home  gate- 
wav"  for  accessing  a  wealth  of  interactive  services.  This 
will  be  in  addition  to  using  the  TV  for  passive 
viewing.  To  achieve  this,  we  need  to  further 
incorporate  information  technologies,  espe- 
cially software  architecture,  into  consumer 
electronics  appliances. 

Whatever  services  eventually  become  avail- 
able, they  will  most  likely  be  viewed  through 
a  display,  such  as  a  CRT  [cathode  ray  tube], 
an  LCD  [liquid  crystal  display]  or  a  plasma 
panel.  Because  transmission  technologies 
generally  progress  more  quickly  than  display 
technologies,  TVS  may  evolve  into  two  or 
more  separate  units,  such  as  a  display  ele- 
ment and  a  set-top  box. 

Also,  the  distribution  of  content  will  likely 
move  from  a  package  based  system  [such  as 
prerecorded  video]  toward  a  digital  network- 
based  system.  Video-on-demand  is  just  one 
example  of  a  new  service  that  we're  likely  to  ^^^— 
see  in  the  near  future.  Once  the  necessary 
copyright  protection  measures  are  in  place,  we'll  be  able 
to  access  information  about  programming  (such  as  a  pro- 
hie  of  an  actor  appearing  on-screen),  to  buy  our  favorite 
music  and  even  to  send  and  receive  AV  content  to  our 
friends. 

Gates:  The  thing  people  are  not  paying  attention  to  is  that 
as  we  make  the  computer  speak,  listen,  learn,  see — it 
becomes  a  very  different  thing.  One  tablet  you  carry 
around.  High  enough  resolution  that  you  feel  like  reading 
off  of  it.  You  can  talk  to  it.  It  can  talk  to  you.  It  can  see 
who's  there.  Those  things — the  naturalness  of  interaction — 
are  probably  in  the  next  five  years,  and  certainly  in  the  next 
ten.  So  your  TV  set  will  see  who's  coming  in  the  room  and 
interact  because  the  chips  will  become  inexpensive  and  soft- 
ware will  become  inexpensive.  Natural  interface.  People  just 
aren't  thinking  about  it.  When  you  want  to  navigate  the 
Web,  you  won't  give  it  URLs — you'll  just  give  it  a  sentence: 
I  want  to  see  the  latest  movies,  the  newest  restaurants. 

Idei:  You'll  be  able  to  use  a  computer  without  know- 
ing you're  using  a  computer  in  the  future.  For  example, 
while  you're  driving  a  car,  the  computer  will  be  work- 
ing [to  detect  the  position].  Information  will  be  trans- 
mitted from  the  car  by  wireless  telephone  so  you  can 


get  your  position. 

The  computer  and  telephone  should  be  combined  into 
one.  I  think  today's  smallest  digital  cellular  is  smaller  than 
a  digital  watch,  so  you  can  combine  the  telephone  and 
computer  and  make  a  lot  of  different  applications.  Bill's 
computer  in  the  past  was  a  word  processor,  spreadsheet, 
database  and  what  else? 

Gates:  Until  it's  trivial  to  take  a  picture,  see  it  on  any 
screen  and  send  it  off,  or  go  to  any  device  and  ask  for 
some  music... until  it's  all  integrated,  there's  a  lot  to  be 
done.  It's  going  to  take  a  lot  of  software  and  hardware 
advances  and  industry  standards  before  you  really  feel  like 
you're  getting  all  the  power  out  of  these  devices. 

Today,  with  digital  cameras,  getting  pictures  into  a  PC  and 
editing  them  and  keeping  track  of  them  is  too  hard.  That's 
not  going  to  be  superhard  to  fix.  But  some  of  die  other  sce- 
narios are  tougher,  like  getting  rid  of  all  the  remote  controls. 


'The  anchor- 
person  is  a  kind 
of  psychological 
link  to  TV  sta- 
tions. But  in  the 
case  of  a  Web 
site,  I  think  we 
need  to  find 
something 
more." 

-Nobuyuki  Idei 
of  Sony 


Any  bottlenecks — technological,  political 
or  otherwise? 

Gates:  [Telecom  infrastructure]  is  the 
biggest.  If  you  have  to  be  pessimistic  about 
the  time  frame  [for  the  spread  of  portable 
information  devices],  it  would  be  upgrading 
that  infrastructure  and  the  regulatory  envi- 
ronment. It's  a  different  story  in  each  coun- 
try— but  you  can  still  be  pessimistic  about 
almost  any  country. 


Is  there  a  key  to  unlocking  that? 
Gates:  Deregulation.  Those  industries  and 
countries  that  resist  such  change  start  to  lag 
behind,  and  then  they  see  the  light  and  start 
deregulating.  Great  Britain  was  one  of  the 
first  to  deregulate  its  telecommunications 
industry,  and  is  already  reaping  the  benefits  in 
terms  of  more  competition  and  lower  prices. 
What  technology  has  done  is  make  deregulation  smoother 
and  easier.  Ten  years  ago  it  would  have  been  impossible, 
say,  to  have  spot  trading  in  electricity,  because  the  tech- 
nology wasn't  there. 

In  ten  years  what  do  you  see  as  the  shape  of  this 
industry? 

Idei:  We  need  a  total  solution,  so  I  think  we  need  a  lot  of 
companies'  collaboration — not  only  Sony  and  Microsoft, 
but  also  [operators  of]  cable  or  satellite  TV — to  make  con- 
tent distribution  all  interactive. 

Bill,  you  had  mentioned  Alan  Greenspan  as  an 
apparent  believer  with  you  that  computer  technology 
has  changed  the  very  nature  of  the  economy  and 
made  it  more  difficult  to  predict  and  interpret. 
Gates:  Well,  economists  have  never  been  able  to  explain 
much,  and  once  again  they  can't  explain  what's  going  on 
now.  The  only  difference  is  that  now  it's  good  news  they 
can't  explain.  It's  usually  bad  news  they  can't  explain.  The 
opportunity  for  economists  to  make  breakthroughs  today 
is  more  evident  than  ever.  But  basically  my  views  and  Alan 
Greenspan's  are  pretty  well  aligned.  IB 
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Japan's  gargantuan  insurance  business  is  ripe  for  revolution. 
Somebody's  going  to  make  a  lot  of  money  here. 

Japan  is  changing 


By  Neil  Weinberg 

In  the  half-century  since  World 
War  II,  Japan's  insurance  industry  has 
been  the  sort  of  government-sanc- 
tioned cartel  that  is  Japan  Inc.  at  its 
worst.  The  illusion  of  stability  was 
shattered  in  April  last  year  when 
Nissan  Mutual  Life  Insurance  Co. 
suddenly  collapsed. 

At  the  core  of  the  corporate  group, 
or  keiretsu,  with  which  the  insurer  had 
close  ties,  were  no  less  than  Nissan 
Motors  and  Hitachi  Ltd.  To  every- 
one's shock,  Nissan  and  Hitachi 
declared  they  would  not  make  good 
the  losses.  Nor  did  an  insurance  fund 
that  the  Finance  Ministry  had  patched 
together  have  sufficient  resources.  In 
the  end,  policyholders  took  a  haircut 
worth  several  hundred  million  dollars, 
many  being  trimmed  of  "guaranteed" 
returns  on  savings-type  retirement 
policies.  This  sort  of  thing  wasn't  sup- 
posed to  happen  in  Japan. 

Newly  renamed  Aoba  Co.,  the  firm 
is  now  on  the  block.  The  likely  buyer: 
New  York- based  American  Interna- 
tional Group.  Look  for  more  U.S.  and 
foreign  incursions  into  a  once-closed 
part  of  the  Japanese  economy.  (Until 
now  foreign  firms  have  held  only  3%  of 
the  Japanese  market.  In  the  U.S.  non- 
U.S.  firms  have  11%  of  the  market.) 

The  stakes  are  huge.  With  its  rapid- 

Fully  covered 


New  Zurich  Insurance 
phone  center  (top); 
old-fashioned  Chiyoda 
Life  sales  pitch 
Rigged  for  half 
a  century,  Japan's 
insurance  business 
is  finally  getting  a 
breath  of  fresh  air. 
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Huge  policies  and  puny  returns  mean 
lots  of  Japan's  savings  are  wasted. 


ly  aging  population  and 
low  birthrate,  Japan  is 
the  world's  largest 
market  for  life  insur- 
ance. On  average  its  cit- 
izens carry  $166,000  in 
coverage,  four  times 
more  than  Americans 
(see  chart).  Throw  in 
casualty  insurers  and 
the  Postal  Life  Insur- 
ance Service,  Kampo 
(see  box,  opposite),  and 
the  insurance  industry 
controls  $2.3  trillion  in 
assets,  equal  to  two- 
thirds  of  gross  domestic 
product. 

To  call  this  a  business, 
however,  is  to  distort 


the  meaning  of  the  word.  Japan's  few- 
dozen  life  insurers  have  colluded  to  sell 
identical  coverage  and  pay  identical 
yields  on  savings-type  policies,  regard- 
less of  investment  returns.  Casualty 
insurers  have  used  an  antimonopoly 
exemption  to  roll  out  carbon-copy 
products  and  identical  premiums,  keep- 
ing rates  high  enough  so  that  even  the 
least  efficient  could  make  money.  With 
no  reason  to  shop  around,  keiretsu  have 
kept  virtually  all  insurance  in-house. 


In  exchange  for  their 
lucrative  franchises,  in- 
surers have  done  the  bid- 
ding of  the  Finance  Min- 
istry, not  investing  to 
benefit  policyholders  but 
sticking  largely  to  gov- 
ernment bonds,  domestic 
securities  and  corporate 
loans.  Had  they  invested 
more  heavily  in  U.S. 
securities,  for  example, 
both  shareholders  and 
policyholders  would  have 
been  much  better  off. 

In     the     end,     this 

proved  a  trap  for  the 

insurers.  They  were  guaranteeing  5.5% 

annually  for  some  life  policies  but 

earning  far  less. 

Reaching  for  returns,  they  shifted 
assets  from  low-yielding  corporate  loans 
to  Japan's  booming  equity  and  real  estate 
markets,  which  proceeded  to  collapse. 

For  a  while  it  didn't  matter.  Nippon 
Life,  the  world's  largest  life  insurer 
after  Kampo,  at  one  time  had  $88  bil- 
lion in  unrealized  securities  gains  to  fill 
any  shortfalls.  But  when  the  Japanese 
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Big  and  bad 

Founded  in  1916,  when 
insurance  was  scarce, 
Japan's  Postal  Lite  Insur- 
ance Service,  Kampo,  has 

turned  into  a  black  hole  for 
Japanese  capital  formation. 

The  assets  of  this  tax- 
exempt  octopus  doubled  in 
the  five  years  through 
1996,  the  last  year  report- 
ed, to  $714  billion.  Kampo 
already  owns  a  third  of 
Japan's  life  insurance 
industrv,  by  far  the  world's 
largest. 

How  does  Kampo  post 
such  stellar  numbers  while 
rivals  falter?  By  rigging  the 
game,  much  like  Japan's 
even  larger  Postal  Savings 


System  (assets,  SI. 7  tril- 
lion i.  Kampo  insurance  is 
sold  at  Japan's  24,000  post 
offices,  a  network  no  pri- 
vate company  can  match. 

With  a  free  ride  on  taxes, 
worth  about  SI. 3  billion  a 
year,  Kampo  takes  no 
chances.  It  hypes  itself  via 
13,000  TV  ads  annually 
and  shovels  close  to  $800 
million  into  "allotments" 


A  friendly  Japanese  post  office 
Watch  your  wallet. 


to  post  office  employees. 
Truth  is,  they're  commis- 
sions paid  to  public  ser- 
vants to  use  public  assets  to 
take  business  from  private 
firms.  Kampo's  "riders"  for 
education,  nursing  care 
and  the  like  strip  additional 
business  from  banks  and 


casualty  insurers. 

A  handful  of  intrepid 
politicians,  led  by  Health 
&  Welfare  Minister 
Junichiro  Koizumi,  have 
called  for  privatizing 
Kampo.  Don't  hold  your 
breath.  Much  as  the  U.S. 
Social  Security  system  did 
in  the  past,  Kampo  helps 
fund  the  government's 
deficit  by  channeling 
insurance  premiums  and 
savings  into  low-yielding 
Japanese  government 
bonds. 

Meantime,  Japan's  post 
office  workers  are  so 
friendly,  it's  hard  for  the 
locals  to  realize  that  they 
are  ripping  off  the  entire 
nation.  -N.W.    ■ 


stock  and  property  markets  collapsed, 
so  did  the  whole  insurance  facade.  For 
income,  the  companies  were  reduced 
to  depending  on  Japanese  govern- 
ment bonds,  whose  yields  recently 
slumped  to  11"..,  a  lex  el  last  seen  in 
l~:h  -century  Genoa. 

In  the  fiscal  year  through  Match  the 
Big  Eight  life  firms  paid  out  $8.6  bil- 
lion more  to  policyholders  than  they 
earned  on  investments.  At  Chiyoda 
Mutual  Life,  the  worst  of.  the  bunch, 
the  red  ink  came  to  S293  million. 
Chiyoda  holds  $1.7  billion  in  nonper- 
forming  loans  .\nd  S928  million  in 
unrealized  portfolio  losses.  Even  so, 
Chiyoda  easily  cleared  the  Finance 
Ministry's  new  solvency  benchmark. 
.  How  long  can  this  continue? 
Maybe  not  much  longer. 

Andrew  Smithers,  a  London-based 
economist,  put  out  a  report  late  last 
year  indicating  that  if  Japanese  life 
insurers  were  held  to  U.S.  or  British 
accounting  standards,  their  collective 
liabilities  would  exceed  their  assets.  In 
other  words,  they  are  insolvent.  The 
Finance  Ministry  is  clearly  worried 
enough  that  it  is  strong-arming  the 
firms  to  cough  up  $2.9  billion  for  a 
new  Policyholder  Protection  Corp. 

No  dummies,  Japanese  savers  are 
bailing  out.  The  value  of  life  insurance 
policies  fell  for  the  first  time  ever  in  the 


year  through  March.  Chiyoda  suffered 
the  biggest  drop  of  the  Big  Flight. 

All  this  has  foreigners  salivating. 
Here  is  a  rich  market  dominated  by 
weak  players.  A  1996  U.S. -Japan  insur- 
ance deregulation  pact  had  the  head  of 
Japan's  Marine  &  Fire  Insurance  Asso- 
ciation squealing  about  his  members 
being  "sacrificed"  to  the  Americans. 
The  very  idea  of  real  competition  clcar- 
lv  terrifies  him  and  many  others. 

"New  entrants  have  a  great  advan- 
tage since  they  won't  be  burdened  by 
negative  spreads  on  existing  policies  for 
years  to  come,"  says  s&P's  Japanese  life 
insurance  analyst  Runa  Ichihari. 

It  cosseted  executives  are  moaning, 
Japanese  consumers  are  smiling.  Over 
the  past  few  months  New  York-based 
American  Home  and  Zurich  Insur- 
ance have  been  permitted  to  sell  auto 
policies  over  the  phone  for  the  first 
time  in  Japan.  Zurich  offers  good  driv- 
ers up  to  37%  discounts  and  says  it  has 
signed  up  tens  of  thousands  of  cus- 
tomers since  January. 

"We'd  like  direct  marketers  to  force 
established  Japanese  companies  to  cut 
premiums,"  says  Makoto  Kurita,  an 
official  with  Japan's  Fair  Trade  Com- 
.  mission.  Easier  said  than  done  by 
companies  financially  weakened  and 
unused  to  competition. 

Will  Japan  Inc.  let  the  dread  for- 


eigners in?  A  few  years  ago  Chubb 
sought  to  sell  horse  mortality  insurance 
for  racing  stock.  Ministry  of  Finance 
officials  suggested  it  reapply  in  part- 
nership with  a  group  of  Japanese  firms. 

If  Japan's  insurance  industry  is  forced 
by  foreign  competition  to  reorganize 
itself  more  efficiently,  a  lot  of  jobs  will 
be  lost.  About  1 .6  million  people  work 
for  the  nation's  big  insurers,  creating  a 
political  force  to  keep  the  status  quo. 

GE  Capital  Services  has  done  well 
negotiating  these  minefields.  In  Febru- 
ary it  invested  $575  million  in  a  joint 
venture  with  troubled  Toho  Mutual 
Life  Insurance.  That  let  the  U.S.  firm 
enlist  Toho's  7,000  agents  and  leave 
moneylosing  portfolios  in  the  original 
firm.  Using  a  similar  tactic,  Travelers 
Group  Chief  Executive  Sanford  Weill 
was  in  Tokyo  in  June  to  pen  a  deal  with 
Nikko  Securities  and  said  his  next 
target  may  be  a  Japanese  insurer. 

Slowly,  then,  Japan  is  changing. 
This  creates  opportunities  for  foreign 
companies  and  benefits  for  Japanese 
consumers.  In  a  pitch  for  nonsmoker 
discounts,  a  Daihyaku  Mutual  Life  TV 
ad  shows  two  alluring  women  at  a  bar, 
one  a  prim  nonsmoker,  the  other 
belching  out  a  cloud  of  tobacco 
smoke.  Says  the  ad:  "It's  unfair  that 
these  two  people  have  paid  the  same 
for  life  insurance."  Hi 
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SuxPs 
Up 

By  Eric  Nee  W  BM 


Investors  are  saying  that 
these  Internet  icons  are 
the  Bill  Gateses  and 
Michael  Dells  of  tomorrow. 
But  is  there  an  Adam 
Osborne  or  a  Nolan 
Bushnell  in  the  bunch? 


The  Internet's  a  great  thing,  but  nobody's  figured  out  how- 
to  make  money  from  it.. . .  So  a  lot  of  smart  people  were 
saying  a  few  years  back.  Then  the  prevailing  wisdom 
became,  yes,  the  Internet  is  real,  but  established  compa- 
nies will  take  it  over. 
These  13  young  hot  dogs  weren't  listening.  In  a  few 
short  years  their  Internet  companies  have  gone  through 
childhood,  passed  puberty  and  now  are  establishing 
themselves  as  companies  to  be  reckoned  with.  And 
investors  have  responded,  shooting  the  stock  prices  of  these  and  other  leading 
Internet  companies  up  in  recent  weeks. 

As  recently  as  a  year  ago  no  one  gave  Jeffrey  Bezos  and  Amazon  much  of  a 
chance  against  Barnes  &  Noble's  cash  and  brand  name.  Internet  pundit  George 
Colony  of  Forrester  Research  has  the  ignominious  distinction  of  calling  the 
company  "Amazon. toast." 

Toast,  indeed.  In  the  last  year  Barnes  &  Noble  Chief  Executive  Leonard 
Riggio  has  thrown  everything  he  has  against  Amazon.com,  yet  from  the  fourth 
quarter  of  last  year  to  the  first  quarter  of  this  year  Amazon's  revenues  shot  up 
31%,  to  $87  million.  Barnes  &  Noble's  on-line  business  eked  out  a  14%  gain, 

bringing  revenues  to  a  measly  $9.4       

million. 

In  the  process,  Bezos  may  be 
redefining  retailing  as  fundamentally 
as  Sam  Walton  did  when  he  opened 
his  first  Wal-Mart  store  in  Rodgers, 
Ark.  in  1962.  In  three  short  years 
Amazon  has  become  the  third-largest 
bookseller  in  the  world,  selling  an 
estimated  57,000  books  every  day 
during  the  first  90  days  of  1998.  To 
help  put  that  into  perspective:  It  took 
Wal-Mart  12  years  and  78  stores  to 
hit  $168  million  in  annual  sales 
Amazon  hit  $148  million  in  its  third 
year,  and  should  hit  $460  million  in 
its  fourth  year — all  without  opening 


JERRY  CHIH-YUAN  YANG,  29 

FOUNDER  AND  CHIEF  YAHOO, 
YAHOO!  INC.,  Santa  Clara,  Calif. 

His  stake:  13%,  worth  $905  million. 
Prior  life:  Ph.D.  candidate  in  electrical 

engineering,  Stanford  University.  The 
man:  Once  again  Silicon  Valley  has  provid- 
ed the  hacker  hero:  the  likeable  young  guy 
who  creates  an  elegant,  original  solution 
to  a  vexing  problem.  In  the  past  it  was 
Steve  Wozniak.  This  time  it's  Jerry  Yang. 
The  company:  Yahoo!  leads  the  way 
among  Internet  gateway  sites,  but  Disney 
and  NBC  have  jumped  into  the  game. 
Yahoo!  may  lose  some  market  share,  but 
with  the  Internet's  rapid  growth,  there's 
room  for  more  than  one  large  brand. 


* 
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SKY   DYLAN   DAYTON,   26 

FOUNDER  AND  CHAIRMAN, 
EARTHLINK  NETWORK,  INC., 
Pasadena,  Calif. 

His  stake:  13%,  worth  $115  million. 
Prior  life:  Founder,  Dayton  Walker 

Design.  The  man:  Dayton  not  only  didn't 
finish  college,  he  never  started.  But  he's 
already  founded  three  companies  and 
clearly  "gets  it"  when  it  comes  to  the  Net. 
The  company:  EarthLink's  adding  6,500 
Internet  access  customers  a  week,  and 
Dayton's  set  on  becoming  number  two 
behind  AOL.  Earthlink's  success  is 
moving  it  onto  the  radar  screen  of  large 
media  firms  and  telcos  who  are  on  the 
lookout  for  Internet  companies  to  buy. 
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JEFFREY   P.   BEZOS,   34 

FOUNDER.  CHAIRMAN.  PRESIDENT 
AND  CHIEF  EXECUTIVE, 
AMAZON.COM  INC.,  Seattle 

His  stake:  45%,  worth  $2  billion.  Prior 
life:  Hedge  fund  manager,  D.E.  Shaw  & 
Co.  The  man:  Bezos  handles  success 
well.  A  genuinely  nice  guy  who's  kept  his 
sense  of  humor  in  the  face  of  intense 
pressure.  Also  one  of  the  smartest  guys 
in  the  business.  The  company:  Can 
Amazon  translate  success  in  books  to 
other  products?  That's  the  multibillion- 
dollar  question  on  investors'  minds. 
Odds  are,  Bezos  can.  But  building  an 
infrastructure  to  keep  up  with  growth  will 
be  a  challenge. 


HALSEY   MINOR,   33 

FOUNDER,  CHAIRMAN  AND  CHIEF 
EXECUTIVE,  CNET,  INC.,  San  Francisco 

His  stake:  17%,  worth  $184  million. 
Prior  life:  Executive  assistant  to  head- 
hunter  Russell  Reynolds.  The  man: 
Minor's  ambition  is  to  create  the  next  big 
media  company.  It  hasn't  happened  yet, 
but  don't  underestimate  this  tenacious 
Southerner.  Minor's  consistently  been 
able  to  pull  a  new  Web  site  or  deal  out  of 
his  hat.  The  company:  NBC's  recent 
investment  in  Cnet  gave  it  a  much-needed 
boost  during  a  period  of  investor  unease. 
With  NBC's  backing,  Cnet's  Snap!  Web 
portal  site  has  the  cash  it  needs.  Now  it 
just  needs  people  to  use  it. 


KEVIN   O'CONNOR,   37 

FOUNDER  AND  CHIEF  EXECUTIVE, 
DOUBLECLICK  INC.,  New  York 

His  stake:  15%,  worth  $124  million. 
Prior  life:  Chief  technology  officer  at 
software  firm  DCA.  The  man:  O'Connor's 
a  techie,  with  an  electrical  engineering 
degree  and  two  software  startups  under 
his  belt.  He  now  fits  in  with  the  Madison 
Avenue  crowd  as  well.  The  company: 
Doubleclick  has  two  things  going  for  it — 
it's  one  of  the  few  Silicon  Alley  firms  to 
go  public,  and  one  of  the  few  firms  any- 
where to  create  a  business  brokering 
ads  on  the  Internet.  Credit  O'Connors' 
background  with  giving  Doubleclick  the 
technology  to  beat  out  its  competitors. 
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HENRY   THOMPSON 
NICHOLAS   III,   38 

FOUNDER,  CHAIRMAN,  PRESIDENT 
AND  CHIEF  EXECUTIVE, 
BROADCOM  CORP.,  Irvine,  Calif. 

His  stake:  26%,  worth  $817  million. 
Prior  life:  Director  of  microelectronics, 
PairGain  Technologies.  The  man:  No  one 

doubts  Nicholas'  engineering  prowess. 
Now  he's  got  to  prove  that  his  business 
acumen  is  equally  strong.  The  company: 
Broadcom  jumped  into  the  lead  in  high- 
speed communication  chips  for  cable 
modems  and  the  like.  Nicholas'  ability  to 
attract  engineering  talent  should  keep  it  at 
the  forefront  of  technology.  The  big  ques- 
tion: When  will  investors  value  Broadcom  as 
a  semiconductor  company,  not  a  Web  site? 


MICHAEL   LEVY,   51 

FOUNDER,  CHAIRMAN,  PRESIDENT 
AND  CHIEF  EXECUTIVE,  SPORTSLINE 
USA  INC.,  Fort  Lauderdale,  Fla. 

His  stake:  8%,  worth  $56  million.  Prior 
life:  Retired.  The  man:  Levy  is  the  most 
unassuming  entrepreneur  of  the  bunch, 
proving  that  you  don't  have  to  be  a 
hypercaffeinated  yuppie  to  succeed  on 
the  Internet.  But  Levy's  aw-shucks 
manner  belies  a  keen  business  sense. 
The  company:  Florida  has  not  been 
home  to  many  high-tech  companies, 
but  then  not  many  high-tech  companies 
have  focused  on  sports.  Expect  to  see 
lots  of  tie-ins  to  SportsLine  during 
football  games  this  fall  on  CBS. 

a  single  store. 

Now  it  is  branching  out  into  music, 
and  after  that? 

Amazon's  sales  growth  mirrors  the 
rapid  increase  in  the  ranks  of  Internet 
users.  It  took  commercial  radio  38 
years  to  reach  an  audience  of  50 
million  in  North  America.  It  took 
commercial  television  13  years  to  do 
the  same. 

It  took  the  World  Wide  Web  five 
years,  and  the  steep  adoption  curve  is 
continuing. 

Bezos  and  the  12  other  guys  pro- 
filed here  have  one  thing  in  common: 
They  didn't  wait  around  for  the  Inter- 
net to  prove  itself  as  a  commercial 
medium  before  jumping  in  with  both 
feet.  Each  started  his  own  company, 
and  10  remain  chief  executive.  All  of 
the  companies  are  public,  have  solid 
holds  on  their  markets  and  together 
have  created  $22.7  billion  in  new 
wealth — not  just  for  the  founders,  but 
for  their  employees,  their  backers  and 


LAWRENCE  L.   ROSEN,  58 

FOUNDER,  CHAIRMAN  AND  CHIEF 
EXECUTIVE,  N2K  INC.,  New  York 

His  stake:  7%,  worth  $19  million.  Prior 
life:  Founder  and  president  of  GRP 
Records,  a  unit  of  MCA.  The  man: 
Rosen  loves  music,  and  his  affection  is 
contagious.  Couple  that  with  a  wealth  of 
music  industry  experience  and  a  vision 
for  how  the  Internet  could  change  it  all, 
and  you  have  the  ingredients  for  suc- 
cess. The  company:  N2K  is  supplying 
content  to  a  community  of  music  lovers 
who  also  buy  CDs.  Will  it  do  well  against 
the  pure  CD  retailing  approach  of 
Amazon.com?  The  next  year  will  tell,  and 
the  results  will  have  repercussions 
across  the  Web. 


investors  in  general. 

Bezos'  story  is  well  known.  Four 
years  ago  he  was  a  hedge  fund  manag- 
er at  D.E.  Shaw  &  Co.  Today  his 
companv  is  worth  $4.4  billion.  Jeff's 
share?  $1.98  billion. 

Jerry  Yang's  story  is  equally 
renowned.  Five  years  ago  he  was  a 


SHIKHAR   GHOSH,   40 

FOUNDER  AND  CHAIRMAN, 

OPEN  MARKET  INC.,  Burlington,  Mass. 

His  stake:  12%,  worth  $71  million. 
Prior  life:  Chief  executive  of  software 
firm  Appex.  The  man:  Credit  Ghosh  with 
knowing  when  to  turn  the  running  of  the 
business  over  to  someone  else,  in  this 
case  CEO  Gary  Eichhom.  Not  all  entre- 
preneurs pass  this  test.  This  has  let 
Ghosh  focus  on  the  big  issues,  like  what 
Open  Market  will  be  in  the  future.  The 
company:  Open  Market  has  built  an 
attractive  business,  but  software  for  Inter- 
net commerce  is  a  niche,  one  that  others 
like  Microsoft  and  SAP  will  intrude  upon. 
A  good  acquisition  candidate  if  it  doesn't 
find  a  way  to  expand  into  new  areas. 

graduate  student  at  Stanford  Univer- 
sity. Today  he  holds  the  title  Chief 
Yahoo  at  Yahoo!,  which  is  one  of  the 
most  popular  gathering  sites  on  the 
Internet.  The  companv  is  valued  at 
$7.2  billion.  Jerry's  share?  $905 
million. 
Then  there's  Halsey  Minor.  Back  in 


108 


Forbes  ■  July  27,  1998 


|  1990  he  and  Bezos  pitched  an  idea  for 

s  an  on-line  business  to  Merrill  Lynch, 

|  which  initially  approved  the  project 

5  but  then  pulled  the  plug.  Minor  went 

3  on  to  create  Cnet.  When  nbc  bought 

5%  of  it  for  $26  million  last  month,  it 

established  the  value  of  the  company 

at  SI  billion  and  Minor's  share  at 

$184  million. 

In  a  way  the  skeptics  were  right 
when  they  thought  the  big  guys 
would  try  to  take  over  the  Internet. 
What  they  didn't  foresee  was  that  the 
Forbes  500  types  would  end  up 
paying  fancy  prices  to  young  entrepre- 
neurs who  got  riiere  first,  nbc;  isn't  die 
only  large  company  buying  its  way 
onto  the  Internet.  Others  are  scram- 
bling to  do  the  same.  In  June,  Disney 
paid  the  equivalent  of  $465  million  for 
43%  of  the  Internet  gateway  firm 
Infoseek,  and  AT&T  bought  Tele- 
Communications,  Inc.,  in  large  part  to 
beef  up  its  Internet  infrastructure. 

As  venture  capitalist  John  Doerr  has 
said,  the  Internet  will  be  the  biggest 
legal  creation  of  new  wealth  ever.  It  is 


already  becoming  that. 

It  took  Microsoft  about  four  years 
for  its  stock  to  increase  tenfold  in 
value.  It  took  Cisco  two  years,  and 
Intel  did  it  in  eight  years.  In  little 
more  than  two  years  Yahoo! 's  stock 
has  gone  up  seventeenfold.  In  a  litde 
over  one  year  Amazon's  stock  has 
gone  up  tenfold. 

Yes,  if  the  stock  market  crashes,  it 
will  wipe  out  a  lot  of  this  new  value, 
but  it  is  unlikely  it  will  wipe  out  the 
companies. 

There  is  something  about  the  com- 
puter revolution  that  doesn't  like  big, 
established  companies,  even  if  they're 
techno-sawy.  IBM,  Digital  Equip- 
ment, Wang  and  Unisys  were  the  big 
wheels  in  computers  in  the  1980s. 
Yet  between  1987  and  1997  the 
combined  market  value  of  the  old  big 
four  barely  budged,  going  from  $93 
billion  to  $113.5  billion — far  less 
than  the  stock  market  rose.  Yet  in  the 
same  ten-year  period  the  market 
value  of  companies  that  emerged 
with     the     personal     computer — 


Ihe  IntCniCt  DOOm  Internet  stocks  have  been  blessed.  Not  only  have  they 

outperformed  the  S&P  500  over  the  last  few  years,  they've  also  bested  technology  stocks  as  a  whole. 
The  big  question  on  everyone's  mind  is,  of  course:  How  long  can  the  boom  continue? 
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Microsoft,  Intel,  Compaq,  Dell, 
3Com  and  Cisco — went  from  $11.8 
billion  to  $588  billion. 

Something  similar  may  be  happen- 
ing with  the  Internet  as  the  next  stage 
in  the  computer  revolution.  No  two  of 
these  companies  are  alike,  but  one  can 
draw  common  lessons  from  their  spec- 
tacular early  successes. 

First,  Shikhar  Ghosh.  His  story  is 
about  finding  a  way  to  create  a  busi- 
ness in  which  everything  seemed  pos- 
sible because  nothing  existed. 


ny's  Web  site. 

To  survive,  Open  Market  had  to 
specialize  as  well.  "The  big  change  was 
when  Gary  Eichhorn  came  in  as  chief 
executive"  in  December  1995,  says 
Ghosh.  "He  said  we  were  doing  way 
too  much."  Eichhorn,  who  joined 
from  Hewlett-Packard,  focused  Open . 
Market  on  developing  ready-to-use 
software  that  allows  companies  to 
easily  sell  products  to  consumers  who 
visit  their  Web  site.  This  includes 
everything  from  taking  orders  to  han- 


Ofl  tll6  pfOWl  As  fast  as  entrepreneurs  can  create  Internet  startups,  larger  estab- 
lished companies  are  scooping  them  up.  These  include  WorldCom's  purchase  of  Uunet  Technologies, 
3Com's  merger  with  modem  supplier  U.S.  Robotics  and  Disney's  acquisition  of  Web  site  developer  Star- 
wave.  Here  is  a  look  at  which  corporate  giant  might  buy  which  Internet  startup  in  the  next  year  or  two. 

Why 

Regional  bell  operating  companies  like  BellSouth  must  expand  their 
Internet  presence,  and  these  two  firms  are  both  Atlanta-based. 

Network  Associates  is  on  a  buying  binge,  and  Check  Point 
would  solidify  its  hold  on  the  network  security  market. 


Predator 

Prey 

BellSouth 

MindSpring 
Enterprises 

Network  Associates 

Check  Point 
Software 

IBM 
CBS 

Siemens 


BroadVision       IBM  wants  to  own  the  Internet  business  software  market, 
and  BroadVision  needs  a  long-term  exit  strategy. 

Lycos  CBS  is  spending  money  to  gain  presence  on  the  Net — 

witness  SportsLine  USA.  Now  CBS  needs  a  gateway  like  Lycos. 


Ascend  Siemens'  weak  presence  in  data  equipment  needs  fixing, 

Communications  and  Ascend  has  little  alternative  than  to  sell  out. 


Microsoft 


RealNetworks 


RealNetworks'  domination  of  key  audio  and  video  software 
could  compel  Microsoft  to  bump  its  stake  from  10%  to  100%. 


"We  did  a  whole  range  of  things,  in 
part  because  it  was  not  clear  what  a 
real  business  would  be,"  recalls 
Ghosh.  Formed  in  April  1994,  Open 
Market  was  like  other  early  Internet 
startups,  essentially  job  shops  doing 
whatever  was  required  to  create  an 
Internet  business — writing  software 
that  allowed  users  to  easily  surf  the 
Web;  creating  software  that  allowed  a 
company  to  set  up  and  run  a  Web  site; 
designing  a  company's  Web  site;  and 
managing  access  to  the  computers  and 
communications  equipment  it  took  to 
operate  it. 

Ghosh  soon  saw  that  this  was  too 
diffuse.  As  the  Internet  matured,  com- 
panies began  to  focus  on  providing 
individual  pieces  of  the  puzzle. 
Netscape  created  the  commercial  stan- 
dard Internet  browser,  cks  Group 
designed  and  ran  Web  sites  and  Check 
Point  Software  Technologies  created 
firewall  software  that  prevented  mali- 
cious hackers  from  invading  a  compa- 


dling  credit  cards.  Eichhorn  stopped 
efforts  in  all  other  areas,  which  meant 
walking  away  from  its  service-oriented 
business,  or  80%  of  Open  Market's 
revenues. 

It  was  a  bold  move,  and  boldness 
was  clearly  what  was  called  for.  Today 
Open  Market  is  a  leading  supplier  of 
Internet  commerce  software.  More 
than  1,000  Web  sites  use  Open 
Market  software  to  transact  business. 
Its  clients  include  Disney,  which  sells 
on  the  Internet  everything  you  can 
buy  in  one  of  its  shopping  mall  stores, 
and  Analog  Devices,  which  allows 
engineers  to  find  and  order  examples 
of  integrated  circuits  on  its  Web  site. 

"The  companies  that  survived 
focused  on  one  area  and  then  put  a  lot 
of  resources  behind  it,"  says  Ghosh. 
"gbf.  Get  Big  Fast." 

Robert  Glaser  got  the  same  mes- 
sage. He  did  his  gbf  act  at  RealNet- 
works by  giving  away  his  core  prod- 
uct. He  allowed  Internet  users  to 


download  for  free  the  RealAudio  soft- 
ware that  allows  them  to  listen  to  live 
audio  on  the  Internet.  Glaser  turned 
around  and  made  his  money  selling 
software  to  companies  that  allowed 
them  to  provide  live  audio  on  their 
Web  sites  to  the  people  who  had 
downloaded  the  free  software. 

"We  had  a  window  to  get  market 
share  before  others  [such  as 
Microsoft]  jumped  in,"  says  Glaser, 
who  spent  ten  years  at  Microsoft 
before  starting  RealNetworks  in  1994. 
"My  experience  was  that  demand  for 
something  that  cost  nothing,  versus 
something  that  cost  a  penny,  was 
incredible." 

Glaser's  idea  was  not  original. 
Netscape  had  done  the  same  thing 
with  its  browser.  The  difference  is  that 
RealNetworks  stuck  with  the  strategy, 
while  Netscape  switched  for  a  time  to 
selling  the  client  software.  It  was  a  crit- 
ical error,  giving  Microsoft  time  to 
gain  market  share  by  giving  away  its 
browser. 

Larry  Rosen  and  his  N2K  came  out 
of  the  music  business,  where  he  start- 
ed the  jazz  label  GRP  Records,  later 
sold  to  MCA  for  $40  million.  Rosen 
got  a  late  start  in  cyberspace,  launch- 
ing N2K  in  February  1996,  two  years 
after  the  launch  of  its  number  one 
competitor,  cdNow. 

To  sell  CDs  via  the  Internet,  Rosen 
made  up  for  lost  time  by  leveraging 
the  contacts  he  and  the  other  founders 
had  in  the  music  industry. 

N2K  has  built  a  matrix  of  Web 
music  sites.  It  has  deals  with  more 
than  6,600  Web  sites,  paying  them 
between  7%  and  15%  every  time 
someone  from  an  affiliate  site  goes 
direcdy  to  Music  Boulevard  and  buys 
a  CD.  Most  of  these  are  small  sites, 
such  as  one  for  Facade,  a  Camden, 
N.J. -based  garage  band,  but  N2K  has 
similar  deals  with  large  Internet  gate- 
way sites  like  America  Online,  Earth- 
Link  and  Excite. 

To  attract  music  lovers,  N2K  has 
joint  promotions  with  cable  channels 
like  cbs'  Country  Music  Television, 
with  which  it  is  creating  a  new  Web 
site.  It  is  also  the  official  site  for 
artists  as  diverse  as  Wynton  Marsalis, 
the  Rolling  Stones  and  Leonard 
Bernstein. 

By  next  month  N2K  will  offer 
375,000  different  CDs.   (A  typical 
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±  llC  IntCrilCt  l«mdSC<ipC  From  semiconductor  chips  to  sports  commentary,  these  46  companies  cover  the  breadth 



of  the  Internet  market.  Most  of  the  companies  are  still  babes,  but  a 

few  have  been  around  for  some 

time.  The 

group  is 

notable  for  its 

strong  revenue  growth  and  lack  of 

earnings.  That's  why 

we  included  the  price/sales  ratio,  and  left  out  the  price/earnings  ratio. 

Company 

Price1 — 

Offer 

Price  performance 

Sales  — 

Net  income 

Market 

Price/ 

recent 

offer 

date 

since 

since 

relative 

latest 

1-yr 

latest 

value 

sales 

1st 

IPO 

to 

12  mon 

growth 

12  mon 

($mil) 

ratio 

close2 

S&P  500J 

($mil) 

($mil) 

Amazon.com 

$99.75 

$9  00 

5/15/97 

749% 

1,008% 

823 

$219 

609% 

$-34 

$4,930 

23 

CONow 

20.13 

16.00 

2/9/98 

-9 

26 

112 

25 

220 

-19 

313 

13 

E'Trade  Group 

22.94 

10.50 

8/16/96 

104 

118 

128 

190 

111 

20 

893 

5 

N2K 

19.63 

19.00 

10/17/97 

-19 

3 

86 

17 

573 

-37 

278 

16 

Onsale 

24.75 

6.00 

4/17/97 

321 

313 

277 

117 

347 

-7 

464 

4 

Preview  Travel 

34  38 

1100 

11/19/97 

213 

213 

260 

14 

6 

-13 

440 

31 

Cnet 

68.25 

16  00 

7/1/96 

2/9 

327 

254 

38 

94 

-17 

1,013 

27 

NewsEdge 

9.88 

15.00 

8/10/95 

-60 

-34 

32 

79 

NA 

6 

170 

2 

SportsLine  USA 

36  56 

8  00 

11/13/97 

275 

357 

369 

16 

310 

-29 

678 

43 

America  Online 

105  13 

0  72 

3/19/92 

11,303 

14,526 

5,286 

2,283 

48 

73 

22,707 

10 

Excite 

46.75 

8.50 

4/3/96 

368 

450 

323 

66 

214 

-28 

2,309 

35 

Infoseek 

35.88 

12.00 

6/11/96 

156 

199 

177 

43 

119 

-22 

1,109 

26 

Lycos 

75.38 

16.00 

4/1/96 

244 

371 

272 

45 

161 

-92 

1,394 

31 

Yahoo! 

157.50 

8.67 

4/12/96 

616 

1,717 

1,021 

88 

212 

-18 

7,218 

82 

CyberCash 

12.19 

17  00 

2/15/96 

-57 

-28 

41 

5 

1,99/ 

-23 

144 

26 

RealNetworks 

37.31 

12.50 

11/21/97 

109 

199 

254 

39 

NA 

-28 

1,078 

28 

Spyglass 

11.44 

8.50 

6/27/95 

-16 

35 

64 

15 

-49 

-16 

158 

11 

VeriSign 

37.38 

14.00 

1/29/98 

47 

167 

232 

12 

392 

-21 

775 

64 

VocalTec  Communications 

11  13 

19.00 

2/6/96 

-36 

-41 

33 

18 

71 

-8 

95 

5 

Security  Software 

Axent  Technologies 

30  63 

14  00 

4/23/96 

63 

119 

129 

54 

106 

-2 

739 

14 

Check  Point  Software  Technologies 

32.75 

14.00 

6/28/96 

36 

134 

143 

100 

146 

49 

1,192 

12 

Cylink 

12.00 

15.00 

2/15/96 

-48 

-20 

47 

49 

46 

-36 

346 

7 

Security  Dynamics  Technologies 
Business  Software 

18  50 

4  00 

12/14/94 

352 

363 

186 

150 

57 

14 

756 

5 

BroadVision 

23  88 

7  00 

6/21/96 

235 

241 

201 

32 

116 

-5 

575 

18 

Netscape  Communications 

27.06 

14.00 

8/8/95 

-7 

93 

96 

541 

32 

-123 

2,661 

5 

Open  Market 

18.88 

18.00 

5/22/96 

-53 

5 

63 

65 

109 

-23 

604 

9 

Open  Text 

15.00 

15.00 

1/23/96 

-32 

0 

54 

37 

91 

-10 

264 

7 

Sterling  Commerce 

48  SO 

24  00 

3/8/96 

67 

102 

113 

414 

36 

72 

4.43/ 

11 

At  Home 

4731 

10  50 

7/10/9/ 

1/8 

351 

363 

12 

737 

-303 

5,616 

453 

Concentric  Network 

30.31 

12.00 

8/1/97 

111 

153 

211 

53 

127 

-64 

430 

8 

Earthlink  Network 

38.38 

6.50 

1/21/97 

490 

490 

408 

93 

107 

-28 

920 

10 

Icon  CMT 

18.50 

10.00 

2/11/98 

87 

85 

166 

56 

45 

-8 

278 

5 

Metricom 

8.41 

6.00 

5/1/92 

40 

40 

51 

15 

109 

-57 

156 

10 

MindSpring  Enterprises 

34.29 

2.67 

3/14/96 

1,059 

1,186 

727 

64 

146 

-1 

777 

12 

PSINet 

13.00 

12.00 

5/1/95 

-16 

8 

49 

141 

52 

-65 

662 

5 

Qwest  Communications 

34  88 

1100 

6/23/9/ 

149 

217 

246 

801 

198 

13 

11,892 

15 

Network  Equipment 

Ascend  Communications 

49  56 

163 

5/12/94 

2,543 

2.950 

1.194 

1,180 

14 

91 

9,558 

8 

Broadcom 

73.63 

24.00 

4/16/98 

37 

207 

300 

67 

201 

7 

3,181 

47 

Cisco  Systems 

92.06 

0.38 

2/16/90 

19,761 

24,450 

7,204 

7,834 

31 

1,009 

95,423 

12 

PairGain  Technologies 

17.44 

3.50 

9/15/93 

253 

398 

203 

284 

21 

48 

1,221 

4 

3Com 

30  69 

1.50 

3/21/84 

1,904 

1,946 

286 

5,417 

NA 

8 

10,913 

2 

CKS  Group 

1800 

17.00 

12/14/95 

-27 

6 

58 

145 

30 

8 

274 

2 

CMG  Information  Services 

70.75 

1.33 

1/25/94 

5,206 

5,206 

2,204 

86 

49 

-20 

1,619 

19 

Doubleclick 

49.69 

17.00 

2/20/98 

86 

192 

267 

38 

NA 

-12 

816 

21 

Network  Solutions 

45.00 

18.00 

9/26/97 

90 

150 

208 

53 

111 

6 

182 

3 

USWeb 

23.69 

.    7.50 

12/4/97 

137 

216 

271 

32 

NA 

-69 

846 

26 

Prices  through  June  30.  'Split-adjusted.  zClosing  price  on 

first  full  day  of  trading.  *Th 

e  ending  value  of  $100  invested  in  the  stock,  divided  by  the  ending  value  of  $1  invested  in  the  S&P  500 

stock  index  (a  figure  of  100  indicates  that  stock  performance  has  equaled  the  S&P  500).  NA:  Not  available. 

Sources:  Securities  Data  Corp.:  company  reports. 

Forbes  ■  July  27,  1998 


111 


Tower  Records  store  has  only 
60,000.)  A  visitor  to  Music  Boulevard 
can  listen  to  samples  from  350,000 
different  songs  over  the  Internet.  "I 
want  to  be  the  category  killer  in 
music,"  says  Rosen. 

He's  off  to  a  great  start,  but  he's 
got  lots  of  competition.  Which  brings 
us  back  to  Jeff  Bezos,  who  is  likely  to 
be  a  major  N2K  competitor.  Every 
day  540,000  people  visit  Amazon's 
site.  And  now  the  killer:  60%  of  the 
orders  during  the  quarter  were  from 
repeat  customers.  Talk  about  an  annu- 
ity business. 

With  that  heavy  traffic,  it  stands  to 
reason  that  Amazon.com  can  sell 
more  than  books  and  CDs.  Immediate 
possibilities  include  movie  dvds  and 
maybe  even  toys,  but  after  that,  who 
knows.  "It's  the  Wal-Marting  of  the 
Web,"  says  Mary  Meeker,  Morgan 
Stanley's  Internet  analyst.  Guess  what: 
The  former  head  of  Wal-Mart's  com- 


puter department,  Rick  Dalzell,  is  now 
heading  up  computer  operations  at 
Amazon. 

Similarly,  Michael  Levy's  SportsLine 
USA  is  broadening  its  business  by 
moving  abroad.  A  year  ago  10%  of 
SportsLine's  users  were  from  outside 
the  U.S.  Today  that  figure  is  25%,  and 
in  the  future  this  could  be  as  high  as 
40%,  says  Levy. 

"Sports  is  a  huge  market  world- 
wide," says  Levy.  "For  a  little  incre- 
mental expense  we  can  produce  sports 
internationally,  such  as  the  World 
Cup."  During  the  last  week  of  June, 
World  Cup  coverage  accounted  for 
300,000  to  400,000  of  SportsLine's 
600,000  daily  users.  In  addition  to 
English,  versions  of  the  World  Cup 
site  are  available  in  German,  Spanish, 
Japanese,  Dutch  and  Portuguese. 

Are  Internet  stocks  overvalued? 
Let's  put  it  this  way:  They  sell  more 
on  hope  and  on  hype  than  on  real 


numbers.  At  Home,  a  high-flying 
startup  that  offers  Internet  connec- 
tivity for  cable  TV  customers,  has 
a  market  cap  of  $5.6  billion,  even 
though  the  last  12  months'  revenues 
are  an  anemic  $12  million,  giving 
it  the  highest  price/sales  ratio,  453, 
of  any  of  the  46  Internet  stocks  in 
our  table. 

In  a  way  this  is  perfectly  normal. 
Everyone  knows  the  Internet  is 
changing  the  world,  and  there  aren't 
many  pure  Internet  companies  to 
choose  from.  Morgan  Stanley  tracks 
65  Internet  companies  which  have 
gone  public  after  Netscape  and  carry  a 
total  market  value  of  only  $56  billion. 
That's  a  lot  of  market  cap  for  what  is 
still  a  smallish  business,  but  it's  a  tiny 
corner  of  the  $12.8  trillion  U.S. 
equity  market.  It's  a  case  of  a  lot  of 
money  chasing  a  relatively  small 
number  of  plausible  stocks.  Adding  to 
the  upward  pressure  on  prices  are  the 


JOSEPH  JP,_  JUR  W  AG  E*.  Jil... 

FOUNDER,  CHAIRMAN  AND  CHIEF  EXEC- 
UTIVE, USWEB  CORP.,  Santa  Clara,  Calif. 

His  stake:  3%,  worth  $24  million.  Prior 
Irfe:  Vice  president  at  Novell.  The  man: 
If  intensity  counts  in  business,  Firmage 
will  do  fine.  He's  an  overachiever  who 
sold  his  first  company  to  Novell  for  $24 
million  at  age  22.  USWeb  makes  him 
two  for  two.  The  company:  USWeb  got 
the  jump  in  the  Internet  services  busi- 
ness by  buying  up  31  mostly  small  Web 
hosting  and  design  firms.  Now  Firmage 
must  meld  all  these  disparate  people 
into  a  cohesive  group  to  compete  with 
the  likes  of  Andersen  Consulting. 


CIU.J5JIW.EA._£0L 

FOUNDER,  PRESIDENT  AND  CHIEF 
EXECUTIVE,  CHECK  POINT  SOFTWARE 
TECHNOLOGIES  LTD.,  Ramat  Gan,  Israel 

His  stake:  11%,  worth  $136  million. 
Prior  life:  Software  development  manag- 
er, Optrotech.  The  man:  Shwed,  a  shy 
man,  is  clearly  uncomfortable  in  the  lime- 
light. He'd  rather  hang  out  with  program- 
mers in  Israel  than  go  schmoozing  for 
business.  Fortunately,  he  has  Deborah 
Triant  to  do  that.  The  company:  Check 
Point's  stock  is  still  recovering  from 
scare  tactics  employed  by  Microsoft's 
Steve  Ballmer,  who  threatened  in  April  to 
take  over  the  firewall  market.  But  the 
company  was  already  moving  out  of 
Microsoft's  range  and  into  the  high  end 
of  the  networking  security  market. 


112 


short  sellers  who  have  gotten  caught 
in  a  squeeze.  Man  Meeker  estimates 
that  8.7  million  of  Amazon's  11  mil- 
lion shares  in  float  are  shorted.  So 
when  more  and  more  investors  start 
asking  for  Amazon,  the  price  run3  up 
fast.  Between  June  8  and  June  24  the 
stock  shot  up  from  S46.25  to  S99.81. 

Given  that  the  re  revolution  did 
create  hundreds  of  billions  of  dollars 
in  new  wealth,  the  Internet  itself 
should  do  as  well.  The  Internet  con- 
tinues to  explode,  with  the  number  of 
users  in  the  U.S.  growing  24%  in  the 
last  half  of  1997,  to  55.4  million  over 
the  age  of  12. 

Many  of  these  companies  are  grow- 
ing off  a  ver\  small  base,  but  at  such  a 
fast  rate  that  the  base  will  not  remain 
forever  small.  Amazon  reached  $219 
million  in  sales  in  the  last  12  months. 
Next  year  the  company  is  expected 
to  post  revenues  of  $691  million.  Okay, 
the  growth  rate  will  slow,  but  with  diat 


revenue  base,  it  would  have  to  slow. 

Amazon's  strengths  are  the  Inter- 
net's strength.  It  offers  2.5  million 
books  for  sale  on  its  Web  site.  The 
typical  book  superstore  has  only 
175,000.  Amazon  is  open  around- 
the-clock.  The  typical  book  superstore 
is  open  only  from  9  a.m.  to  11  p.m. 
"There  are  huge  economies  of  scale 
that  don't  exist  to  the  same  degree  in 
physical  retailing,"  says  Bezos. 

None  of  the  companies  created  by 
the  other  12  entrepreneurs  covered  in 
this  article  has  achieved  anything  like 
Amazon. corn's  size,  but  most  have  a 
solid  grasp  on  the  number  one  or 
number  two  spot  in  its  chosen  market 
that  will  not  be  easy  to  dislodge. 

Take  firewall  software  that  protects 
your  company  from  Internet  intrud- 
ers. Three  years  ago  there  were  40 
companies.  Of  these,  a  half-dozen 
went  public.  Today  only  5  remain,  and 
of  those,  Gil  Shwed's  Check  Point  has 


S.   JERROLD   KAPLAN,   46 

FOUNDER,  CHAIRMAN  AND  CHIEF  EXEC- 
UTIVE, ONSALE  INC.,  Menlo  Park,  Calif. 

His  stake:  28%,  worth  $130  million. 
Prior  life:  Authored  Start  Up:  A  Silicon 
Valley  Adventure.  The  man:  The  second 
try's  a  charm.  Kaplan  had  one  of  Silicon 
Valley's  biggest  failures  ever,  at  Go 
Corp.,  when  he  tried  to  kick-start  the  pen 
computing  industry.  True  to  form,  ven- 
ture capital  firm  Kleiner  Perkins  Caufield 
&  Byers  simply  viewed  it  as  a  badge  of 
honor,  and  this  time  its  investment  paid 
off.  The  company:  Who'd  have  thought 
an  on-line  version  of  a  garage  sale  could 
become  such  a  large  business.  Featur- 
ing everything  from  Fiesta  Ware  dishes 
to  Seagate  disk  drives,  Onsale  just 
might  be  the  next  big  thing  in  retailing. 


ROBERT  DENIS  GLASER,  36 

FOUNDER,  CHAIRMAN  AND  CHIEF  EXEC- 
UTIVE, REALNETWORKS,  INC.,  Seattle 

His  stake:  49%,  worth  $525  million. 
Prior  life:  Vice  president  of  multimedia 
at  Microsoft.  The  man:  Glaser  is  one  of 
the  few  Internet  entrepreneurs  who  cares 
about  political  issues  beyond  the  Inter- 
net. He's  left-of-center,  to  put  it  mildly,  but 
that  hasn't  stopped  him  from  being  as 
savvy  and  aggressive  a  capitalist  as  you 
can  find  on  the  Internet.  The  company: 
RealNetworks  stands  a  chance  of  becom- 
ing much  more  important  as  live  audio 
proliferates  on  the  Web.  The  big  "if"  is 
whether  Glaser  can  keep  Microsoft  at  bay 
and  retain  control  of  the  technology. 


the  dominant  market  share.  It  would 
not  be  possible  to  get  a  venture  capi- 
talist to  fund  a  firewall  startup  today. 

SportsLine,  with  its  partner  CBS 
(which  owns  11%  of  the  company),  is 
a  clear  winner  in  that  market.  The  only 
other  strong  player  is  ESPN  Sports- 
Zone,  owned  by  Disney.  After  that, 
there  isn't  much  competition. 

There  are  plenty  of  other  Internet 
businesses  to  be  built.  Take  selling 
autos  on  the  Internet.  Autoweb.com, 
a  privately  held  company  in  Santa 
Clara,  Calif,  was  started  in  November 
1994  by  two  Iranian  immigrant 
brothers,  Farhang  and  Payam  Zamani, 
ages  33  and  27,  respectively.  Auto- 
web's  site  links  car  buyers  and  car  deal- 
ers, creating  a  purchase  order  for  a  car. 
The  company  generated  purchase 
orders  for  the  sale  of  30,000  cars  in 
May,  totaling  $660  million,  for  its 
4,000  auto  dealers.  Last  year  16%  of 
U.S.  car  buyers  used  the  Internet  to 
research  their  car 
purchase.  J.D.  Power 
&  Associates  esti- 
mates this  will 
increase  to  50%  by 
the  year  2000. 

Thirteen  is,  of 
course,  an  unlucky 
number.  Undoubt- 
edly, one  or  more 
of  the  entrepreneurs 
we've  profiled  will  be 
gone  in  a  few  years, 
leaving  investors  with 
big  holes  in  their 
portfolios.  Osborne 
Computer  in  the 
early  1980s  was  one 
of  the  largest  and, 
under  Adam  Os- 
borne, most  visible 
PC  companies,  a  hot 
stock.  It's  gone  now, 
but  don't  you  wish 
you  had  bought 
Compaq  when  it 
went  public  in  1983 
at  a  split-adjusted  40 
cents  a  share. 

Yes,  by  ordinary 
standards  many  of  the 
prices  are  ridiculous, 
but  you  can't  blame 
investors  for  wanting 
a  piece  of  this  kind 
of  action.  HM 
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Ontario  offers  global  business  access  to  one  of  the  most  advanced  telecommunications  plat- 
forms in  the  world.  And  significant  investments  from  key  players  like  AT&T  Canada  Long  Distance 
Services  ensure  that  Ontario  will  remain,  in  the  vanguard  of  connectivity  for  years  to  come.  •  As  a 
telecommunications  leader,  AT&T  Canada  anticipates  the  needs  of  companies  competing  in  the 
global  arena.  Through  the  WorldPartners  Association,  an  international  alliance  of  16  telcos  including 
KDD  of  Japan,  Singapore  Telecom  and  Unisource  of  Europe,  AT&T  Canada  offers  optimal  efficiency, 
flexibility  and  economy  to  multinational  customers  wherever  they  operate.  With  the  recent  launch  of 
WorldSource®  Global  Business  Solutions,  President  and  C.E.O.  Bill  Catucci  commits  "to  have  your 
global  network  operational  in  no  time."  AT&T  Canada  is  also  the  first  to  offer  Frame  Relay  and 
ATM  (Asynchronous  Transfer  Mode)  internetworking,  capable  of  supporting  a  number  of  emerging 
applications.  •  It's  only  natural  that  Ontario  has  become 
a  hub  for  knowledge-based  industries:  the  workforce  is 
among  the  best  educated  in  North  America.  And  the  advent 
of  companies   like  AT&T  Canada,  signals  that  Ontario  is  V^AJNAUA 


Ontario 


open  to  new  ideas  and  new  enterprise.  To  learn  more,  call 
1-800-819-8701  or  visit  www.ontario-canada.com 


The  Futures  Right  Here 
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Asia's  woes  dominate  the  headlines, 

but  the  world  economy  is  still  growing  quite  nicely. 

Clouds  in  Asia, 
sunshine  elsewhere 


By  Eric  S.  Hardy 

Illustrations  by  Tom  Curry 

Editor:  Ann  C.  Anderson 

Researchers:  Kurt  Badenhausen,  Thomas  G.  Condon,  Robert  J.  Cyran,  Scott  DeCarlo,  Cecily  J.  Fluke,  Shlomo  Z.  Reifman  and  Brian  Zajac 

Programmer:  Mitchel  Rand 


Though  the  weakened,  struggling  Asian  economies 
have  slowed  the  growth  in  world  economic  output,  they 
are  unlikely  to  drag  down  the  rest  of  the  world,  leading 
to  the  kind  of  global  slowdowns  experienced  in  1974-75, 
1980-83  and  1990-91. 

"What  we  have  today  is  expansion  in  most  of  the  world, 
a  recession  in  Japan  and  a  depression  in  some  other  parts 
of  Asia,"  says  Bear,  Stearns  chief  international  economist 
David  Malpass,  who  sees  parallels  between  Asia  of  the 
1990s  and  Latin  America  in  the  1980s:  "The  1980s  was 
a  lost  decade  for  Latin  America;  now  the  region  is  hot." 

How  hot?  Argentina's  economy  grew  8%  last  year; 
Chile  and  Mexico  each  grew  by  more  than  6%;  and  the 
Dominican  Republic  enjoyed  real  economic  growth  of 
8%.  Inflation,  once  the  economic  scourge  of  the  Latin 
American  countries,  has  fallen  from  four  digits  to  single 
digits  in  some  countries.  This  year  13  Latin  American 
companies  make  the  Forbes  Foreign  500,  versus  11  last 
year — no  mean  feat  in  that  it  now  takes  $4.8  billion 


in  revenues  to  make  the  Forbes  Foreign  500,  up  3% 
from  1997. 

The  Asian  crisis  is  reflected  in  the  composition  of  the 
list.  This  year  204  of  the  Forbes  Foreign  500  companies 
are  headquartered  in  Asia,  170  in  Japan.  Last  year's  Asian 
total  was  216,  including  195  in  Japan.  Our  figures  reflect 
fiscal  1997  results,  so  the  full  impact  of  Asia's  problems 
have  yet  to  be  seen. 

Which  are  the  hot  growth  prospects  for  this  year?  Candi- 
dates: South  America,  Africa  and  eastern  Europe.  Russia,  for 
instance,  experienced  real  growth  in  its  economy  for  the  first 
time  since  the  Soviet  Union's  breakup  in  1991.  Russia  now 
has  two  companies  in  the  foreign  500s:  261st-ranked  Lukoil 
Holding  and  Gazprom,  ranked  80th.  Africa  has  nowhere  to 
go  but  up.  Among  the  companies  from  Africa  on  this  list 
are  Libert}'  Holdings  and  Standard  Bank  Investments. 

It's  hard  to  be  optimistic  about  Asia,  but  there  are 
almost  always  winners  in  the  kind  of  turmoil  the  region  is 
now  experiencing.  Thomas  White,  a  Chicago-based 
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Country  statistics 


Business  climate  '93  vs  '98 

8.5 


7.3 


6.3     M  6.1 


IS  bj5.5  6J5.8 
I   I II II 

nture     Economic  Personal  Corporate 

Co  ital       policies  taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Population 

265.0  million 

Gross  domestic  product 

$8,083.4  billion 

GDP  per  capita 

$30.5  thousand 

Total  national  debt/GDP 

36.1% 

R&D  expenditures/GDP 

2.4% 

Unemployment  rate 

4.8% 

Retail  sales  per  capita 

$5.9  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Vanguard/Windsor  lit 

13.3% 

33.9%    22.2% 

Performance  relative  to  EAFE 

180 


'Annualized.  tForbes  best  buy. 

Sources:  The  World  Competitiveness  Yearbook:  International  Monetary  Fund: 
Upper  Analytical  Services:  Morgan  Stanley  Capital  International:  IBES  Express. 


The  U.S.  remains  the  world's  premier  economy,  accounting  for  about  one-fifth  of  total  world  output.  U.S.  stock 
and  bond  markets  are  benefiting  from  low  inflation,  an  economy  that  has  not  suffered  a  recession  since 
the  early  part  of  the  decade,  and  foreign  investors  fleeing  from  the  economic  turmoil  in  Asia. 


'  16 
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25  largest  public  foreign  companies         Winners  and  losers 


Company/business 

Country 

Revenue 

Employees 

($mil) 

(thou) 

Mitsui  &  Co/trading 

Japan 

142,754 

11.2 

Mitsubishi/trading 

Japan 

128,982 

35.5 

Royal  Dutch/Shell  Group/energy 

Netherlands 

128,108 

105.0 

Itochu/trading 

Japan 

126,691 

9.3 

Marubeni/trading 

Japan 

111,173 

9.3 

Sumitomo/trading 

Japan 

102,443  • 

29.5 

Toyota  Motor/automobiles 

Japan 

95,181 

150.7 

Nissho  Iwai/trading 

Japan 

81,932 

18.2 

Nippon  Tel  &  Tel/telecomm 

Japan 

77,019 

216.8 

AXA-UAP/insurance 

France 

76,869 

80.6 

Daimler-Benz  Group/automobiles 

Germany 

71,536 

295.5 

British  Petroleum/energy 

United  Kingdom 

71,175 

55.7 

Hitachi/elec  &  electron 

Japan 

68,599 

331.5 

Volkswagen  Group/automobiles 

Germany 

65,306 

256.1 

Matsushita  Electric  Indl/appliances 

Japan 

64,310 

277.0 

Siemens  Group/elec  &  electron 

Germany 

63,731 

382.0 

Allianz  Worldwide/insurance 

Germany 

55,397' 

65.8 

Sony/appliances 

Japan 

55,058 

173.0 

Nissan  Motor/automobiles 

Japan 

53,503 

135.3 

Fiat  Group/automobiles 

Italy 

52,590 

242.3 

Honda  Motor/automobiles 

Japan 

48,899 

109.4 

Credit  Suisse  Group/banking 

Switzerland 

48,641 

61.4 

Unilever/food,  household 

Netherlands 

48,479 

287.0 

HSBC  Group/banking 

United  Kingdom 

48,404 

133.0 

Nestle/food,  household 

Switzerland 

48,230 

225.8 

Value  of  $10,000  invested  between  May  1993  and  May  1998 


Best 


Finland 

Sweden 

Spain 

Portugal 

Switzerland 

Netherlands 

Greece 

Peru 

Ireland 

Germany 

Philippines 
Singapore 
Jordan 

Worst 

wmam  $9,059* 

■■■  $8,538 
MHH  $8,465* 

Japan 
Pakistan 

UHH  $6,621 

■M  $6,146' 

Malaysia 
China 

■■  $5,015 
■■  $5,159* 

South  Korea 

■  $3,338* 

Thailand 

■  $2,602* 

Indonesia 

S&P 
EAFE 

■  $2,201* 

'Gross  dividends  reinvested. 

1  $27,110 

■■■■  $15,759 

$50,226 


'Latest  available  figure. 


Over  the  past  five  years  European  markets 
have  trounced  those  in  Asia. 
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The  World  Super  Fifty 

Rank 

Company 

Business 

Country 

Revenue 

($mil) 

Net 

income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Employees . 
(thou) 

1 

General  Electric 

electrical  equipment 

United  States 

90,840 

8,203 

304,012 

271,638 

257.5 

2 

HSBC  Group 

banking 

United  Kingdom 

48,404 

5,495 

473,632 

66,931 

133.0 

3 

Royal  Dutch/Shell  Group 

energy 

Netherlands 

128.108 

7,756 

114,355 

195,465' 

105.0 

4 

Ford  Motor 

autos  &  trucks 

United  States 

145,348     - 

5,888 

221,864 

62,924 

343.1 

5 

General  Motors 

autos  &  trucks 

United  States 

178,174 

6,698 

228,888 

53,238 

627.5 

6 

Exxon 

international  oil 

United  States 

120,279 

8,460 

96,064 

172,499 

79.5 

7 

Toyota  Motor 

automobiles 

Japan 

95,181 

3,703 

104,917 

94,110 

150.7 

8 

International  Business  Machines 

computer  systems 

United  States 

78,508 

6,093 

81,499 

110,791 

255.0 

9 

Travelers  Group 

diversified  insurance 

United  States 

37,609 

3,104 

386,555 

70,440 

65.6 

10 

Citicorp 

multinational  bank 

United  States 

34,697 

3,591 

310,897 

67,390 

91.6 

11 

Nippon  Tel  &  Tel 

telecomm 

Japan 

77,019 

2,362 

114,527 

130,586 

216.8 

12 

Chase  Manhattan 

multinational  bank 

United  States 

30,381 

3,708 

365,521 

58,008 

68.4 

13 

ING  Group 

financial  svcs 

Netherlands 

38,724 

2,104 

307,558 

63,932 

64.2 

14 

AT&T 

telecom-carriers 

United  States 

51,319 

4,638 

58,635 

98,873 

129.2 

15 

Philip  Morris  Cos 

tobacco 

United  States 

56,114 

6,310 

55,947 

90,798 

153.0 

16 

American  International  Group 

diversified  insurance 

United  States 

30,602 

3.332 

163,971 

86,624 

38.3 

17 

Wal-Mart  Stores 

drug  &  discount  stores 

United  States 

117,958 

3,526 

45,384 

123,244 

761.3 

18 

Fannie  Mae 

lease  &  finance 

United  States 

27,777 

3,069 

391,673 

61,844 

3.4 

19 

British  Petroleum 

energy 

United  Kingdom 

71,175 

4,045 

54,372 

85,414 

55.7 

20 

Daimler-Benz  Group 

automobiles 

Germany 

71,536 

4,638 

76,502 

52,018 

295.5 

21 

AXA-UAP 

insurance 

France 

76,869 

1,357 

403,132 

37,727 

80.6 

22 

Lloyds  TSB  Group 

banking 

United  Kingdom 

22,307 

3,824 

261,475 

78,396 

82.6 

23 

Allianz  Worldwide 

insurance 

Germany 

55,3972 

l,096z 

200.3622 

77,282 

65.8 

24 

Morgan  Stanley,  Dean  Witter  &  Co 

lease  &  finance 

United  States 

27,132 

2,586 

302,287 

46,905 

47.0 

25 

NationsBank 

regional  bank 

United  States 

21,734 

3,077 

264,562 

72,320 

71.7 

26 

Deutsche  Telekom 

telecomm 

Germany 

38,956 

1,905 

90,853 

73,517 

222.3 

27 

BankAmerica 

multinational  bank 

United  States 

23,585 

3,210 

260,159 

56,451 

77.5 

27 

Mobil 

international  oil 

United  States 

58,399 

3,272 

43,559 

60,948 

42.9 

29 

Unilever 

food,  household 

Netherlands 

48,479 

5,605 

31,832 

86,5623 

287.0 

30 

ABN-Amro  Holding 

banking 

Netherlands 

28,940 

1,975 

414,654 

33,991 

72.2 

31 

El  du  Pont  de  Nemours 

diversified  chemicals 

United  States 

39,730 

2,405 

42,942 

87,107 

97.5 

32 

Chrysler 

autos  &  trucks 

United  States 

61,147 

2,805 

60,418 

35,905 

123.5 

33 

Nestle 

food,  household 

Switzerland 

48,230 

2,760 

37,572 

84,178 

225.8 

34 

Merrill  Lynch 

brokerage 

United  States 

31,731 

1,906 

292,819 

30,923 

53.2 

35 

Procter  &  Gamble 

personal  products 

United  States 

36,715 

3,625 

29,715 

112.475 

106.0 

36 

ENI 

energy 

Italy 

35,651 

3.005 

49,152 

56,462 

80.2 

37 

Bell  Atlantic 

telecom-carriers 

United  States 

30,194 

2,455 

53,964 

71,119 

139.2 

37 

Hewlett-Packard 

computer  systems 

United  States 

44,416 

3,136 

32,707 

64,806 

117.0 

39 

Barclays 

banking 

United  Kingdom 

21,123 

1,851 

374,535 

40,740 

84.3 

40 

Chevron 

international  oil 

United  States 

35,009 

3.256 

35,473 

52.242 

40.1 

41 

Intel 

computer  peripherals 

United  States 

25,070 

6,945 

28.880 

121.159 

56.3 

42 

Allstate 

property  &  casualty  ins 

United  States 

24,949 

3,105 

80,918 

39,515 

49.8 

43 

Siemens  Group 

elec  &  electron 

Germany 

63,731 

1,427 

55,567 

36,404 

382.0 

44 

France  Telecom 

telecomm 

France 

26,853 

2,546 

50.5452 

55,929 

156.6 

45 

Sony 

appliances 

Japan 

55,058 

1,810 

48,490 

34.297 

173.0 

46 

British  Telecom 

telecomm 

United  Kingdom 

25,671 

2,800 

39,121 

66,767 

129.2 

47 

Novartis  Group 

personal  care 

Switzerland 

21,484 

3,591 

35,613 

115,867 

87.2 

48 

Deutsche  Bank  Group 

banking 

Germany 

40,778 

551 

581,979 

45,843 

76.1 

49 

Honda  Motor 

automobiles 

Japan 

48,899 

2,124 

36,465 

33,109 

109.4 

50 

Merck 

drugs 

United  States 

23.637 

4,614 

25,812 

139.845 

51.5 

'Combined  market  value  for  Royal  Dutch  Petroleum  and  Shell  Transport  &  Trading.  'Figures  are  latest  available.  'Combined  market  value  for  Unilever  NV  and  Unilver  Pic. 


ere  are  the  world's  largest  public  companies  measured  by  a  composite  ranking  based  on  revenues,  assets,  profits  and 
Vet  value.  At  the  top:  U.S.-based  General  Electric;  the  largest  foreign  firm  is  second-ranked  HSBC  Group  of  the  U.K. 
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money  manager,  follows  stock  mar- 
kets in  47  countries.  "I'm  a  lot  less 
concerned  about  [in  what  country]  a 
company  is  located  than  if  its  earn- 
ings growth  is  expected  to  continue," 
he  says.  On  that  score,  White  likes 
HSBC  Group,  a  bank  based  in  both 
Hong  Kong  and  the  U.K.,  whose 
Hong  Kong  shares  are  off  only  1% 
this  year,  even  as  the  Hong  Kong 
market  is  down  20%.  He  also  likes 
Singapore  .Airlines  (ranked  481st  in 
this  survey)  for  its  international  reach 
and  its  low  p/e.  The  company  (like 
all  airlines)  should  benefit  from  cheap 
fiicl  prices.  For  more  of  White's  picks, 
see  page  176. 

The  largest  firm  to  join  the  Forbes 
Foreign  500  this  year  is  $27  billion 
sales  i  France  Telecom.  The  fourth- 
largest  phone  carrier  in  the  world, 
still  majority  owned  by  the  French 
government,  had  a  $7.2  billion  offer- 
ing last  October.  France  Telecom 
makes  its  debut  in  12th  place  among 
French  companies  and  64th  among 
the  500  largest 

What  are  the  rules  for  getting  on 
the  list5  The  Forbes  Foreign  500  is 
restricted  to  companies  incorporated 
outside  the  U.S.  and  its  territories. 
Companies  must  be  publicly  traded 
as  of  the  last  trading  day  in  May 
1998.  All  financial  data  are  converted 
to  U.S.  dollars.  For  reported  sales 
and  profits  we  use  the  average 
exchange  rate  that  prevailed  during 
the  firm's  fiscal  year.  Assets  reflect  the 
exchange  rate  as  of  the  end  of  the 
fiscal  year.  Stock  prices  and  earnings 
estimates  are  based  on  May  30,  1998 
exchange  rates. 

Years  ended  between  June  1997 

and  May   1998  are  listed  as  fiscal 

,  1997.  Earnings-per-share  estimates 

are  used  for  companies  that  have  not 

yet  reported  fiscal  1997  results. 

Among  our  data  sources  for  com- 
pany and  country  information  are 
Morgan  Stanley  Capital  Internation- 
al, Worldscope  and  the  World  Com- 
petitiveness Yearbook  published  by 
the  International  Institute  for  Man- 
agement Development. 

Our  country-by-country  summary 
of  the  500  largest  publicly  traded  for- 
eign companies  begins  on  page  120.  , 
For  additional  information  on  these 
companies,  see  our  Web  site  at 
www.forbes.com.  Hi 
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Foreign 


Australia 


'98  EST  P/E  13  •  Yield  3.2  %  •  Market  value  $292  billion  •  Year-to-date  price  change  0% 


Business  climate  '93  vs  '98 


5.0 


5.5 


5.0  4.7 


ll  hill 

Venture     Economic     Personal    Corporate 
capital       policies        taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

18.5  million 

Gross  domestic  product 

$394.3  billion 

GDP  per  capita 

$21.3  thousand 

Total  national  debt/GDP 

13.6% 

R&D  expenditures/GDP 

1.7% 

Unemployment  rate 

8.7% 

Retail  sales  per  capita 

$3.5  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Kleinwort  Benson  Australia 

-0.2% 

-8.4%    6.3% 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Performance  relative  to  EAFE 
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'93     '94        '95        '96       '97     '98 
Australian  dollars  per  SU.S.     SU.S.  per  Australian  dollar 


1.2 
1.4 
1.6 
1.8 


ratio  scale 

/^^V 

r 

:p 

0.83 
0.71 
0.63 
0.56 


'93      '94 


'95 


'96       '97      '98 


Rank  Company/business 

Revenue 
($mil) 

Net 

income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

EPC 

1998E 
($) 

P/E 
1998E 

Yield 
(%) 

Employees 
(thou) 

1997 

($) 

121   •  Broken  Hill  Proprietary/energy 

16,464 

322 

27,966 

17,412 

8.53 

0.45E 

0.43 

20 

3.7 

61.0 

143  •  Coles  Myer/retailing 

14,974 

303 

4,990 

5,145 

4.49 

0.27 

0.21 

21 

3.2 

148.3 

187  •  Natl  Australia  Bank/banking 

12,446 

1,711 

131,266 

19,728 

13.80 

1.17 

1.02 

13 

4.4 

46.4 

194  •  Woolworths/retailing 

12,191 

202 

2,657 

3,889 

3.42 

0.18 

0.17 

20 

3.1 

100.0 

217  •  News  Corp/media 

11,264 

564 

30,832 

21,735 

6.14 

0.16 

0.27 

23 

0.3 

28.2 

267  •  ANZ  Banking/banking 

9,117 

788 

89,400 

10,770 

7.07 

0.53 

0.54 

13 

4.2 

35.9 

311  •  Westpac  Banking  Group/banking 

7,920 

994 

77,538 

12,182 

6.58 

0.54 

0.47 

14 

3.9 

31.6 

318  •  Rio  Tinto/metals-nonfer 

7,715 

1,218 

16,763 

17.3163 

11.99 

0.88 

0.82 

15 

3.9 

35.4 

328  •  Commonwealth  Bank  Group/banking 

7,533 

844 

82,921 

10,810 

11.72 

0.92 

0.84 

14 

5.5 

34.9 

391   •  Qantas  Airways/airlines 

6,212 

198 

7,389 

1,812 

1.54 

0.18 

0.15 

10 

5.3 

30.1 

435  •  TabCorp  Holdings/leisure 

5,548 

79 

645 

1,684 

5.55 

0.26 

0.24 

23 

4.2 

2.2 

Bargains  Down  Under?  The  Australian  stock  market,  which  suffered  from  a 
declining  dollar  last  year,  now  goes  for  only  13  times  estimated  1998 
earnings  and  sports  a  dividend  yield  of  3.2%.  In  contrast,  U.S.  stocks  trade 
for  a  multiple  of  23  and  yield  a  paltry  1.5%. 


«*■ 


Belgium 


'98  EST  P/E  20  •  Yield  2.4  %  •  Market  value  $186  billion  •  Year-to-date  price  change  33% 


Business  climate  '93  vs  '98 


5.5  5.5 


4.3  4.2 


iii  3.6  3.5 

I  I.  II 


Venture     Economic     Personal    Corporate 
capital       policies        taxes         taxes 

A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


'Annualized.  NA:  Not  available 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Performance  relative  to  EAFE 


Population 

10.3  million 

Gross  domestic  product 

$241.9  billion 

GDP  per  capita 

$23.6  thousand 

Total  national  debt/GDP 

112.5% 

R&D  expenditures/GDP 

1.6% 

Unemployment  rate 

127% 

Retail  sales  per  capita 

$6.2  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

WEBS-Belgium  Fund 

29.9% 

33.3%      NA 

All  figures  except  per-share  items  are  in  millions  of  U  3.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fis- 
cal year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  Por  companies  with  January.  February  or  March  fiscal  year-ends,  1997  figures 
are  used  unless  noted.  Market  value  is  as  of  May  29,  1998.  ^Sponsored  ADR.  E:  Estimate,  Combined  market  value  for  Rio  Pinto  Pic.  and  Rio  Tinto  Ltd.  Price.  EPS,  P/E  and  yield  are  only  for 
Rio  Tinto  Ltd. 
Sources:  Morgan  Stanley  Capital  International,  IBES  Inu  rnational,  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express.  Bloomberg  Financial  Markets;  Forbes. 
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I  discovered  why 
Barron's  chose  Discover 
Brokerage  three  years 
in  a  row." 


Online  Broker* 

Free,  Unlimited, 
Real-Time 

Trade  U.S. 

Treasuries  Online, 

24  Hours/Day, 

24-Hour 
Access  to 
Registered 

Barron's  #1 

Overall  Online 

Broker* 

Price 

Uuotes                Mon-hn              Kep 

'96 

'97     '98 

Discover  Brokerage" 

YES 

YES 

YES 

YES 

YES 

YES 

$14.95 

Charles  Schwab 

No 

No 

Yes 

No 

No 

No 

$29.95 

E'TRADE® 

No 

No 

No 

No 

No 

No 

$14.95 

AmeriTrade8 

No 

No 

No 

No 

No 

No 

$8.00 

DUdirect™ 

No 

No 

No 

No 

No 

No 

$20.00 

Fidelity  Investments® 

No 

No 

Yes 

No 

No 

No 

$19.95 

l-80ODiscover 

www.  discoverbrokerage.com 


For  features  such  as  instant  access  to  quotes, 
execution  reports  and  portfolio  updates — and  a 
trade  entry  screen  that  offers  "an  instant  feel" 
for  the  current  momentum  of  a  stock — Barron's 
just  rated  us  the  #1  overall  online  broker  for  the 
third  year  in  a  row.  But,  don't  take  their  word  for 
it.  Come  discover  for  yourself. 


tOnline  broker  survey  date  5/12/98  and  6/5/98.  Commission  rates  surveyed  are  for  electronically-entered  market  orders  for  1,000  shares  of  stock  costing  $1  or  more. 

Rates  may  vary  for  other  types  of  orders,  products  or  services.  'Barron's  survey  of  online  brokers.  3/98.  3/97,  5/96.  March  16,  1998  issue.  Used  by  permission  of  Barron's. 

©Dow  Jones  &  Company,  Inc.  All  rights  reserved.  ©1998  Discover  Brokerage  Direct,  Inc..  member  NASD,  MSRB  &  SIPC. 


ruicigii 


Rank  Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

1 

:pj 

P/E 
1998E 

Yield 
(%) 

Employees 

(thou) 

1997 
($) 

1998E 
($) 

Belgium 

84      Fortis  Group/insurance 

23,695 

1,029 

167,363 

22,9984 

285.30 

12.22 

13.40 

21 

1.5 

35.2 

156      Delhaize  Le  Lion  Group/retailing 

14,217 

138 

4,904 

3,548 

68.61 

2\67 

3.13 

22 

1.6 

103.0 

162  •  PetroFina/energy 

13,819 

617 

10,932 

9,609 

410.29 

26.42 

23.42 

18 

3.0 

14.7 

179      Dexia/banking 

12,872 

612 

203,903 

10,476s 

149.44 

8.72 

NA 

NA 

2.4 

7.4 

224      Tractebel/utilities 

10,856 

459 

21,205 

11,178 

132.33 

•      5.43 

5.79 

23 

2.2 

42.6 

238      Generate  Bank  Group/banking 

10,309 

477 

160,136 

12,093 

731.60 

28.88 

30.51 

24 

2.0 

21.8 

282  •  Solvay  Group/chemicals 

8,693 

373 

8,522 

6,158 

73.23 

4.44 

4.29 

17 

3.0 

32.5 

308  •  Arbed/metals-steel 

8,013 

144 

12,619 

1,170 

118.20 

16.19 

21.47 

6 

1.4 

25.4 

314      Kredietbank/banking 

7,788 

411 

112,883 

10,552 

701.03 

27.28 

29.45 

24 

1.5 

13.2 

401      GIB  Group/retailing 

6,029 

80 

2,229 

1,750 

51.90 

2.37 

2.50 

21 

2.4 

36.7 

413      Cockerill  Sambre/metals-steel 

5,879 

85 

5,187 

1,896 

5.95 

0.27 

0.52 

12 

11.0 

26.5 

426  •  Minorco/metals-nonfer 

5,662 

305 

9,625 

3,661 

16.30 

1.36 

NA 

NA 

0.1 

19.9 

Brazil 


'98  EST  P/E  10  •  Yield  4.2%  •  Market  value  $218  billion  •  Year-to-date  price  change  -14% 


Business  climate  '93  vs  '98 


6.6 

,     «  4.3  4.5  4.4 

I   I II  I 

Venture     Economic  Personal  Corporate 

capital       policies        taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

158.6  million 

Gross  domestic  product 

$749.1  billion 

GDP  per  capita 

$4.7  thousand 

Total  national  debt/GDP 

30.2% 

R&D  expenditures/GDP 

0.6% 

Unemployment  rate 

7.5% 

Retail  sales  per  capita 

NA 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Brazil  Fund 

-7.4% 

-17.7%   16.0% 

•Annualized. 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express; 
Central  Bank  of  Brazil. 


ratio  scale 


Performance  relative  to  EAFE 

300 
250 
200 
150 

100 


EAFE=100 


'93     '94        '95       '96       '97     '98 


Reals  per  SU.S, 
O.Ol 


O.IO 


1.20 


^  ratio  scale 

V 

SU.S.  per  Real 
100.00 


10.00 


0.83 


'93      '94 


'95 


'96 


'97     '98 


Rank  Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 

($mil) 

Market 
value 
($mil) 

Stock 

price1 

($) 

1 

1997 
($) 

:pss 

1998E 
($) 

P/E 

1998E 

Yield 
(%) 

Employees 
(thou) 

102      Banco  do  Brasil/banking 

20,304 

532 

97,594 

7,656 

12.60 

0.75 

0.90 

14 

1.6 

76.4 

113  •  Petrobras-Petroleo  Brasil/energy 

18,045 

1,402 

34,233 

17,873 

144.30 

12.90 

8.47 

17 

1.0 

41.2 

116      Banespa  Group/banking 

17,347 

1,825 

52,310 

1,740 

40.77 

48.74 

13.42 

3 

29.5 

25.0 

148  •  Telebras/telecomm 

14,661 

3,617 

42,649 

31,308 

106.06 

11.28 

10.57 

10 

1.5 

87.3 

183  •  Banco  Bradesco  Group/banking 

12,662 

770 

55,306 

7,519 

7.91 

0.83 

0.84 

9 

6.6 

42.9 

317      Banco  l*au  Group/banking 

7,719 

669 

41,568 

6,129 

595.51 

56.00 

53.46 

11 

4.4 

36.3 

321   •  Unibanco  Group/banking 

7,659 

400 

25,214 

2,787 

32.77 

4.06 

3.58 

9 

3.7 

26.7 

408  •  Eletrobras/utilities 

5,981 

3,134 

86,998 

18,103 

33.30 

5.83 

4.36 

8 

0.6 

1.3 

466      Distrib  Produtos  Petroleo/energy 

5,115 

65 

1,247 

211 

11.74 

4.09 

2.64 

4 

12.2 

0.4 

492  •  Vale  do  Rio  Doce/metals-steel 

4,874 

701 

15,280 

7,476 

20,777.19 

1,808.77 

2,050.10 

10 

5.6 

10.9 

Because  shares  of  most  Brazilian  companies  trade  for  under  $1  (one  Brazilian  real 
was  worth  about  83  U.S.  cents  at  the  end  of  May),  the  stock  prices  and  per-share 
earnings  figures  for  the  Brazilian  companies  listed  above  are  for  1,000-share  lots. 


All  figures  except  per-share  items  are  in  millions  of  US  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  fig- 
ures are  used  unless  noted.  Market  value  is  as  of  May  29.  1998.  'Sponsored  ADR.  NA:  Not  available.  'Combined  market  value  for  Fortis  AMEV  and  Fortis  AG.  Price,  EPS,  P/E  and  yield  are 
only  for  Fortis  AG.  Combined  market  value  for  Dexia  Belgium  and  Dexia  France.  Price,  EPS,  P/E  and  yield  are  only  for  Dexia  Belgium.  'Figures  are  per  thousand  shares. 
Sources:  Morgan  Stanley  Capital  International,  IBES  International.  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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IOUR  CEMENT  BUILT  THE  BRIDGE 


Cement  can  do  more  than  build  bridges.  It  can 


open  borders.  And  at  a  growing  number  ot 


building  projects,  Cemex  is  the  cement  of 


choice.  With  operations  in  22  countries  and 


trade  relations  with  60  countries,  Cemex 


combines 


the  use  of  the  latest  production  technology 


with  an  efficient,  environmentally  sound 


approach  to  meet  the  needs  of  customers 


everywhere.  Because  we're  not  just  building 


bridges,  we're  building  a  better  world.  To 


AIM  OBSTACLE  WAS 


learn  more,  visit 


AND  A  BOUNDARY 


lour  web  site  at  www.cemex.com. 

THE      WORLDS      CEMENT      COMPANY 

Building   a   Better  World. 

^M 


&*Vv 


■H 


■>   -c^&ftffl 

., 

DISAPPEARED. 

'i 

a 

Alamillo  Bridge  in  Seville,  Spain. 

rui  Y7lgll 


Canada 


'98  EST  P/E  25  •  Yield  1.6%  •  Market  value  $611  billion  •  Year-to-date  price  change  13% 


Business  climate  '93  vs  '98 


Hull 

<^<<j       Venture     Economic     Personal    Corporate 
^\J.       capital       policies        taxes  taxes 


Country  statistics 


Population 

30.3  million 

Gross  domestic  product 

$618.1  billion 

GDP  per  capita 

$20.4  thousand 

Total  national  debt/GDP 

35.9% 

R&D  expenditures/GDP 

1.6% 

Unemployment  rate 

8.6% 

Retail  sales  per  capita 

$3.2  thousand 

International  fund 

—  Total  return  — 
YTD        1-yr       5-yr* 

Third  Canadian  General  Invt    5.0%     23.3%    18.7% 


A  score  of  10  means  conditions  are  optimum. 


'Annualized.  tForbes  best  buy. 

Sources:  The  World  Competitiveness  Yearbook,  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Performance  relative  to  EAFE 

140 
120 

H)0 

80 

'93     '94        "95        '96       '97     '98 


ratio  scale 

ftV^V 

V\  »y^^    EAFE=100 

Canadian  dollars  per  SU.S. 
1.2 

1.3 
1.4 
1.5 


ratio  scale 

\~A 

I 

'93      '94 


•95 


SU.S.  per  Canadian  dollar 
0.83 

0.77 

0.71 

0.67 
'96       '97     '98 


Rank 

Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EP( 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

price 
($) 

1997 

($) 

1998E 
($) 

1998E 

(%) 

(thou) 

81 

BCE/telecomm 

23,971 

-1,109 

28,198 

29,379 

46.23 

-1.83 

1.65 

28 

2.0 

122.0 

181 

Royal  Bank  of  Canada/banking 

12,809 

1,223 

166,203 

19,008 

61.57 

3.65 

3.83 

16 

1.8 

50.7 

193 

Canadian  Imperial  Bank/banking 

12,288 

1,130 

168,616 

14,173 

34.25 

2.56 

2.49 

14 

2.4 

42.4 

207 

Seagram/bev  &  tobacco 

11,752 

502 

20,936 

15,294 

44.17 

1.36 

0.60 

74 

1.4 

30.0 

229 

Bank  of  Montreal/banking 

10,572 

951 

143,517 

14,726 

56.18 

3.42 

3.60 

16 

2.1 

34.3 

241 

TransCanada  Pipelines/utilities 

10,286 

330 

10,196 

5,191 

23.30 

1.34 

1.33 

17 

3.7 

3.0 

246 

George  Weston/retailing 

10,054 

176 

4,113 

4,774 

35.76 

1.31 

1.46 

24 

0.7 

83.0 

253 

Bank  of  Nova  Scotia/banking 

9,593 

1,103 

133,110 

13,287 

27.08 

2.16 

1.81 

15 

2.0 

38.6 

279 

Thomson  Corp/media 

8,766 

550 

13,333 

17,197 

28.31 

0.91 

0.97 

29 

2.0 

50.0 

306 

Onex/multi-industry 

8,098 

39 

4,091 

1,198 

25.23 

0.92 

0.80 

31 

1.2 

43.0 

315 

Alcan  Aluminium/metals-nonfer 

1,111 

468 

9,466 

6,563 

28.86 

2.02 

2.39 

12 

2.0 

33.0 

323 

Toronto-Dominion  Bank/banking 

7,630 

792 

111,280 

13,381 

45.06 

2.58 

2.70 

17 

1.8 

28.0 

338 

Imasco/multi-industry 

7,228 

571 

35,168 

8,435 

18.53 

1.23 

1.13 

16 

2.5 

26.0 

356 

Canadian  Pacific/multi-industry 

6,904 

907 

12,128 

9,778 

28.97 

2.63 

1.79 

16 

1.1 

33.6 

357 

Imperial  Oil/energy 

6,870 

612 

7,039 

8,203 

18.46 

1.32 

0.89 

21 

2.7 

7.1 

390 

Power  Corp  of  Canada/financial  svcs 

6,222 

239 

39,107 

4,330 

43.93 

2.16 

1.90 

23 

1.3 

15.5 

397 

Bombardier/aero  &  defense 

6,111 

302 

7,262 

8,737 

25.77 

0.85 

1.08 

24 

0.9 

47.0 

429 

Magna  International/industrial  comp 

5,627 

441 

3,857 

5,034 

70.36 

6.07 

4.20 

17 

1.3 

49.0 

453 

Westcoast  Energy/utilities 

5,281 

172 

7,050 

2,429 

23.41 

1.49 

1.41 

17 

3.6 

5.9 

471 

Quebecor/media 

5,065 

103 

5,518 

1,319 

20.04 

1.57 

1.70 

12 

1.4 

37.0 

488 

Oshawa  Group/retailing 

4,893 

39 

1,034 

620 

16.54 

1.02 

1.19 

14 

2.3 

15.2 

Finland 


'98  EST  P/E  19  •  Yield  1.7%  •  Market  value  $107  billion  •  Year-to-date  price  change  55% 


Performance  relative  to  EAFE 

400 
300 


Business  climate  '93  vs  '98 

11  7.0  7.0 

!  I  ..  il 

Venture     Economic     Personal    Corporate 
capital       policies        taxes         taxes 


3.2 


Country  statistics 

Population 

5.1  million 

Gross  domestic  product 

$115.8  billion 

GDP  per  capita 

$22.6  thousand 

Total  national  debt/GDP 

31.5% 

R&D  expenditures/GDP 

2.4% 

Unemployment  rate 

14.6% 

Retail  sales  per  capita 

$5.2  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Fidelity  Nordic  Fund 

30.7% 

38.7%       NA 

A  score  of  10  means  conditions  are  optimum. 


'Annualized.  NA:  Not  available. 

Sources;  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


ratio  scale 
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'96       '97      '98 

SU.S.  per  Markka 


'93      '94 


96       '97      '98 


All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
'iscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  opei    ions  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997 
figures  are  used  unless  noted.  Market  value  is  as  of  May  29, 1998. 
Sources;  Morgan  Stanley  Capital  International,  IBES  International,  Inc     irf  Worldscope  database  via  OneSource  Information  Services;  IBES  Express,-  Bloomberg  Financial  Markets;  Forbes. 
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The  real  'Spruce"  and  "Maple"  and  "Chestnut"  should  be  just  as  familiar  to  you  as  the 
streets  that  are  named  after  them. 


The  thoughtfully  refined  Trooper  will  help  you  find  them.  Its  new  Torque-On-Demand- 
traction  system  senses  varying  road  surfaces  and  swiftly  and  intelligently  directs  power 
to  the  appropriate  axle:  simply  put,  the  Trooper  thinks  for  you. 


The  new  1998  Trooper. 


With  extensive  improvements  in  functionality  and  a  more  powerful 
215  horsepower  engine,  the  new  Trooper  will  take  you  out  to  see  where 
your  street  got  its  name. 


Enlarge.ybur  neighborhood* >    *W 


:'£:*&%&*'* 


w± 


\  s*- 


,800-726  '27Q0  /  www.isuzu.cojn 


Specialized  Worldwide  Builders 
of  Adventure  Machines. 


l'*Wt 


w!iiAjniki> 


m& 

■ 


ISU2U 

Go  farther. 


ruitrigii 


Rank   Company/business 

Revenue 
($mil) 

Net 

income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

EPS 

P/E 

1998E 

Yield 
(%) 

Employees 
(thou) 

1997        1998E 
($)            ($) 

Finland 

244  •  Nokia/elec  &  electron 

10,134 

1,206 

7,700 

39,338 

65.84 

2.04         2.38 

28 

1.1 

35.5 

259      Merita  Nordbanken/banking 

9,318 

1,222 

107,529 

14,229' 

6.29 

0,44         0.54 

12 

2.9 

19.8 

271   •  UPM-Kymmene/forest  products 

8,906 

806 

12,508 

7,839 

28.99 

3.00         2.67 

11 

3.5 

34.0 

277      Neste/energy 

8,795 

38 

6,053 

3,089 

31.35 

0.38         1.97 

16 

1.8 

8.7 

365      Kesko  Group/trading 

6,708 

101 

2,835 

1,531 

16.97   - 

1.13         1.20 

14 

3.3 

10.7 

428      Enso/forest  products 

5,637 

112 

7,693 

3,425 

11.07 

1.13         1.24 

9 

3.7 

19.9 

France 


'98  EST  P/E  25  •  Yield  2.1%  •  Market  value  $915  billion  •  Year-to-date  price  change  35% 


Business  climate  '93  vs  '98 


5.2  5.3 

II  II.  II 

Venture  Economic     Personal    Corporate 

capital  policies        taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

58.3  million 

Gross  domestic  product 

$1,380.0  billion 

GDP  per  capita 

$23.7  thousand 

Total  national  debt/GDP 

41.9% 

R&D  expenditures/GDP 

2.3% 

Unemployment  rate 

12.4% 

Retail  sales  per  capita 

$5.9  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

France  Growth  Fund 

36.6% 

52.3%    17.6% 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Performance  relative  to  EAFE 
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140 
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EAFE=100 


Rank  Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

1997 
($) 

PS 

P/E 

1998E 

Yield 
(%) 

Employees 
(thou) 

1998E 
($) 

10 

•  AXA-UAP/insurance 

76,869 

1,357 

403,132 

37,727 

113.66 

4.17 

4.54 

25 

2.0 

80.6 

28 

•  Elf  Aquitaine  Group/energy 

43,570 

960 

42,252 

38,172 

138.70 

3.74 

5.72 

24 

2.7 

84.6 

39 

•  Renault  Group/automobiles 

35,621 

930 

38,936 

12,527 

52.24 

3.91 

3.61 

14 

1.7 

141.3 

44 

•  Total  Group/energy 

32,738 

1,304 

25,335 

29,904 

124.01 

5.31 

5.20 

24 

2.6 

54.4 

45 

Suez  Lyonnaise  Group/services 

32,625 

688 

79,031 

21,512 

170.41 

5.53 

6.29 

27 

2.2 

175.0 

47 

•  Peugeot  Groupe/automobiles 

32,002 

-474 

31,623 

9,778 

195.11 

-9.42 

9.30 

21 

0.4 

140.2 

48 

•  Alcatel  Alsthom/elec  &  electron 

31,845 

799 

42,045 

34,865 

213.64 

5.09 

7.14 

30 

1.3 

189.5 

56 

Carrefour  Group/retailing 

29,001 

614 

14,518 

23,477 

610.20 

15.96 

17.97 

34 

1.2 

113.3 

58 

GAN-Assur  Nationales/insurance 

28,935 

49 

152,281 

4,386 

29.49 

0.33 

1.67 

18 

0.0 

33.6 

59 

•  Societe  Generate  Group/banking 

28,723 

1,047 

411,055 

19,519 

197.78 

10.86 

12.04 

16 

2.7 

55.5 

60 

•  Vivendi/services 

28,632 

924 

43,122 

27,148 

200.62 

7.16 

7.31 

27 

1.9 

193.3 

64 

•  France  Telecom/telecomm 

26,853 

2,546 

50,545' 

55,929 

55.93 

2.55 

2.52 

22 

2.9 

156.6 

69 

•  BNP  Group/banking 

26,118 

1,021 

339,819 

18,188 

85.29 

4.84 

5.19 

16 

2.1 

52.7 

89 

Credit  Lyonnais  Group/banking 

22,409 

181 

250,279 

5,120 

98.14 

3.47 

5.97 

16 

0.0 

50.8 

109 

Promodes  Group/retailing 

18,960 

277 

8,355 

9,310 

486.36 

14.49 

16.61 

29 

0.9 

50.8 

110 

Saint-Gobain/bldg  materials 

18,346 

964 

22,668 

17,577 

196.95 

11.13 

9.69 

20 

2.4 

106.8 

126 

Groupe  Paribas/banking 

16,124 

892 

245,188 

15,725 

103.65 

10.18 

7.29 

14 

3.4 

20.0 

134 

Bouygues  Group/construction 

15,603 

129 

13,621 

4,633 

180.59 

5.25 

3.86 

47 

2.4 

77.1 

136 

•  Rhone-Poulenc  Group/personal  care 

15,412 

-855 

27,529 

20,091 

55.41 

-2.55 

1.88 

30 

1.7 

68.4 

138 

Pinault-Printemps-Redoute/retailing 

15,279 

489 

11,302 

19,305 

822.00 

21.79 

23.59 

35 

1.2 

59.5 

140 

•  Groupe  Danone/food,  household 

15,159 

628 

16,464 

19,662 

268.88 

8.84 

9.16 

29 

1.7 

80.6 

166 

Michelin  Group/industrial  comp 

13,654 

665 

13,647 

8,458 

61.79 

4.86 

5.24 

12 

1.5 

123.3 

175 

Casino  Groupe/retailing 

13,046 

191 

5,462 

5,104 

71.10 

2.36 

2.55 

28 

2.7 

46.9 

179 

Dexia/banking 

12,872 

612 

203,903 

10,476s 

135.69 

7.99 

8.97 

15 

3.2 

7.4 

191 

•  Usinor/metals-steel 

12,336 

352 

10,920 

4,063 

16.71 

1.45 

2.36 

7 

4.9 

51.4 

202 

•  Pechiney/metals-nonfer 

11,949 

311 

9,942 

4,040 

50.82 

3.92 

4.16 

12 

2.0 

34.0 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidates      rations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997 
figures  are  used  unless  noted.  Market  value  is  as  of  May  29,  1998.  -•  Sponsored  ADR.  'Figures  are  latest  available.  'Combined  market  value  for  Merita  and  Nordbanken  Holding.  Price.  EPS. 
P/E  and  yield  are  only  for  Merita    'Combined  market  value  for  Dexia  t-elgium  and  Dexia  France.  Price,  EPS,  P/E  and  yield  are  only  for  Dexia  France. 
Sources;  Morgan  Stanley  Capital  International,  IBES  International.  Inc.  and  Worldscope  database  via  OneSource  Information  Services:  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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His  job  is 


to  update  district  managers 
check  business  year-to-date 


conduct  store  checks 


approve  marketing  overages 

review  franchisee  applications 

and  get  in  nine  before  dark. 


Our  job  is  to  take  care  of  his  family's  insurance 
needs  so  he  can  take  care  of  his  family. 


CT/Etna 


Group  Life,  Disability  and  Long-Term  Care  Insurance    US  Healthcare 


You'll  feel  better  with  lis 


If  not  us,  then  who?  We  now  have  one 


of  the  worlds  great  IT  service  organizatkl  ijoj 


and  products,  offering  them  direcdy  or  over  the  Web  to  partners,  resellers  and  customer  Iflv, 

Better  answers. 


"VPk  ! 


mmmmm 


ies.  We've  even  turned  our  experience  in  solving 


t  savings  in  time  and  money.  For  more  answers,  better  answers,  reach  us  at  www.compaq.com/do  or  1-800-AT-COMPAQ. 


rureigii 


Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

1 

:ps 

P/E 

Yield 

Employees 

(Smil) 

income 
(Smil) 

(Smil) 

value 
(Smil) 

price 
($) 

1997 
($) 

1998E 
($) 

1998E 

(%) 

(thou) 

France 

205  ■  t'Oreal  Group/personal  care 

11,842 

683 

10,824 

33,523 

495.87 

10.10 

11.99 

41 

0.8 

47.2 

216  •  Lagardere  Groupe/multi-mdustry 

11,291 

236 

11,302 

5,259 

43.90 

2.02 

2.48 

18 

2.5 

46.2 

288      Christian  Dior/leisure  goods 

8,444 

276 

22,008 

5,826 

138.20 

6.56 

7.82 

18 

3.0 

33.3 

299  •  LVMH  Group/leisure  goods 

8,230 

776 

16,664 

18,352 

209.46 

8.94 

9.07 

23 

2.7 

32.3 

305      Schneider/elec  &  electron 

8,121 

377 

9,441 

12,907 

84.45  • 

2.56 

2.85 

30 

1.9 

61.5 

334      Credit  Commercial/banking 

7,385 

275 

66,631 

5,543 

76.14 

3.83 

4.24 

18 

2.2 

10.8 

340  •  Lafarge/bldg  materials 

7,207 

417 

15,006 

10,391 

101.31 

4.66 

5.12 

20 

2.7 

37.1 

371   •  Thomson-CSF/aero  &  defense 

6,601 

364 

10,051 

4,828 

40.39 

3.04 

1.34 

30 

1.7 

46.5 

373  ■  L'Aire  Liquide  Group/chemicals 

6,576 

529 

9,315 

14,399 

174.90 

6.45 

6.99 

25 

2.0 

27.6 

387      Esso/energy 

6,293 

89 

1,568 

1,186 

99.47 

7.49 

5.10 

19 

6.3 

2.4 

417  •  Valeo/industrial  comp 

5,820 

254 

4,817 

6,643 

94.13 

3.62 

4.05 

23 

1.7 

36.1 

430      Eiffage/construction 

5,619 

104 

4,980 

943 

88.46 

9.74 

3.48 

25 

4.3 

42.5 

431      Comptoirs  Modernes/retaillng 

5,613 

95 

2,103 

2,910 

558.96 

18.18 

18.59 

30 

1.2 

24.6 

443  •  Accor/leisure 

5,445 

258 

10,653 

9,822 

273.89 

7.26 

7.73 

35 

2.1 

121.4 

452      Sodexho  Alliance/services 

5,281 

96 

3,309 

6,139 

183.59 

3.18 

3.32 

55 

1.2 

151.6 

460      Galeries  Lafayette/retailing 

5,200 

111 

3,084 

1,266 

968.04 

84.75 

43.40 

22 

0.3 

33.9 

483      Credit  Foncier/banking 

4,980 

147 

51,688 

724 

19.21 

3.89 

3.66 

5 

0.0 

2.4 

489      Financiere  de  L'Odet/multi-industry 

4,893 

49 

3,162' 

311 

49.24 

7.79 

NA 

NA 

0.1 

21.1 

Germany 


'98  EST  P/E  12  •  Yield  1.7%  •  Market  value  $1.1  trillion  •  Year-to-date  price  change  30% 


Country  statistics 


Business  climate  '93  vs  '98 


4.2     4.1  3-6  4.3 


1 !  i  li 


Venture     Economic     Personal    Corporate 
capital       policies        taxes         taxes 

A  score  of  10  means  conditions  are  optimum. 


Population 

82.2  million 

Gross  domestic  product 

$2,084.4  billion 

GDP  per  capita 

$25.4  thousand 

Total  national  debt/GDP 

22.5% 

R&D  expenditures/GDP 

2.3% 

Unemployment  rate 

9.9% 

Retail  sales  per  capita 

$5.3  thousand 

International  fund 

—  Total  return  — 
YTD        1-yr      5-yr* 

Germany  Fund 

27.9% 

46.7%    24.4% 

Performance  relative  to  EAFE 

180 


EAFE=100 


'93  '94  '95 
Deutsche  marks  per  SU.S. 
1.3 


96       '97     '98 
SU.S.  per  Deutsche  mark 
0.77 


Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

pDC 

P/E 

Yield 

Employees 

(Smil) 

income 
(Smil) 

(Smil) 

value 
(Smil) 

price 
(S) 

1997 
(S) 

1998E 
($) 

1998E 

(%) 

(thou) 

11  •  Daimler-Benz  Group/automobiles 

71,536 

4,638 

76,502 

52,018 

100.68 

8.99 

4.03 

25 

1.2 

295.5 

14  •  Volkswagen  Group/automobiles 

65,306 

772 

56,713 

33,801 

810.28 

19.88 

56.56 

14 

1.2 

256.1 

16  ■  Siemens  Group/elec  &  electron 

63,731 

1,427 

55,567 

36,404 

64.51 

2.50 

2.91 

22 

1.9 

382.0 

17      Allianz  Worldwide/insurance 

55,397' 

1,096' 

200,362' 

77,282 

315.83 

5.77 

6.33 

50 

0.5 

65.8 

27  •  VEBA  Group/utilities 

43,866 

1,620 

44,972 

32,631 

65.63 

3.26 

3.42 

19 

2.6 

126.7 

31  •  Deutsche  Bank  Group/banking 

40,778 

551 

581,979 

45,843 

86.01 

1.14 

4.09 

21 

1.7 

76.1 

35  •  Deutsche  Telekom/telecom  m 

38,956 

1,905 

90,853 

73,517 

26.80 

0.69 

1.01 

27 

2.5 

222.3 

37  •  RWE  Group/utilities 

38,243 

814 

46,243 

26,338 

53.03 

1.48 

1.96 

27 

2.4 

137.1 

41      BMW-Bayerische  Motor/automobiles 

34,679 

719 

29,730 

24,511 

1,057.23 

36.35 

38.02 

28 

1.5 

109.6 

43      Metro/retailing 

32,778 

319 

14,181 

15,052 

63.67 

1.47 

2.02 

32 

2.5 

128.8 

46  ■  BASF  Group/chemicals 

32,167 

1,866 

26,777 

28,808 

46.31 

3.01 

2.91 

16 

3.5 

103.8 

49  •  Bayer  Group/chemicals 

31,720 

1,696 

30,227 

34,885 

47.77 

2.34 

2.52 

19 

3.2 

144.7 

55  •  Hoechst  Group/personal  care 

30,045 

774 

33,985 

29,302 

49.84 

1.32 

1.74 

29 

2.4 

137.4 

61  •  VIAG  Group/utilities 

28,571 

496 

32,647 

14,869 

559.97 

18.64 

24.64 

23 

2.0 

80.9 

All  figures  except  per-share  items  are  in  millions  ol  U  S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
fiscal  year-end  rate.  Revenue  figures  are  for  group  oi  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  fig- 
ures are  used  unless  noted.  Market  value  is  as  of  May  29,  1998.  "Sponsored  ADR.  ■Nonsponsored  AOR.  NA:  Not  available.  'Figures  are  latest  available. 
Sources;  Morgan  Stanley  Capital  International,  IBES    'prnational,  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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rureigii 


Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

Ef 

'S 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
(Smil) 

price 
($) 

1997 
($) 

1998E 
($) 

1998E 

(%) 

(thou) 

Germany 

78 

■  Thyssen  Group/metals-steel 

24,289 

1,247 

17,426 

8,931 

260.39 

39.52 

18.03 

14 

3.7 

120.3 

82 

Munchener  Ruck/insurance 

23,971 

371 

93,087 

37,248 

316.95 

4.47 

NA 

NA 

0.4 

18.0 

88 

•  Mannesmann  Group/telecomm 

22,546 

282 

16,446 

37,973 

97.72 

0.77 

1.85 

53 

0.8 

120.4 

97 

•  Dresdner  Bank/banking 

21,224 

957 

372,581 

28,830 

56.17 

1.96 

2.13 

26 

2.2 

43.0 

107 

•  Commerzbank/banking 

19,300 

763 

287,868 

18,784 

40.49    , 

1.70 

2.02 

20 

3.0 

29.1 

118 

■  Bayer  Vereinsbank/banking 

16,886 

488 

249,709 

22,426 

83.72 

•     1.85 

2.41 

35 

1.5 

21.7 

127 

ERGO-gruppe/insurance 

16,084 

301 

67,096 

14,075 

178.63 

6.66 

7.17 

25 

0.7 

22.9 

130 

Preussag  Group/multi-industry 

15,888 

216 

8,464 

5,562 

364.54 

14.14 

16.18 

23 

2.6 

63.0 

151 

Gehe/personal  care 

14,437 

162 

4,598 

3,894 

53.42 

2.22 

2.63 

20 

1.9 

25.7 

153 

Krupp  Hoesch  Group/metals-steel 

14,356 

187 

10,958 

4,424 

203.27 

8.77 

16.46 

12 

3.1 

61.5 

155 

•  Bayerische  Hypotheken/banking 

14,225 

444 

203,981 

16,682 

62.89 

1.70 

1.96 

32 

1.8 

17.5 

164 

■  Karstadt  Group/retailing 

13,716 

94 

6,397 

4,386 

522.18 

11.14 

7.39 

71 

1.5 

94.5 

171 

■  Deutsche  Lufthansa/airlines 

13,349 

479 

11,901 

9,530 

24.98 

1.26 

1.40 

18 

2.0 

58.3 

172 

MAN  Group/machinery  &  eng 

13,344 

197 

8,039 

5,698 

397.58 

12.79 

17.70 

22 

2.0 

60.8 

188 

AMB-Aachener  &  Munchener/insurance  12,437 

232 

52,653 

6,221 

114.79 

4.82 

4.70 

24 

1.2 

18.3 

189 

Bankgesellschaft  Berlin/banking 

12,423 

162 

196,235 

5,324 

24.42 

0.74 

1.62 

15 

2.5 

16.9 

209 

•  Henkel  Group/chemicals 

11,571 

612 

9,719 

12,100 

78.28 

4.20 

3.30 

24 

1.4 

53.8 

225 

Metallgesellschaft/multi-industry 

10,827 

128 

3,835 

2,799 

20.86 

0.95 

1.40 

15 

0.5 

24.5 

264 

Degussa/misc  materials 

9,145 

227 

5,273 

5,872 

63.78 

2.46 

2.86 

22 

1.3 

25.6 

304 

SPAR  Handels/retailing 

8,154 

41 

2,079' 

1,650 

36.40 

0.68 

0.73 

50 

0.9 

23.8 

326 

Philipp  Holzmann/construction 

7.5801 

-l1 

8,075' 

1,211 

276.07 

-35.24E 

0.73 

NM 

0.0 

51.2 

382 

•  Continental  Group/industrial  comp 

6,451 

160 

4,268 

3,469 

30.30 

1.62 

1.96 

15 

1.3 

44.8 

392 

DePfaf/banking 

6,202 

131 

112,909 

2,879 

79.96 

3.64 

4.09 

20 

1.1 

1.8 

440 

Linde/machinery  &  eng 

5,505 

238 

4,926 

6,213 

739.17 

28.60 

30.97 

24 

2.1 

30.8 

449 

Deutsche  Babcock  Group/mach  &  eng 

5,336 

-143 

2,374 

488 

69.72 

-20.38 

0.56 

NM 

0.0 

30.6 

457 

AVA/retailing 

5,220 

14 

1,496 

1,221 

389.18 

4.33 

8.90 

44 

0.0 

29.3 

495 

VEW/utilities 

4,854 

176 

8,080 

6,496 

324.78 

11.48E 

11.87 

27 

2.5 

13.2 

Italy 


'98  EST  P/E  21  •  Yield  1.4%  •  Market  value  $490  billion  •  Year-to-date  price  change  40% 


T,      Business  climate  '93  vs  '98 


4.0 


4.7 


3.1  «  3-5  ||  3.0  2.7  2  5  2.8 

ll  I II  il 

Venture  Economic  Personal  Corporate 

capital  policies  taxes  taxes 


A  score  of  10  -leans  conditions  are  optimum. 


Country  statistics 


Population 

57.2  million 

Gross  domestic  product 

$1,133.6  billion 

GDP  per  capita 

$19.8  thousand 

Total  national  debt/GDP 

78.9% 

R&D  expenditures/GDP 

1.1% 

Unemployment  rate 

12.3% 

Retail  sales  per  capita 

$5.1  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

WEBS-ltaly  Fund 

38.5% 

85.7%       NA 

'Annualized.  NA:  Not  available. 

Sources:  The  World  Competitiveness  Yearbook:  International  Monetary  Fund: 
Upper  Analytical  Services:  Morgan  Stanley  Capital  International:  IBES  Express. 


Performance  relative  to  EAFE 

160 
140 
120 
100 
80 


ratio  scale                                                       fJ 

r 

/V\A     EAFE=100    A    / 

"V      VvvW^ 

SU.S.  per  1,000  Lire 
0.71 


Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
(Smil) 

price 
($) 

1997        1998E 
($)            ($) 

1998E 

(%) 

(thou) 

20  •  Fiat  Group/automobiles 

52,590 

1,419 

69,449 

23,099 

4.47 

0.29         0.22 

21 

1.5 

242.3 

38  •  ENI/energy 

35,651 

3,005 

49,152 

56,462 

7.06 

0.38         0.37 

19 

2.3 

80.2 

65      Generali  Group/insurance 

26,759' 

932' 

87,822' 

32,914 

32.08 

0.64         0.73 

44 

0.6 

40.0 

76  •  Telecom  Italia/telecomm 

25,140 

1,532 

48,941' 

51,330 

7.54 

0.29         0.30 

26 

1.4 

126.4 

161  •  Montedison  Group/multi-industry 

13,903 

875 

18,099 

7,570 

1.38 

015         0.08 

18 

1.6 

27.1 

All  figures  except  per-share  items  are  in  millions  of  US  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  yean  assets  are  converted  at 
fiscal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997 
figures  are  used  unless  noted.  Market  value  is  as  of  May  29,  1998   ^Sponsored  ADR.  "Nonsponsored  ADR.  NA:  Not  available    NM:  Not  meaningful  'Figures  are  latest  available. 
Sources:  Morgan  Stanley  Capital  International.  IBES  International,  nc.  and  Worldscope  database  via  OneSource  Information  Services:  IBES  Express:  Bloomberg  Financial  Markets;  Forbes. 
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The  fastest  way  to  Kuala  Lumpur  from  New  York 
Only  on  Malaysia  Airlines. 


i 


No  one  flies  you  to  Kuala  Lumpur,  Malaysia  faster  than  Malaysia  Airlines.  Via  Dubai,  every  Tuesday,  Friday  and  Sunday.  Enroute,  onboard  our  advanced  and 
luxurious  'Super  Ranger'  B777s,  you'll  enjoy  the  use  of  a  business  centre*,  lap  top  ports*,  personal  Masfones  and  one  of  the  best  entertainment  systems  in 
the  sky.  And  the  same  award-winning  inflight  service  that  passengers  to  over  100  destinations  in  6  continents  acclaim.  Just  some  of  the  reasons  why  more 
people  are  choosing  to  fly  us.  For  reservations  and  information,  call  your  travel  agent  or  Malaysia  Airlines  at  1-800-233  5597.  *First  and  Business  Class  only. 


'AIRLINES 

http://www.malaysiaairlines.com.my 


rufcign 


Rank  Company/business 

Revenue 
($mil) 

Net 

income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

EPC 

P/E 

1998E 

Yield 
(%) 

Employees 
(thou) 

1997 

($) 

1998E 
($) 

Italy 

204      Sanpaolo  Bank  GroupSET/banking 

11,876 

99 

145,929 

12,766 

15.65 

0.12 

0.51 

31 

0.4 

23.2 

249  •  Banca  Commerciale  Italian/banking 

9,925 

244 

115,789 

11,623 

5.89 

0.14 

0.19 

32 

1.6 

28.4 

256      Banca  di  Roma/banking 

9,379 

-1,853 

117,996 

11,013 

2.06 

-0.43 

0.05 

43 

0.0 

30.1 

266  •  Credito  Italiano/banking 

9,126 

282 

100,595 

16,035 

5.57 

0.11 

0.16 

34 

0.8 

23.9 

269      Finmeccanica/aero  &  defense 

8,973 

-1,380 

20,354' 

2,314 

0.97 

-0.14E 

0.01 

NM 

0.0 

60.0 

370  ■  Pirelli  Group/industrial  comp 

6,615 

270 

6,682 

6,323 

3.29 

0.15 

0.15 

21 

2.1 

36.2 

456  •  Alitalia  Group/airlines 

5,230 

256 

3,822 

5,565 

4.52 

0.36 

-O.08 

NM 

0.0 

18.8 

Japan 


'98  EST  P/E  28  •  Yield  0.9%  •  Market  value  $2.1  trillion  •  Year-to-date  price  change  -4% 


Business  climate  '93  vs  '98 
6.3 


Venture     Economic     Personal    Corporate 
capital       policies        taxes  taxes 

A  score  of  10  means  conditions  ate  optimum. 


Country  statistics 


Population 

124.4  million 

Gross  domestic  product 

$4,186.7  billion 

GDP  per  capita 

$33.7  thousand 

Total  national  debt/GDP 

44.7% 

R&D  expenditures/GDP 

3.0% 

Unemployment  rate 

3.4% 

Retail  sales  per  capita 

$11.3  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Japan  Fundt 

4.2% 

-20.3%  -6.0% 

•Annualized.  tForbes  best  buy. 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 


Performance  relative  to  EAFE 

120 
100 

80 

60 

40 


ratio  scale 

"TN\^">w~>V^i<>^    EAFE=100 

■93     '94 

YenpcrSU.S. 
75 


'95        '96 


100 

125 
150 


ratio  scale 

'97     '98 

SU.S.  per  100  Yen 
1.33 

1.00 

0.80 
0.67 


'93      '94        '95       '96       '97     '98 


Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

£DC 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

price 
($) 

1997 
($) 

1998E 
($) 

1998E 

(%) 

(thou) 

1  •  Mitsui  &  Co/trading 

142,754 

269 

55,613 

8,095 

5.11 

0.16 

0.18 

28 

1.1 

11.2 

2  •  Mitsubishi/trading 

128,982 

388 

72,111 

9,432 

6.02 

0.25 

0.22 

27 

1.0 

35.5 

4  ■  Itochu/trading 

126,691 

-774 

56,863 

3,201 

2.25 

-0.54 

0.07 

33 

1.9 

9.3 

5  ■  Marubeni/trading 

111,173 

140 

55,949 

3,011 

2.02 

0.09 

0.10 

19 

2.1 

9.3 

6      Sumitomo/trading 

102,443 

210 

43,288 

5,617 

5.28 

0.20 

0.21 

25 

1.1 

29.5 

7  ■  Toyota  Motor/automobiles 

95,181 

3,703 

104,917 

94,110 

24.69 

0.97 

0.85 

29 

0.7 

150.7 

8      Nissho  Iwai/trading 

81,932 

25 

41,201 

1,700 

1.94 

0.03 

0.13 

16 

1.9 

18.2 

9  •  Nippon  Tel  &  Tel/telecomm 

77,019 

2,362 

114,527 

130,586 

8,206.75 

148.47 

84.26 

NM 

0.4 

216.8 

13  •  Hitachi/elec  &  electron 

68,599 

28 

76,585 

21,939 

6.57 

0.01 

0.13 

53 

1.2 

331.5 

15  •  Matsushita  Electric  Indl/appliances 

64,310 

763 

64,851 

32,998 

15.62 

0.36 

0.46 

34 

0.6 

277.0 

18  •  Sony/appliances 

55,058 

1,810 

48,490 

34,297 

84.23 

4.55 

3.85 

22 

0.5 

173.0 

19  •  Nissan  Motor/automobiles 

53,503 

-114 

59,703 

7,598 

3.02 

-0.05 

0.01 

NM 

2.4 

135.3 

21  •  Honda  Mctor/automobiles 

48,899 

2,124 

36,465 

33,109 

33.98 

2.18 

1.97 

17 

0.4 

109.4 

26      Toshiba/elec  &  electron 

44,488 

60 

45,908 

13,487 

4.19 

0.02 

0.08 

54 

1.7 

186.0 

29      Tomen/trading 

43,420 

-179 

17,845 

579 

0.86 

-0.27 

0.11 

8 

0.0 

10.9 

30      Tokyo  Electric  Power/utilities 

43,017 

1,103 

108,647 

25,809 

19.08 

0.82 

0.56 

34 

1.9 

43.2 

32  ■  Fujitsu/data  processing 

40,632 

46 

38,796 

21,307 

11.45 

0.02 

0.29 

39 

0.6 

180.0 

33  •  NEC/elec  &  electron 

39,945 

337 

37,666 

16,221 

10.15 

0.21 

0.31 

32 

0.8 

152.5 

40  •  Bank  of  Tokyo-Mitsubishi/banking 

34,766 

-4,274 

653,408 

47,957 

10.26 

-0.92 

0.16 

64 

0.6 

18.42 

50      Nichimen/trading 

31,377 

41 

15,513 

549 

1.30 

0.10 

0.09 

14 

3.3 

18.8 

53  ■  Mitsubishi  Electric/elec  &  electron 

30,982 

-863 

32,094 

5,070 

2.36 

-0.40 

-0.08 

NM 

0.0 

115.2 

54      Mitsubishi  Motors/automobiles 

30,443 

-830 

25,525 

2,382 

2.58 

-0.90 

-0.07 

NM 

0.0 

28.02 

63  ■  Indl  Bank  of  Japan/banking 

27,074 

-1,652 

357,482 

15,540 

6.12 

-0.65 

0.15 

41 

1.0 

5.0 

66      Kanematsu/trading 

26,519 

-23 

12,094 

297 

1.02 

-0.08 

0.07 

14 

2.1 

2.12 

72  ■  Daiei/retailing 

25,887 

10 

16,899 

2,004 

2.81 

0.01 

0.01 

NM 

2.6 

17.12 

ires  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
ir-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends, 
i397  figures  are  used  unless  noted.  Market  value  is  as  of  May  29,  1998    ^Sponsored  ADR    ■Nonsponsored  ADR.  E  Estimate.  NM:  Not  meaningful    'Figures  are  latest  available.  2Not  fully 
<ited. 

•sgan  Stanley  Capital  International,  IBES  International,  Inc.  and  Wnrldscope  database  via  OneSource  Information  Services;  IBES  Express:  Bloomberg  Financial  Markets;  Forbes. 
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After  making  a  name  for  ourselves 

in  Laser  Multi-Function, 
we  decided  to  show  our  true  colors 


MM 


ED 


TORS' 


CHOGE 


EDITORS' 
CHOCE 


■996     [997 


MESSAGE 
CENTER 


PLAIN 
PAPER  FAX 


COLOR 
PC  FAX 


No  matter  if  it's  laser  or  color,  Brother  multi-function  is 
the  standard  in  multi-function  products.  Case  in  point; 
our  most  recent  award  winner,  the  MFC-7000FC-color 
multi-function  center.  More  than  just  winning  PC 
Magazine's  Editors'  Choice  in  the  category,  it  also 
won  the  "Best  of  1997"-  or  as  PC  Magazine's  editors 
stated;  "for  our  money,  we'd  opt  for  the  color  capabil- 
ities of  the  MFC-7000FC"  From  its  high  resolution 
color  printer,  color  copier  and  color  scanner  to  its 
unique  ability  to  send  color  faxes,  the  MFC-7000FC 
gives  your  image  all  the  color  edge  it  needs  —  right  at 
your  fingertips.  Speaking  of  image,  its  exclusive  built-in 
video-capture  function  lets  you  capture  images  from  a  VCR, 
camcorder  or  digital  camera.  Combine  that  with  a  full  feature 
plain  paper  fax  and  a  digital  message  center,  and  you'll  see  why 
the  MFC-7000FC  will  work  for  you.  Once  you  see  our  amazing 
lifelike  colors,  everything  else  will  pale  in  comparison! 
For  about  $699 


AVAILABLE  AT: 
OfficeMax,  Staples,  Office  Depot,  CompUSA,  J&R  Music  World  ...and  other  participating  stores. 

MORE  AWARDS  THAN  ANYONE  ELSE  IN  MULTI-FUNCTION 


PCComputtaB 

■         ••••• 


HOME    PCRM'flKKB    % 


DEC  1997  REVIEWS 


CHOICE  AWARDS  OUR  TOP  PICl< 


THE  BEST  BUY 


9 


We're  at  your  side. 


We  re  at  your  side. 

brother 

Brother  International  Corporation,  Bridgewater,  NJ  ■  Brother  International  Corporation,  Nagoya,  Japan 

FOR  MORE  INFORMATION  PLEASE  CALL  THE  BROTHER  FAX-BACK  SYSTEM  1-800-521-2846  OR  VISIT  OUR  WEB  SITE  AT  http://www.brother.com 

All  trademarks  and  registered  trademarks  referenced  herein  are  the  property  of  their  respective  companies.  ©1 998 
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Rank  Company/business 

Revenue 
($mil) 

Net 

income 

Assets 
($mil) 

Market 
value 

Stock 
price 

£DC 

P/E 
1998E 

Yield 

(%) 

Employees 
(thou) 

1997 

1998E 

($mil) 

($mil) 

($) 

($) 

($) 

Japan 

74  •  Ito-Yokado/retailing 

25,612 

577 

15,515 

20,644 

49.67 

1.41 

1.29 

38 

0.5 

38.1 

75      Mitsubishi  Heavy/machinery  &  eng 

25,234 

494 

35,834 

11,703 

3.47 

0.15 

0.16 

22 

2.1 

40.72 

77      Nippon  Steel/metals-steel 

25,074 

48 

35,370 

11,656 

1.69 

0.01 

0.02 

NM 

1.1 

32.72 

85  ■  Fuji  Bank/banking 

23,467 

-2,814 

399,779 

14,527 

4.90 

-0.97 

0.15 

33 

1.3 

14.6 

86  •  Canon/data  processing 

22,820 

982 

22,023 

20,621 

23.76 

-    1.14 

1.07 

22 

0.5 

78.8 

87  ■  Sanwa  Bank/banking 

22,816 

-1,486 

415,887 

25,362 

8.74 

-0.51 

0.23 

37 

0.7 

13.7 

93      Kansai  Electric  Power/utilities 

21,676 

630 

55,558' 

15,535 

15.87 

0.64 

0.44 

36 

2.3 

26.3 

96  ■  Sakura  Bank/banking 

21,302 

-720 

387,609 

11,087 

2.96 

-0.21 

0.11 

26 

2.1 

18.7 

101      East  Japan  Railway/trucking,  RR 

20,496 

540 

55,902 

18,948 

4,736.88 

134.96 

95.40 

50 

0.8 

78.92 

103  ■  Dai-lchi  Kangyo  Bank/banking 

19,722 

-587 

419,101 

19,500 

6.25 

-0.19 

0.18 

36 

1.0 

17.02 

106  ■  Sumitomo  Bank/banking 

19,310 

-2,048 

460,375' 

29,283 

9.32 

-0.65 

0.19 

49 

0.7 

15.82 

108  ■  Jusco/retailing 

19,151 

92 

12,337 

5,612 

17.35 

0.29 

0.51 

34 

0.9 

13.82 

1 1 1      Chubu  Electric  Power/utilities 

18,319 

328 

47,449 

11,022 

14.76 

0.44 

0.40 

37 

2.4 

20.42 

114  ■  Bridgestone/industrial  comp 

17,942 

324 

14,187 

18,718 

22.75 

0.40 

0.86 

27 

0.4 

96.2 

117      Nippon  Oil/energy 

17.334E 

94 

21,611 

3,807 

3.10 

0.08 

0.07 

47 

1.6 

11.5 

119      Mazda  Motor/automobiles 

16,638 

-55 

11,029 

4,083 

3.34 

-0.05 

0.05 

71 

0.0 

23.92 

124      Toyota  Tsusho/trading 

16,305 

54 

5,983 

784 

3.10 

0.22 

0.13 

24 

2.0 

4.7 

129      Japan  Energy/energy 

16,024 

155 

12,435 

1,110 

1.02 

0.14 

0.10 

10 

3.5 

14.8 

131  ■  Kajima/construction 

15,803 

-62 

20,328 

2,574 

2.68 

-0.06 

-0.10 

NM 

2.4 

13.62 

132  ■  NKK/metals-steel 

15,765 

116 

22,445 

2,993 

0.85 

0.03 

0.01 

71 

2.5 

38.3 

133      Mitsubishi  Materials/metals-nonfer 

15,616 

82 

12,716 

2,204 

1.94 

0.07 

0.07 

27 

1.9 

17.0 

139  ■  Sanyo  Electric/appliances 

15,212 

100 

20,007 

5,576 

2.86 

0.05 

0.07 

44 

1.3 

67.8 

142      Mycal/retailing 

15,009 

83 

13,541 

1,916 

6.03 

0.27 

0.22 

28 

2.6 

20.8 

144  ■  Taisei/construction 

14,920 

-546 

21,946 

1,875 

1.94 

-0.55 

0.03 

59 

2.6 

21.5 

147  ■  isuzu  Motors/machinery  &  eng 

14,667 

49 

13,108 

1,862 

1.81 

0.05 

0.05 

35 

2.0 

13.52 

149  ■  Sharp/appliances 

14,593 

202 

15,783 

8,458 

7.51 

0.18 

0.19 

40 

1.2 

48.0 

150      Nippon  Express/trucking,  RR 

14,519 

220 

8,454 

5,885 

5.48 

0.21 

0.18 

31 

1.1 

60.6 

154      Shimizu/construction 

14,319 

-368 

17,545 

2,157 

2.74 

-0.47 

-1.28 

NM 

2.4 

15.3 

159      Japan  Tobacco/bev  &  tobacco 

14,131 

473 

15,590 

13,822 

6,910.95 

236.44 

260.20 

27 

0.7 

22.12 

160  ■  Mitsubishi  Chemical/chemicals 

14,128 

46 

15,622 

3,733 

1.79 

0.02 

0.03 

69 

1.2 

12.32 

165      Cosmo  Oil/energy 

13,696 

44 

9,671 

1,023 

1.62 

0.07 

0.07 

23 

3.6 

3.22 

168  ■  Denso/industrial  comp 

13,589 

580 

13,217 

15,173 

16.92 

0.65 

0.49 

35 

0.6 

57.0 

173  •  Tokio  Marine  &  Fire  Ins/insurance 

13,268' 

272' 

41,468' 

14,637 

9.45 

0.18 

0.16 

60 

0.6 

14.02 

176      Tohoku  Electric  Power/utilities 

13,023 

386 

30,162 

6,788 

13.50 

0.77 

0.51 

26 

2.7 

14.82 

178  ■  Japan  Air  Lines/airlines 

12,890 

-513 

15,470 

4,546 

2.56 

-0.29 

0.03 

NM 

0.0 

17.92 

186  •  Kobe  Steel/metals-steel 

12,512 

-40 

18,161 

2,164 

0.76 

-0.01 

0.02 

42 

1.9 

30.2 

196      Suzuki  Motor/automobiles 

12,134 

246 

7,855 

3,649 

8.13 

0.55 

0.42 

19 

0.7 

14.22 

197      Obayashi/construction 

12,123 

96 

19,589' 

2,763 

3.71 

0.13 

0.13 

29 

1.6 

11.92 

198  ■  Tokai  Bank/banking 

12,109 

116 

253,714 

11,204 

5.52 

0.04 

0.18 

31 

1.1 

11.4 

200  •  Sumitomo  Metal  Inds/metals-steel 

11,976 

33 

18,882 

4,869 

1.55 

0.01 

0.04 

38 

1.4 

14.92 

201   ■  Sekisui  House/construction 

11,954 

326 

12,886 

5,268 

7.38 

0.46 

0.31 

24 

1.8 

15.2 

206      Kyushu  Electric  Power/utilities 

11,769 

274 

33,555' 

6,998 

14.76 

0.58 

0.42 

35 

2.4 

14.82 

208      Yasuda  Fire  &  Marine  Ins/insurance 

11,643 

116 

28,362 

3,824 

4.31 

0.13 

0.12 

36 

1.2 

12.4 

21 1      Long-Term  Credit  Bank/banking 

11,492 

-1,212 

192.798E 

3,497 

1.45 

-0.51 

0.10 

14 

3.0 

3.52 

214  •  Ricoh/data  processing 

11,438 

246 

12,575 

7,448 

10.77 

0.37 

0.34 

31 

0.7 

63.6 

218      Kawasho/trading 

11,246 

-23 

5,735 

139 

1.15 

-0.19 

0.04 

30 

1.9 

2.0 

219  ■  Fuji  Photo  Film/leisure  goods 

11,231 

724 

16,143 

17,375 

33.76 

1.41 

1.36 

25 

0.5 

36.6 

221  ■  Oji  Paper/forest  products 

10,992 

90 

13,597 

4,352 

4.21 

0.09 

0.11 

37 

1.7 

14.22 

222  ■  Asahi  Glass/misc  materials 

10,976 

166 

14,462' 

6,328 

5.39 

0.14 

0.16 

33 

1.2 

8.52 

223  ■  Dai  Nippon  Printing/services 

10,894 

461 

10,986 

12,466 

16.41 

0.61 

0.59 

28 

0.8 

32.7 

227  ■  Fuji  Heavy  Inds/automobiles 

10,628 

250 

6,850 

2,714 

4.54 

0.42 

0.30 

15 

1.1 

14.82 

228  •  Kawasaki  Heavy  Inds/machinery  &  eng 

10,573 

151 

9,261 

2,593 

1.87 

0.11 

0.08 

23 

2.3 

24.2 

230  ■  Sumitomo  Electric/industrial  comp 

10,571 

270 

10,822 

7,585 

10.42 

0.37 

0.36 

29 

0.7 

59.1 

232  ■  Toppan  Printing/services 

10,466 

386 

9,850 

7,613 

10.89 

0.55 

0.40 

27 

1.0 

34.4 

233      Takashimaya/retailing 

10,466 

68 

6.952 

2,148 

7.04 

0.23 

0.17 

42 

0.8 

11.52 

234  ■  Asahi  Chemical  Ind/chemicals 

10,446 

170 

9,140 

4,975 

3.45 

0.12 

0.09 

37 

1.3 

27.8 

!  235      Centrsl  Japan  Railway/trucking,  RR 

10,419 

266 

46,105 

8,192 

3,657.04 

118.73 

95.80 

38 

1.0 

22.72 

IG  ■  Matsushita  Electric  Works/bldg  mater 

10,334 

291 

10,031 

6,246 

8.34 

0.38 

0.26 

32 

1.1 

36.4 

Orix/fmancial  svcs 

10,295 

140 

41,032' 

4,208 

64.86 

2.16 

3.02 

21 

0.2 

7.6 

Snow  Brand  Milk  Prod/food,  household 

10,164 

33 

4.204 

999 

3.08 

0.10 

0.12 

25 

1.6 

14.9 

•■■•■■ 
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In  26  countries  around  the  world,  from 
Australia  to  Venezuela,  Toyota  vehicles  are 
being  built  by  the  same  people  who  drive 
them  -  local  people.  Here  in  America,  Toyota 
directly  employs  more  than  23,000  people.  In  °°"  <0  be  bum  m  B'a 


fact,  more  than  half  the  Toyota  vehicles  sold  in 
America  are  built  here,  with  many  parts  com- 
ing from  U.S.  suppliers.  That's  why,  to  many 
people,  Toyota  is  more  than  just  a  source 
of  local  transport,  it's  a  source  of  local  pride. 


TOYOTA  People  Drive  Us 


Visit  our  website  at  www.toyota.com/usa  or  write  Toyota  Motor  Corporate  Services,  9  W.  57th  St.,  4900M2.  New  York,  NY  10019   e1998 
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Rank 

Company/business 

Rpvpnup 

Net 

income 

Accpt? 

Markpt 

Stock 
price 

£DC 

P/E 
1998E 

Yield 
(%) 

Employees 
(thou) 

nCVGIlUC 

($mil) 

nioclo 

($mil) 

iiidi  r\ci 

value 

1997 

1998E 

($mil) 

($mil) 

($) 

($) 

($) 

Japan 

243 

•  Kawasaki  Steel/metals-steel 

10,137 

69 

16,403 

5,196 

1.60 

0.02 

0.03 

59 

1.4 

11.62 

245 

Seiyu/retailing 

10,077 

-487 

11,132 

479 

2.13 

-2.17 

0.05 

46 

0.0 

8.22 

247 

West  Japan  Railway/trucking,  RR 

10,018 

162 

19,934 

7,487 

3,743.43 

81.22 

82.06 

46 

1.2 

46.42 

248 

■  Mitsubishi  Trust  &  Bank/banking 

9,939 

533 

140,606 

11,531 

8.86 

0.41 

0.34 

26 

0.7 

5.8 

252 

DDI/telecomm 

9,604 

68 

9,820 

6,515 

2,865.16   . 

31.03 

40.39 

71 

0.4 

3.02 

255 

Mitsui  Fudosan/real  estate 

9,444 

-257 

26,188' 

6,557 

8.07 

■   -0.32 

0.15 

55 

0.4 

11.3 

258 

Mitsubishi  Oil/energy 

9,356 

-293 

8,210' 

607 

1.33 

-0.64 

-0.22 

NM 

i     0.0 

2.22 

263 

■  Kumagai  Gumi/construction 

9,245 

-1,873 

15,256' 

441 

0.65 

-2.75 

0.10 

6 

0.0 

8.32 

268 

•  Komatsu/machinery  &  eng 

8,998 

157 

11,826 

4,049 

4.18 

0.16 

0.14 

30 

1.4 

27.3 

270 

Sumikin  Bussan/trading 

8,927 

5 

4,226 

159 

1.51 

0.05 

:   0.06 

24 

2.4 

1.62 

272 

Ishikawajima-Harima/machinery  &  eng 

8,878 

127 

10,108 

2,243 

1.73 

0.10 

0.08 

22 

2.5 

14.02 

273 

■  Toray  Industries/chemicals 

8,865 

202 

10,809 

6,961 

4.97 

0.14 

0.12 

43 

1.0 

33.8 

275 

•  All  Nippon  Airways/airlines 

8,806 

^14 

10,219' 

5,286 

3.66 

-0.03 

-0.05 

NM 

!     0.0 

14.92 

276 

Sekisui  Chemical/bldg  materials 

8,802 

74 

7,148 

2,766 

5.01 

0.13 

0.14 

37 

1.9 

5.82 

278 

■  Nippon  Yusen/shipping 

8,789 

58 

11,019 

4,067 

3.45 

0.05 

0.08 

41 

0.8 

10.6 

280 

■  Daiwa  House  Industry/construction 

8,719 

166 

9,238' 

4,069 

7.77 

0.32 

0.30 

26 

1.6 

14.8 

281 

Chugoku  Electric  Power/utilities 

8,708 

246 

23,229 

5,209 

14.04 

0.66 

0.42 

33 

2.6 

14.9 

284 

UNY/retailing 

8,616 

105 

4,871 

2,848 

15.05 

0.56 

0.50 

30 

0.8 

9.2 

287 

Nippon  Paper  Inds/forest  products 

8,460 

150 

9,284 

4,084 

4.31 

0.16 

0.15 

30 

1.3 

7.52 

291 

•  Kubota/machinery  &  eng 

8,390 

177 

9,931 

3,400 

2.41 

0.12 

0.13 

18 

1.8 

15.72 

292 

Sumitomo  Trust  &  Banking/banking 

8,348 

-409 

116,360 

6,530 

5.25 

-0.33 

0.38 

14 

1.1 

6.4 

294 

■  Mitsukoshi/retailing 

8,331 

-317 

4,910 

1,222 

2.54 

-0.66 

-0.06 

NM 

1.7 

10.52 

295 

Dainippon  Ink  &  Chems/chemicals 

8,328 

58 

8,771 

2,569 

3.24 

0.07 

0.11 

31 

1.3 

24.9 

296 

Sumitomo  Chemical/chemicals 

8,316 

180 

10,420 

4,355 

2.69 

0.11 

0.11 

25 

1.3 

16.3 

298 

■  Asahi  Bank/banking 

8,292 

-1,500 

212,714 

8,901 

3.75 

-0.65 

0.10 

38 

1.2 

12.7 

300 

Tokyo  Gas/utilities 

8,225 

141 

14,286' 

5,806 

2.07 

0.05 

0.05 

44 

1.7 

12.52 

301 

■  Nomura  Securities/financial  svcs 

8,223 

350 

151,754 

21,338 

10.87 

0.18 

0.32 

34 

0.7 

13.3 

303 

Nittetsu  Shoji/trading 

8,158 

17 

5,373 

105 

1.12 

0.18 

0.13 

9 

0.0 

2.2 

309 

Fuji  Electric/elec  &  electron 

8,010 

61 

7,432 

2,260 

3.16 

0.09 

0.10 

31 

1.8 

25.9 

310 

Maruha/food,  household 

7,972 

20 

3,443 

298 

0.99 

0.07 

0.11 

9 

2.2 

9.0 

324 

Aisin  Seiki/industrial  comp 

7,619 

114 

5,416 

2,657 

9.25 

0.40 

0.28 

34 

0.9 

11.22 

330 

Kinki  Nippon  Railway/trucking,  RR 

7,464 

26 

12,173 

7,770 

4.79 

0.02 

0.02 

NM 

0.8 

12.02 

332 

■  Kao/food,  household 

7,394 

200 

5,897 

9,235 

14.90 

0.33 

0.38 

39 

0.7 

7.02 

339 

Daihatsu  Motor/automobiles 

7,224 

69 

4,433 

1,553 

3.64 

0.16 

0.23 

16 

1.0 

1112 

341 

Daimaru/retailing 

7,190 

11 

3,426 

702 

2.59 

0.04 

'    0.06 

47 

1.4 

6.22 

343 

Mitsui  Trust  &  Banking/banking 

7,158 

33 

91.137E 

2,804 

2.34 

0.03 

0.11 

22 

1.5 

5.62 

344 

■  Kirin  Brewery/bev  &  tobacco 

7,150 

210 

11,173 

9,766 

9.28 

0.20 

0.20 

47 

0.9 

8.12 

351 

Nippon  Meat  Packers/food,  household 

7,013 

68 

4,448 

2,928 

12.85 

0.30 

0.36 

35 

0.9 

24.4 

352 

Osaka  Gas/utilities 

6,957 

177 

9,671' 

5,442 

2.15 

0.07 

0.07 

33 

1.7 

10.22 

353 

Yamaha  Motor/leisure  goods 

6,942 

121 

5,195 

1,331 

5.76 

0.53 

0.37 

16 

1.0 

26.1 

358 

Takeda  Chemical  Inds/personal  care 

6,861 

665 

9,821 

22,653 

25.77 

0.76 

0.73 

35 

0.6 

16.4 

360 

■  Ajinomoto/food,  household 

6,813 

146 

6,274 

5,447 

8.39 

0.23 

0.22 

39 

0.9 

5.32 

361 

Mitsui  O.S.K.  Lines/shipping 

6,804 

69 

9,743 

1,691 

1.53 

0.06 

0.06 

26 

1.9 

15.0 

372 

Showa  Denko/chemicals 

6,594 

79 

7,938 

1,061 

1.02 

0.08 

0.06 

17 

2.1 

13.6 

377 

Nippon  Credit  Bank/banking 

6,525 

138 

101,327 

2,413 

0.97 

0.06 

0.03 

30 

0.0 

2.3 

378 

■  Furukawa  Electric/industrial  comp 

6,514 

111 

7,370 

2,079 

3.17 

0.17 

0.14 

22 

1.4 

9.42 

379 

■  Mitsui  Marine  &  Fire  Ins/Insurance 

6,483' 

88' 

22,305' 

3,854 

4.90 

0.12 

0.11 

46 

1.0 

9.02 

380 

Asahi  Breweries/bev  &  tobacco 

6,469 

96 

12,437 

6,056 

12.53 

0.21 

0.18 

71 

0.6 

11.2 

389 

Oki  Electric  Industry/elec  &  electron 

6,232 

-66 

6,337 

1,322 

2.16 

-0.11 

-0.03 

NM 

2.3 

24.0 

395 

Yamato  Transport/trucking,  RR 

6,124 

132 

4,385 

4,672 

11.48 

0.33 

0.33 

35 

0.9 

66.0 

406 

■  Fujita/construction 

5,992 

-17 

10,445 

295 

0.60 

-0.04 

0.00 

NM 

0.0 

5.32 

411 

•  Kyocera/electronic  comp 

5,911 

383 

7,759 

9,262 

48.67 

2.02 

2.20 

22 

0.9 

31.0 

418 

Sumitomo  Forestry/bldg  materials 

5,817 

17 

2,585 

985 

5.59 

0.10 

0.10 

56 

1.3 

4.02 

419 

Toyo  Seikan  Kaisha/misc  materials 

5,806 

120 

5,481 

2,621 

11.81 

0.54 

0.34 

35 

0.5 

14.7 

All  figures  except  per-share  items  are  in  millions  of  'J  S.  dollars.  Revenue  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal 
year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  figures  are  used 
unless  noted.  Market  value  is  as  of  May  29, 1998.  "Sponsored  ADR.  ■Misuonsored  ADR.  E:  Estimate.  NM:  Not  meaningful.  'Figures  are  latest  available,  ^ot  fully  consolidated. 
Sources:  Morgan  Stanley  Capital  International,  IBES  International,  Inc.  ana  ttorldscope  database  via  OneSource  Information  Service's;  I8ES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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One  company  has  emerged  a: 
leader  in  the  unregulated  energy  m 
place.  It's  DTE  Energy  -  a  leader  that  offe; 
today's  business  world  an  extraordinary 
level  of  energy  management. 

At  DTE  Energy,  we  have  all  the  resources  in 
place  to  help  business  and  industry  achievi 
fully  customized  energy-  solutions.  Working 
together  with  all  of  our  affiliates,  we  can 
relieve  you  of  capital  risks,  financing  costs, 
development  costs,  technical  headaches  and 
maintenance  worries.  We  can  even  provide 
on-site,  capital-intense  energy  management 
and  on-going  energy  risk  management. 

And  with  the  strength  and  experience  of 
Detroit  Edison  at  our  core,  we  can  do  even 
more  to  help  you  realize  true  turnkey 
energy  management  solutions. 

In  the  era  of  non-regulated  energy,  the 
formula  for  single-source  energy  solutions 
is  simply  e=DTE.  DTE  Energy. 


1 


DTE  Energy 


www.dteenergy.com 
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Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

price 
($) 

1997 

($) 

1998E 
($) 

1998E 

(%) 

(thou) 

Japan 

420 

Nishimatsu  Construction/construction 

5,800 

52 

6,705 

1,244 

4.50 

0.19 

0.19 

24 

1.6 

5.8 

421 

Daiwa  Bank/banking 

5,781 

103 

120,568 

3,229 

1.94 

0.06 

0.07 

29 

2.2 

8.12 

423 

■  Yamazaki  Baking/food,  household 

5,698 

76 

3,511 

1,924 

8.73 

0.34 

0.35 

25 

1.0 

18.9 

425 

•  TDK/electronic  comp 

5,678 

476 

5,474 

10,432 

78.32 

3.57 

3.33 

24 

0.6 

29.7 

427 

Shin-Etsu  Chemical/chemicals 

5,650 

343 

8,207 

7,298 

18.54 

,    0.90 

0.35 

54 

0.3 

19.2 

432 

Tonen/energy 

5,599 

67 

4,887 

3,164 

5.15 

•0.11 

0.17 

31 

4.2 

2.12 

434 

Mitsui  Chemicals/chemicals 

5,552 

95 

9,831 

2,015 

2.58 

0.18 

0.12 

22 

1.7 

7.02 

441 

Suzuken/personal  care 

5,481 

57 

3,141 

991 

13.97 

0.81 

0.55 

26 

0.9 

6.2 

444 

Toda2/construction 

5,420 

45 

5,578 

1,143 

3.54 

0.14 

0.15 

23 

1.8 

5.6 

445 

Hanwa/metals-steel 

5,414 

-44 

2,972 

315 

1.08 

-0.12 

0.04 

26 

0.0 

1.32 

448 

Sumitomo  Marine  &  Fire/insurance 

5,346 

93 

21,877 

3,742 

5.54 

0.14 

0.14 

40 

1.0 

7.7 

458 

Chori/trading 

5,209 

-20 

2,543 

166 

1.37 

-0.18 

0.16 

9 

0.0 

LP 

461 

Yuasa  Trading/trading 

5,175 

-47 

3,698' 

174 

1.50 

-0.40 

0.16 

9 

2.9 

1.52 

463 

Iwatani  International/utilities 

5,139 

-6 

3,395 

411 

1.63 

-0.02 

0.04 

43 

2.6 

1.52 

469 

UBE  Industries/chemicals 

5,097 

36 

6,913 

1,062 

1.27 

0.04 

0.04 

33 

2.8 

6.02 

470 

Sumitomo  Rubber/industrial  comp 

5,073 

48 

4,961 

1,232 

5.64 

0.22 

0.20 

28 

1.1 

28.0 

472 

•  Shiseido/personal  care 

5,061 

137 

4,744 

4,907 

11.59 

0.33 

0.29 

40 

0.9 

22.0 

473 

Meiji  Milk  Products/food,  household 

5,045 

19 

2,455 

745 

2.51 

0.07 

0.06 

43 

1.7 

5.72 

474 

Nippon  Light  Metal/metals-nonfer 

5,034 

-97 

5,428 

614 

1.15 

-0.18 

-0.06 

NM 

1.3 

4.02 

476 

Sankyo/personal  care 

5,028 

517 

6,359 

11,032 

24.04 

1.13 

1.06 

23 

0.7 

11.8 

478 

Tokyu  Construction/construction 

5,007 

-186 

5,960 

205 

0.88 

-0.80 

-0.14 

NM 

0.0 

4.92 

479 

Shikoku  Electric  Power/utilities 

5,005 

103 

11,816' 

3,896 

13.91 

0.37 

0.43 

32 

2.6 

5.82 

482 

■  Omron/elec  &  electron 

4,986 

149 

4,390 

3,944 

15.05 

0.57 

0.60 

25 

0.6 

24.0 

484 

Yamaha/leisure  goods 

4,963 

110 

4,123 

1,927 

9.33 

0.53 

0.32 

29 

0.8 

9.52 

486 

■  Teijin/chemicals 

4,956 

80 

6,439 

2,848 

3.01 

0.08 

0.09 

33 

1.4 

17.6 

491 

■  Yasuda  Trust  &  Banking/banking 

4,876 

-770 

57,895 

1,920 

1.25 

-0.68 

0.11 

12 

0.0 

4.62 

493 

Hitachi  Zosen/machinery  &  eng 

4,863 

-108 

5,522 

1,681 

1.68 

-0.11 

0.04 

40 

2.6 

12.1 

494 

Nagase  &  Co/chemicals 

4,859 

40 

2,278 

518 

3.42 

0.26 

0.25 

14 

1.7 

l.l2 

496 

Tostem  Corp/bldg  materials 

4,853 

-53 

5,282 

2,800 

12.79 

-0.24 

0.08 

NM 

0.8 

20.0 

497 

Nichirei/food,  household 

4,845 

-42 

2,976 

647 

2.08 

-0.14 

0.02 

NM 

2.1 

7.7 

500 

Okaya  &  Company/metals-steel 

4,819 

4 

1,894 

433 

8.46 

0.09 

0.21 

40 

1.0 

2.3 

Netherlands         '98  EST  P/E  22  •  Yield  2.1%  •  Market  value  $593  billion  •  Year-to-date  price  change  24% 


Business  climate  '93  vs  '98 

7.0  7.1  7.1 

II 1 1  i 

Venture     Economic     Personal    Corporate 
capital       policies        taxes         taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

15.6  million 

Gross  domestic  product 

$354.2  billion 

GDP  per  capita 

$22.7  thousand 

Total  national  debt/GDP 

48.0% 

R&D  expenditures/GDP 

2.1% 

Unemployment  rate 

5.8% 

Retail  sales  per  capita 

$5.2  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

WEBS-Netherlands  Fund 

26.5% 

37.5%       NA 

'Annualized.  NA:  Not  available. 

Sources:  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 
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'93     '94        '95        '96       '97     '98 
Guilders  per  SU.S.  SU.S.  per  Guilder 


1.4 
1.7 
2  n 

ratio  scale 

(Ul 
0.59 
O  50 

2.3 

0.43 

'93      '94        '95        '96       '97     '98 


;  Netherlands,  Sweden  and  the  U.S.  have  seen  declines 
in  total  national  debt  relative  to  gross  domestic  product  figures. 


All  figures  except  per-share  items  are  in  millions  of  US  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal 
year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January.  February  or  March  fiscal  year-ends,  1997  figures  are  used 
unless  noted   Market  value  is  as  of  May  29, 1998   •Sponsored  ADR   "Nonsponsored  AOR.    NM:  Not  meaningful.  'Figures  are  latest  available,  ^ot  fully  consolidated. 
sources-  Morgan  Stanley  Capital  International,  IBES  International,  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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franklin  age  high 
i  ncom  e  fu  n  d 

High  Current  Income 
From  A  Diversified  Portfolio 

•  •  •  •  • 

■  Franklin  AGE  High  Income  Fund  is  designed 
to  provide  you  with  high  current  income  by  invest- 
ing primarily  in  a  diversified  portfolio  of  high 
yielding,  lower-rated  corporate  bonds.1  The  fund 
received  a  five-star  overall  rating  from  Mornmgstar, 
Inc.,  against  a  universe  of  1.403,  831  and  329 
taxable  bond  funds  for  the  3-,  5-  and  10-year 
periods  respectively,  ended  3/3 1/98. n  Past 
performance  does  not  guarantee  future  results. 
Enjoy  these  advantages: 

Monthly  Dividends 
Broad  Diversification 
Professional  Management 

■  Call  your  investment  representative  or  Franklin 
today. 

High  yields  reflect  the  higher  credit  risks  associated  with  certain  lower-rated  securities 
ui  the  fund's  portfolio  and.  in  some  cases,  the  lower  market  prices  for  these  instruments. 
"Ratings  pertain  ordy  to  Class  I  shares  of  the  fund  The  fund  offers  other  share  classes, 
which  are  subject  to  different  fees  and  expenses  which  will  affect  their  performance. 
Please  see  the  prospectus  for  more  information 

Momingstar  proprietary  ratings  reflect  historical  nsk-adjusted  performance.  The  ratings 
are  subject  to  change  every  month.  Momingstar  ratings  are  calculated  from  the  fund's 
three-,  five-  and  ten-year  average  annual  returns  in  excess  of  90-day  Treasury  bill 
returns  with  appropriate  sales  charge  adjustments,  and  a  risk  factor  that  reflects  fund 
performance  below  90-day  T-bill  returns.  Ten  percent  of  the  funds  in  an  investment 
category  receive  five  stars,  22.5%  receive  four  stars,  35%  receive  three  stars,  22.5% 
receive  two  sturs  and  the  bottom  10%  receive  one  star.  Momingstar  ratings  for  other 
periods  ended  3/31  /98  are:  5  stars  for  the  three-year,  5  stars  for  the  five-year  and 
4  stars  for  the  ten-year  period  against  a  universe  of  1.403,  831  and  329  taxable 
bond  funds,  respectively. 

Past  performance  does  not  guarantee  future  results. 
Franklin  Templeton  Distributors,  Inc. 

www.franklin-templeton.com 
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CALL   1-800-FRANKLIN   Ext.   F33 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Franklin  AGE  High  Income  Fund,  including  sales  charges,  expenses  and  risks.  I  will  read 
it  carefully  before  I  invest  or  send  money. 

□  I  am  currently  a  Franklin  shareholder. 

Name 

Address 

City/State/Zip 


FOB7/98 
F334 


Daytime  Phone 


Franklin5  Templeton" 

777  Mariners  Island  Boulevard 
San  Mateo,  CA  94404-1585 


A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 
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Rank  Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

1 

PS 

P/E 

Yield 

Employees 

($mil) 

income 

($mil) 

($mil) 

value 
($mil) 

price 
($) 

1997 

($) 

1998E 
($) 

1998E 

(%) 

(thou) 

Netherlands 

3  •  Royal  Dutch/Shell  Group/energy 

128,108 

7,756 

114,355 

195.4659 

56.91 

2.29 

7.62 

7 

2.7 

105.0 

23  •  Unilever/food,  household 

48,479 

5,605 

31,832 

86,562'° 

79.35 

4^99 

2.72 

29 

1.4 

287.0 

34  •  Philips  Group/appliances 

39,181 

2,938 

29,467 

34,674 

94.89 

8.41 

5.71 

17 

1.0 

264.7 

36  •  ING  Group/financial  svcs 

38,724 

2,104 

307,558 

63,932 

68.57 

2.69 

3.50 

20 

1.7 

64.2 

57  •  ABN-Amro  Holding/banking 

28,940 

1,975 

414,654 

33,991 

24.18 

1.35 

1.46 

17 

2.5 

72.2 

71  •  Ahold/retailing 

25,916 

479 

9,339 

17,570 

31.53 

•    0.91 

1.04 

30 

1.1 

142.0 

84  •  Fortis  Group/insurance 

23,695 

1,029 

167,363 

22,998" 

59.88 

2.83 

3.12 

19 

1.9 

35.2 

128  •  Aegon  Insurance  Group/insurance 

16,045 

1,131 

135,205 

47,076 

79.94 

2.02 

2.36 

34 

1.2 

23.4 

137  •  Royal  KPN/telecomm 

15,285 

1,379 

18,593 

26.35712 

55.81 

2.93 

3.02 

18 

2.8 

33.3 

192  •  Akzo  Nobel  Group/chemicals 

12,326 

828 

10,638 

14,882 

208.65 

11.62 

12.71 

16 

2.0 

69.5 

226      Schlumberger/energy  equip 

10,648 

1,296 

12,097 

38,898 

78.06 

2.62 

3.00 

26 

1.0 

63.5 

307  •  KNP  BT/forest  products 

8,034 

23 

3,977 

2,803 

29.05 

0.05 

1.79 

16 

1.9 

23.1 

367  •  KLM/airlines 

6,689 

1,103 

9,231 

2,924 

39.53 

14.88 

4.03 

10 

3.8 

35.0 

385  •  DSM/chemicals 

6,357 

446 

5,642 

2,945 

101.05 

14.72 

12.99 

8 

4.9 

18.1 

409  ■  Heineken  Holding/bev  &  tobacco 

5,977 

195 

5,580 

5,295 

33.77 

1.25 

1.39 

24 

0.8 

27.0 

414      Hagemeyer/trading 

5,876 

191 

2,984 

4,618 

44.79 

2.00 

2.25 

20 

1.5 

22.9 

465  •  Hoogovens/metals-steel 

5,123 

255 

4,808 

1,685 

45.48 

7.19 

7.63 

6 

3.6 

22.2 

477  •  Reed  Elsevier/media 

5,015 

339 

8,274 

20.907'3 

15.54 

0.70 

0.74 

21 

3.0 

25.5 

South  Korea 


Business  climate  '93  vs  '98 


'98  EST  P/E  8  •  Yield  2.1%  •  Market  value  $47  billion  •  Year-to-date  price  change  15% 


4.9 


40     4.2  ,7     4-5,7     "4.5 

il  ill II 

Venture     Economic     Personal    Corporate 
capital       policies        taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

46.2  million 

Gross  domestic  product 

$442.5  billion 

GDP  per  capita 

$9.6  thousand 

Total  national  debt/GDP 

7.3% 

R&D  expenditures/GDP 

2.8% 

Unemployment  rate 

2.6% 

Retail  sales  per  capita 

$1.6  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Korea  Fund 

37.6% 

-52.0%  -8.9% 

Sources.  The  World  Competitiveness  Yearbook,  International  Monetary  Fund: 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 
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750 

1,100 

1,450 
1,800 


ratio  scale                                ^^    "n 

96       '97     '98 
SU.S.  per  1,000  Won 
1.33 


0.91 

0.69 
0.56 
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Rank  Company/business 

Revenue 
($mil) 

Net 
income 

Assets 
($mil) 

Market 
value 

Stock 
price 

EP' 

P/E 
1998E 

Yield 
(%) 

Employees 
(thou) 

1997 

1998E 

($mil) 

($mil) 

($) 

($) 

($) 

42      Daewoo/trading 

33,500 

88 

23,844 

300 

2.60 

0.80 

0.41 

6 

2.7 

12.3 

51  •  Samsung/trading 

31,257 

33 

6,263' 

215 

3.26 

0.49 

0.35 

9 

5.4 

9.0 

68      Hyundai/trading 

26,324 

8 

590 

36 

2.35 

0.64 

0.50 

5 

12.1 

0.7 

104  •  Samsung  Electronics/appliances 

19,411 

130 

13,602 

5,037 

38.02 

1.30 

1.70 

22 

0.9 

85.0 

123      LG  International/trading 

16,399 

-58 

1,645' 

37 

1.26 

-1.97 

0.25 

5 

0.0 

3.9 

135  •  SK  Corp/energy 

15,480 

39 

8,816 

429 

5.89 

0.52 

0.80 

7 

6.0 

5.6 

146      LG  Electronics/appliances 

14,720 

-602 

11,589 

984 

9.38 

-6.39 

1.27 

7 

0.8 

33.82 

163  •  Korea  Electric  Power/utilities 

13,788 

589 

27,639 

6,296 

10.02 

0.94 

0.46 

22 

3.2 

37.9 

190  •  Hyundai  Motor/automobiles 

12,420 

-30 

6,547 

691 

10.59 

-1.01 

-0.26 

NM 

1.7 

46.4 

199  •  Pohang  Iron  and  Steel/metals-steel 

12,108 

767 

11,571 

3,230 

34.40 

8.23 

5.80 

6 

2.1 

27.4 

251  •  Hyundai  Eng  &  Const/construction 

9,629 

-66 

8,071 

252 

3.65 

-1.13 

0.01 

NM 

0.0 

28.2 

265  •  Kia  Motors/automobiles 

9,141' 

-57' 

9,888' 

185 

2.44 

-3.41E 

-1.93 

NM 

0.0 

29.6 

274      Ssangyong/multi-industry 

8,852 

6 

1,323' 

5 

0.58 

0.07 

0.02 

34 

0.0 

0.9 

327      Daewoo  Heavy  Inds/mach  &  eng 

7,537 

92 

8,904 

1,262 

3.43 

0.26 

0.25 

14 

5.2 

20.4 

346  •  Kookmin  Bank/banking 

7,110 

119 

33,752 

921 

4.94 

1.01 

0.81 

6 

0.0 

13.52 

•Sponsored  ADR   ■Nonsponsored  ADR.  E:  Estimate   NM:  Not  meaningful.  'Figures  are  latest  available.  2Not  fully  consolidated.  Combined  market  value  for  Royal  Dutch  Petroleum  and  Shell 
Transport  &  Trading.  Price,  EPS,  P/E  and  yield  are  only  for  Royal  Dutch  Petroleum    "Combined  market  value  for  Unilever  NV  and  Unilever  Pic    Price,  EPS,  P/E  and  yield  are  only  for  Unilever  NV. 
"Combined  market  value  for  Fortis  AMEV  and  Fortis  AG.  Price.  EPS,  P/E  and  yield  are  only  for  Fortis  AMEV.  figures  do  not  reflect  the  spin  off  of  TNT  Post  Group.  'Combined  market  value  for 
Reed  and  Elsevier.  Price,  EPS,  P/E  and  yield  are  only  for  Eirevier. 
Sources:  Morgan  Stanley  Capital  International,  IBES  Interna,  >nal.  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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Rank 

Company/business 

Revenue 

Smi') 

Net 

income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

1 

1997 

($) 

:ps 

1998E 

($) 

P/E 
1998E 

Yield 

(%) 

Employees 
(thou) 

South  Korea 

354 

Hanil  Bank/banking 

6.930 

-298 

31,906 

123 

0.74 

-1.79 

-1.36 

NM 

0.0 

8.72 

375 

Korea  Exchange  Bank/banking 

6,569 

-87 

39,694 

340 

2.06 

-0.53 

-0.50 

NM 

0.0 

8.72 

381 

Shinhan  Bank/banking 

6,466 

45 

24,622 

506 

3.91 

0.37 

0.38 

10 

0.0 

4.52 

386 

SK  Global/trading 

6.305 

8 

NA 

56 

2.18 

0.33 

0.25 

9 

4.9 

1.1 

393 

Hyundai  Electronics/elec  &  electron 

6.200 

-469 

8,971 

730 

13.04 

-10.77 

0.63 

21 

0.0 

31.0 

410  •  Cho  Hung  Bank/banking 

5.936 

-306 

31,640 

145 

0.78 

-1.65 

-1.07 

NM 

0.0 

9.0 

415 

Hyundai  Motor  Service/automobiles 

5.838 

5 

2,630 

46 

2.64 

0.34 

-0.18 

NM 

4.0 

15.1 

433 

SsangYong  Oil  Retining/energy 

5.593 

99 

3,082 

414 

7.29 

1.78 

0.95 

8 

4.9 

2.4 

454 

Daewoo  Electronics/elec  &  electron 

5.259 

104 

3,662 

217 

2.62 

1.31 

0.60 

4 

0.0 

12.3 

455 

Commercial  Bank  of  Korea/banking 

5.250 

-161 

27,152 

169 

0.78 

-0.74 

-0.77 

NM 

11.6 

7.9 

499 

Hanwha  Energy/energy 

4.833 

-66 

2,101 

66 

2.70 

-2.74 

-0.28 

NM 

0.0 

1.5 

The  Korean  stock  market  fell  65%  over  the  latest  12  months.  Some  Korean  giants — 
such  as  SK  Global  and  Hyundai  Motor  Service — are  $6  billion  (revenue)  companies, 
but  now  have  stock  market  values  under  $100  million. 


Spain 


'98  EST  P/E  25  •  Yield  1.7%  •  Market  value  $407  billion  •  Year-to-date  price  change  43% 


Business  climate  '93  vs  '98 

6.4 

4  8  4  5 

3.4  ■      3.9  I  3.5            . 

el  I  i.l 

Venture     Economic  Personal    Corporate 

capital       policies  taxes          taxes 


A  score  ot  10  means  conditions  are  optimum 


Country  statistics 

Population 

39.3  million 

Gross  domestic  product 

$522.4  billion 

GDP  per  capita 

$13.3  thousand 

Total  national  debt/GDP 

46  6% 

R&D  expenditures/GDP 

0.8% 

Unemployment  rate 

21.0% 

Retail  sales  per  capita 

$3.6  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Spain  Fund 

44.1% 

62.6%    26.1% 

Performance  relative  to  EAFE 

220 

160 

100 


96       '97     '98 

SU.S.  per  100  Pesetas 
0.87 


Sources  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services.  Morgan  Stanley  Capital  International;  IBES  Express. 
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Rank  Company/business 


Revenue 
($mil) 


Net  ■  Assets 
income  ($mil) 
($mil) 


Market 
value 
($mil) 


Stock 
price 

($) 


EPS 

1997        1998E 
($)  ($) 


P/E 
1998E 


Yield 
(%) 


Employees 
(thou) 


120  •  Repsol/energy  16,522  861  17,606  16,646  55.49  2.87  3.01  18  2.4  21.4 

125  •  Telefonica/telecomm  16,140  1,298  41,033  45,723  44.61  1.34  1.55  29  1.5  92.2 

141  •  Banco  Santander/banking  15,093  756  171,028  28,848  50.28  1.58  1.89  27  1.6  62.3 

185  •  Banco  Bilbao  Vizcaya/banking  12,645  894  139,248  33,928  50.15  1.33  1.58  32  1.2  56.7 

285  •  Endesa  Group/utilities  8,506  1,139  28,817  24,878  23.92  1.10  1.09  22  2.1  23.8 


345      Cepsa-Cia  Espanola  de  Pet/energy  7,121  190  4,057  3,362  37.69  2.12  2.14  18  2.3  9.2 

364  •  Banco  Central  Hispanoamer/banking  6,727  294  77,379  12,060  32.72  0.90  1.17  28  1.3  28.1 

400  •  Argentaria/banking  6,039  430  76,922  10,420  85.07  3.51  4.06  21  2.3  16.0 

436      Iberdrola/utilities  5,533  693  18,414  14,853  16.47  0.76  0.81  20  3.0  14.0 


Spain's  economy  and  financial  markets  have  traditionally  been  hampered  by  high  interest  rates  and  high 
unemployment.  But  investors  are  betting  that  the  coming  European  economic  alliance  will  boost  Spain's 
economy.  The  Spanish  market  rose  23%  in  1997  and  gained  another  43%  through  May  of  this  year. 


All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year-,  assets  are  converted  at  fiscal 
year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  figures  are  used 
unless  noted.  Market  value  is  as  of  May  29,  1998.  "Sponsored  ADR.  NA:  Not  available.  NM:  Not  meaningful.  zNot  fully  consolidated. 
Sources:  Morgan  Stanley  Capital  International.  IBES  International,  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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EVERYTHING 
SOPHISTICATED  BUSINESS 

TRAVELERS  NEED 

TO  KNOW  ABOUT  DOING 

BUSINESS  IN  A  TOWN 

THAT  HAS  GROWN  FAR 

BEYOND  ITS  ROOTS  AS 

THE  "IRON  CITY." 


"THE  GOLDEN  TRIANGLE" 

is  what  people  in  "The  Burg"  call  their 
compact  city  center.  Created  by  the 
confluence  of  the  Ohio,  Allegheny 
and  Monongahela  Rivers,  the  Triangle 
only  covers  an  1 1  -by- 1 1  block  area, 
but  it  is  home  to  several  of  the  nation's 
most  important  companies,  including 
ALCOA,  H.J.  Heinz,  PPG  Industries, 
Miles  Inc.  and  USX.  The  University 
of  Pittsburgh  and  Carnegie  Mellon 
are  the  neighbor- 
hood's anchors. 


Ir 


THE  WESTIN  WILLIAM  P 


A  PITTSBURGH  BUSINESS  FAVORITE  is  the 

Doubletree  Hotel  (412-281-3700),  a  26-story  tower  with  a  direct 
walkway  to  the  cavernous  David  L.  Lawrence  Convention  Center 
(412-565-6000).  The  breakfast  bunch  congregates  at  the  hotel's 
Orchard  Cafe  for  the  morning  buffet.  And  the  hotel  has  a  great 
health  club  with  a  three-lane  indoor  pool,  sauna  and  steam  baths. 

The  72-year-old  Westin  William  Penn  (412-281-7100)  is  the 
city's  Grande  Dame.  The  public  rooms  are  gloriously  appointed 
and  a  recent  restoration  has  freshened  the  guest  rooms.  Book  14 
days  in  advance  and  "Westin  Good  Buy  Getaways"  summer  rates 
start  as  low  as  $89  a  night.  Pay  with  a  Visa  card  and  receive  a  $100  certificate  toward  a  future! 

All  the  guest  rooms  have  lovely  river  or  city  views  at  the  Pittsburgh  Hilton  and  Towers  (I 
391-4600),  but  the  big  draw  is  the  extensive  business  services.  The  hotel  has  the  largest  ballil 
between  New  York  and  Chicago  and  "Towers"  level  accommodations  have  in-room  fax  macil 
and  access  to  a  private  lounge. 

Sunnyledge  (412-683-5014),  in  the  trendy  Shadyside  neighborhood,  is  carved  out  of  an 
mansion.  Guest  rooms  are  elegandy  furnished  and  the  Tea  Room  restaurant  features  Pittsbu  | 
best  selection  of  single-malt  scotches. 

PITTSBURGH  LOVES  SPORTS,  and  great  seats  for  Pittsburgh  Pirates  (412-321-BUCS)  baseball  gam 
Fhree  Rivers  Stadium  (412-321-0650)  are  cheap  and  plentiful.  The  powerhouse  Pittsburgh  Steelers  (412-323-030 
perennial  National  Football  League  playoff  team,  also  work  from  the  Three  Rivers.  But  the  talk  of  Pittsburgh  these 

\is  a  proposal  that  would  use  public  and  private  funds  to  build  each  team  its  own  new  stadium. 
The  summer's  biggest  spectator  event,  the  Shop   n  Save  Pittsburgh   Ihree  Rivers  Regatta  (412-338-876 
\    July  29  to  August  2.  There  will  be  powerboat  and  hot-air  balloon  races,  waterskiing  demonstrations 
other  attractions  all  along  the  Pittsburgh  waterfront. 

For  travelers  who'd  rather  participate  than  spectate,  the  Pittsburgh  area  has  dozens  of  good  golf  cou 

including  Quicksilver  (724-796-1594),  which  accepts  reservations  up  to  six  days  in  advance.  Local  w 

out  fans  rave  about     ity  Club  (119  6th  Street;  412-391-3300),  an  ultra-modern  downtown  fitness  fac 

that  accommodates  visitors  for  $12  a  day.  Runners  can  choose  scenic  routes  along  Pittsburgh's  miles  of  r 

front  or  through  well-marked  routes  inside  the  Golden  Triangles  Point  State  Park. 


PHOTO  COURTESY  OF  MIKE  FABUS 
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PITTSBURGH  INTERNATIONAL  AIRMAIL 


ADVERTISEMENT 


CASH  WHEREVER, 
FOR  WHATEVER 

There  are  Visa/PLUS  cash 
machines  all  over  town.  For  lo- 
cations, call  800-THE-PLUS  or 
use  the  ATM  locator  at  the  Visa 
Web  site  (www.visa.com). 


PITTSBURGH  FISH  MARKET 


Pittsburgh  International  Airport,  USAir's  primary  hub,  is  every  business  traveler's 
favorite  place  to  change  planes.  The  x-shaped,  6-year-old  terminal  is  bright  and  simple  to 
navigate,  and  PIT  has  the  best  on-time  rating  of  any  major 
hub  airport. 

The  Airmail  at  Pittsburgh  International  is  a  world-class 
shopping  mall,  offering  time-pressed  travelers  a  wide  range 
of  goods  and  services  at  the  same  prices  as  traditional  malls. 

Pittsburgh  International  also  houses  two  amenities  every 
airport  should  offer:  "Touch  And  Go"  (412-472-3323),  a 
professional  massage  service,  and  "Airport  Fitness"  (412- 
472-5231),  a  2,700-square-foot  health  club.  Daily,  month- 
ly and  yearly  memberships  are  available. 

A  Meat-and-PotatoeS  Town,  Pittsburgh  revels  in  its 

reputation  as  the  home  of  the  Big  Mac  (a  local  McDonald's 

franchisee  created  the  sandwich).  Executives  frequently  entertain 

at  the  local  branches  of  two  upscale  steak  houses,  Morton's  of 

Chicago  (CNG  Tower;  412-261-7141)  and  Ruth's  Chris  Steak  House  (Six  PPG  Place;  412-391-4800). 

Order  a  steak  done  "Pittsburgh"  and  it'll  come  charred  on  the  outside  and  pink  inside. 

Seafood  fans  traditionally  gravitate  to  The  Steelhead  Grill  (in  the  Pittsburgh  Marriott  City  Center; 
412-394-3474).  But  the  city's  newest  big-ticket  dining  room,  Pittsburgh  Fish  Market  (1001  Liberty; 
412-227-3657),  has  made  waves  since  opening  earlier  this  year.  The  restaurant  has  a  300-seat  dining  room, 
an  exhibition  kitchen  and  a  horseshoe-shaped  sushi  bar. 

The  former  depot  of  the  Pittsburgh  &  Lake  Erie  railroad  is  now  a  glittering  retail  and  entertainment 
complex  called  Station  Square  (800-859-8959).  The  palatial  waiting  room,  complete  with  a  60-foot-long 
and  45-foot-high  stained-glass  vault,  is  Grand  Concourse  (412-261-1717),  a  popular  dining  spot.  Deals 
are  often  cut  over  lunch  or  dinner  at  the  serene  Carlton  (One  Mellon  Bank  Center;  412-391-4099),  a  so- 
phisticated dining  room  in  the  Golden  Triangle.  On  the  62nd  Floor  of  the  nearby  USX  Tower  (600  Grant) 
is  Top  of  the  Triangle  (412-471-4100),  where  executives  retreat  for  a  drink  and  knockout  view. 

Foodies  nationwide  are  taking  note  of  the  trendy  neighborhood  successes  created  by  Pittsburgh-based 
Big  Burrito  Group  -  like  Kaya  (412-261-6565),  a  fusion  of  Caribbean  and  vegetarian  cuisine  coupled 

with  a  deep  beer  list.  Casbah  (412- 
661-5656),  which  borrows  flavors 
from  the  Mediterranean,  serves  dozens 
of  wines  by  the  glass  and  outfits  the 
dining  room  with  hand-blown 
sconces,  tiles  and  rich  fabrics.  The 
SOBA  Lounge  (412-362-5656)  is  a 
popular  nightspot  with  a  variety  of 
new  Asian  dishes. 
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Sweden 


'98  EST  P/E  18  •  Yield  1.6%  •  Market  value  $332  billion  •  Year-to-date  price  change  29% 


Business  climate  '93  vs  '98 
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5.6  5.8 


15  2  jo  jo 

I  I.  II 

Venture     Economic  Personal  Corporate 

capital       policies        taxes  taxes 


A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

8.9  million 

Gross  domestic  product 

$226.2  billion 

GDP  per  capita 

$25.6  thousand 

Total  national  debt/GDP 

37.2% 

R&D  expenditures/GDP 

3.6% 

Unemployment  rate 

8.1% 

Retail  sales  per  capita 

$3.9  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

WEBS-Sweden  Fund 

29.7% 

37.7%      NA 

•Annualized.  NA:  Not  available. 

Sources:  The  World  Competitiveness  Yearbook  International  Monetary  Fond; 
Upper  Analytical  Services;  Morgan  Stanley  Capital  International;  IBES  Express. 
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Rank  Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 

($) 

EPS 
1997 

($) 

1998E 

($) 

P/E 
1998E 

Yield 

(%) 

Employees 
(thou) 

52  •  ABB  Group/elec  &  electron 

31,021 

568 

29,676 

30.79214 

16.03 

0.30 

0.75 

21 

1.7 

213.1 

79  •  Volvo  Group/automobiles 

24,042 

1,357 

20,731 

14,069 

31.99 

3.00 

2.16 

15 

2.0 

65.9 

91   o  LM  Ericsson/elec  &  electron 

21,970 

1,564 

18,718 

55,883 

28.54 

0.80 

0.92 

31 

0.8 

95.6 

145  •  Electrolux  Group/appliances 

14,800 

46 

10,110 

7,293 

19.92 

0.13 

0.98 

20 

1.6 

106.0 

254      Skandia  Insurance/insurance 

9,497 

446 

36,903 

7,482 

14.62 

0.87 

0.63 

23 

0.7 

9.7 

259  •  Merita  Nordbanken/banking 

9,318 

1,222 

107,529 

14.22915 

7.09 

NA 

NA 

NA 

2.7 

19.8 

293      Svenska  Handelsbanken/banking 

8,342 

787 

109,111 

9,988 

42.14 

3.29 

3.24 

13 

2.0 

8.2 

319  •  SCA-Svenska  Cellulosa/forest  products 

7,675 

361 

8,976 

5,425 

27.58 

1.83 

2.22 

12 

2.7 

33.4 

342      Skanska/construction 

7,184 

983 

6,678 

5,379 

47.25 

8.20 

2.78 

17 

3.0 

37.2 

349  •  Fbrenings  Sparbanken/banking 

7,049 

45 

84,851 

10,581 

30.07 

0.14 

1.83 

16 

2.5 

12.5 

412  •  Astra/personal  care 

5,881 

1,336 

7,907 

32,852 

19.47 

0.81 

0.91 

21 

1.2 

21.0 

416      Stora  Group/forest  products 

5,824 

207 

8,315 

5,214 

16.22 

0.64 

1.03 

16 

3.0 

20.4 

459  •  Scania/automobiles 

5,202 

260 

4,854 

4,961 

24.90 

1.30 

1.46 

17 

2.8 

23.0 

468      SAS  Group/airlines 

5,099 

215 

4,777 

2,79116 

16.22 

1.33 

1.33 

12 

3.1 

25.1 

480      Skandinaviska  Enskilda  Bk/banking 

5,001 

319 

84,942 

9,760 

16.66 

0.79 

1.03 

16 

2.3 

10.0 

498  •  SKF  Group/industrial  comp 

4,836 

204 

4,880 

2,399 

21.32 

1.79 

1.76 

12 

3.1 

41.9 

Switzerland 


'98  EST  P/E  26  •  Yield  1.2  %  •  Market  value  $687  billion  •  Year-to-date  price  change  20% 


Business  climate  '93  vs  '98 

c  r  6.0  6-3 

5-1  JJ      4.7  4.6      56|      "| 

1  Mill 

Venture     Economic     Personal    Corporate 
capital       policies        taxes         taxes 

A  score  of  10  means  conditions  are  optimum. 


Country  statistics 


Population 

7.1  million 

Gross  domestic  product 

$251.5  billion 

GDP  per  capita 

$35.4  thousand 

Total  national  debt/GDP 

22.5% 

R&D  expenditures/GDP 

2.7% 

Unemployment  rate 

4.2% 

Retail  sales  per  capita 

$9.4  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

Swiss  Helvetia  Fund 

22.8% 

43.6%    24.3% 

Sources  The  World  Competitiveness  Yearbook;  International  Monetary  Fund; 
Upper  Analytical  Services,  Morgan  Stanley  Capital  International:  IBES  Express. 


Performance  relative  to  EAFE 

220 
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80 
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ratio  scale 

EAFE=100 

All  figures  except  per-share  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at  fiscal 
year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  figures  are  used 
unless  noted.  Market  value  is  as  of  May  29, 1998.  "Sponsored  ADR.  E:  Estimate.  NA:  Not  available.  "Combined  market  value  for  ABB  AB  and  ABB  AG.  Price,  EPS,  P/E  and  yield  are  only  for 
ABB  AB.  'Combined  market  value  for  Merita  and  Nordbanken  Holding.  Price,  EPS,  P/E  and  yield  are  only  for  Nordbanken  Holding    "Combined  market  value  for  SAS  Sverige,  SAS  Danmark  and 
SAS  Norge.  Price,  EPS,  P/E  and  yield  are  only  for  SAS  Sverige 
Sources:  Morgan  Stanley  Capital  International,  IBES  International.  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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With  Magnifica  Class,  Alitalia  raises  the  standard  of  flying  to  a  fine  art. 


Alitalia,  the  world's  premier  airline  to  Italy,  presents 
Magnifica  Class.  A  masterpiece  of  style  and  service  that 
reflects  the  very  best  of  Italy.  Outstanding  cuisine  and  superb 
wines  served  with  the  warmth  and  friendliness  that  could  only 
come  from  people  who  have  turned  living  into  an  art  form. 
Every  detail  in  Magnifica  is  first  class,  from  our  luxurious, 
leather-trimmed  seats  to  our  award-winning,  five-star  meals 


and  international  wine  selection.  Best  of  all,  your  Magnifica 
Class  flight  to  Italy,  including  chauffeur-driven  transfers  in 
Rome  and  Milan,  costs  the  same  as  a  business  class  ticket. 
Alitalia  offers  superior  service  to  135  cities  in  63  countries 
worldwide,  so  whatever  your  travel  plans,  call  800-223-5730  or 
visit  our  website  at  www.magnifica.com  for  more  information. 
MAGNIFICA  CLASS. THE  BEST  OF  ITALY. 


Alitalia  participates  in  the  frequent  flier  programs  of  Continental  and  US  Airways.  Newark  flights  operate  in  partnership  with  Continental  Airlines  and  feature  BusinessFirst""  service. 


/llitalia 


roreign 


Rank  Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stack 
price 
($) 

1 

1997 
($) 

:ps 

1998E 
($) 

P/E 
1998E 

Yield 
(%) 

Employees 
(thou) 

Switzerland 

22  •  Credit  Suisse  Group/banking 

48,641 

274 

473,832 

58,438 

219.90 

1.03 

9.92 

22 

1.5 

61.4 

25  •  Nestle/food,  household 

48,230 

2,760 

37,572 

84,178 

2,140.30 

70.14 

76.56 

28 

1.1 

225.8 

52  •  ABB  Group/elec  &  electron 

31,021 

568 

29,676 

30,792" 

1,693.09 

32.18 

73.86 

23 

1.6 

213.1 

67  •  Zurich  Insurance  Group/insurance 

26,456 

1,231 

117,300 

29,265 

623.95 

26.40 

28.60 

22 

1.3 

42.9 

95  •  Novartis  Group/personal  care 

21,484 

3,591 

35,613 

115,867 

1,693.09 

•52.37 

62.60 

27 

1.0 

87.2 

105  •  UBS/banking 

19,393 

-89 

396,878 

40,708 

1,679.60 

-3.54 

83.24 

20 

2.0 

27.6 

122  •  Swiss  Bank/banking 

16,424 

-171 

301,620 

28,689 

360.88 

-2.14 

18.01 

20 

2.2 

27.5 

152  •  Swiss  Re  Group/insurance 

14,415 

1,458 

53,432 

33,658 

2,302.19 

99.91 

111.43 

21 

1.3 

7.6 

177  •  Roche  Group/personal  care 

12,931 

-1,399 

37,639 

98,635 

16,526.14 

-161.92 

335.24 

49 

0.3 

50.3 

312      Adecco/services 

7,877 

-142 

3,938 

6,752 

411.47 

-8.63 

15.04 

27 

0.9 

15.0 

316  •  Holderbank/bldg  materials 

7,762 

426 

11,913 

9,013 

1,277.57 

60.22 

67.05 

19 

1.1 

40.8 

322  •  Richemont/multi-industry 

7,653 

634 

11,376' 

7,461 

1,429.34 

110.33 

113.93 

13 

0.5 

26.8 

336      SAir  Group/airlines 

7,273 

223 

8,679 

3,586 

305.57 

19.98 

22.06 

14 

0.9 

40.0 

396      Alusuisse-Lonza/multi-industry 

6,114 

319 

5,710 

8,375 

1,342.33 

51.88 

58.42 

23 

0.0 

27.8 

424      Baloise  Group/insurance 

5,690 

188 

27,145 

5,157 

2,377.74 

88.20 

96.46 

25 

1.2 

7.7 

446      Ciba  Specialty  Chemicals/chemicals 

5,390 

202 

6,826 

9,449 

142.33 

2.96 

6.14 

23 

0.9 

21.4 

usEESSM^assEmsEmssssamssni 


Business  climate  '93  vs  '98 


7.0  7.0  cc  c, 

6.0     bb  5.9      63  6.0 


3.9 


II 


Venture     Economic     Personal    Corporate 
capital       policies        taxes  taxes 

A  score  of  10  means  conditions  are  optimum. 


Country  statistics 

Population 

58.7  million 

Gross  domestic  product 

$1,289.5  billion 

GDP  per  capita 

$22.0  thousand 

Total  national  debt/GDP 

28.2% 

R&D  expenditures/GDP 

2.0% 

Unemployment  rate 

7.3% 

Retail  sales  per  capita 

$4.0  thousand 

International  fund 

—  Total  return  — 
YTD       1-yr      5-yr* 

United  Kingdom  Fund 

14.0% 

18.3%     15.5% 

Sources:  The  World  Competitiveness  Yearbook:  International  Monetary  Fund: 
Upper  Analytical  Services:  Morgan  Stanley  Capital  International.  IBES  Express. 


Performance  relative  to  EAFE 

160 


Rank   Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

FP< 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

price 
($) 

1997 

($) 

1998E 
($) 

1998E 

(%) 

(thou) 

3  •  Royal  Dutch/Shell  Group/energy 

128,108 

7,756 

114,355 

195.46518 

7.39 

0.30 

0.31 

24 

3.1 

105.0 

12  •  British  Petroleum/energy 

71,175 

4,045 

54,372 

85,414 

14.68 

0.70 

0.72 

20 

3.1 

55.7 

23  •  Unilever/food,  household 

48,479 

5,605 

31,832 

86,562" 

10.97 

0.74 

0.40 

28 

1.6 

287.0 

24  •  HSBC  Group/banking 

48,404 

5,495 

473,632 

66,931 

26.08 

2.06 

2.07 

13 

3.9 

133.0 

62  •  Prudential/insurance 

27,797 

1,371 

162,588 

25,779 

13.30 

0.70 

0.58 

23 

2.3 

22.1 

70  •  Tesco/retailing 

26,049 

827 

11,953 

19,304 

8.77 

0.38 

0.46 

19 

2.8 

124.2 

73  •  British  Telecom/telecomm 

25,671 

2,800 

39,121 

66,767 

10.41 

0.44 

0.58 

18 

3.8 

129.2 

83  •  J  Sainsbury/retailing 

23,800 

799 

15,329 

15,027 

7.93 

0.43 

0.47 

17 

3.6 

107.2 

90      Lloyds  TSB  Group/banking 

22,307 

3,824 

261,475 

78,396 

14.53 

0.72 

0.77 

19 

2.5 

82.6 

92  •  B.  A.  T  Industries/multi-industry 

21,904 

1,630 

84,783 

27,979 

9.00 

0.52 

0.77 

12 

4.7 

81.8 

94      Royal  &  Sun  Alliance/insurance 

21,485 

950 

90,712 

16,724 

10.60 

0.61 

0.56 

19 

3.5 

43.5 

98  •  NatWest  Group/banking 

21.149 

1.101 

306,620 

31,653 

18.28 

0.61 

1.15 

16 

3.6 

70.0 

99  •  Barclays/banking 

21,123 

1,851 

374,535 

40,740 

26.67 

1.21 

1.87 

14 

2.8 

84.3 

1 00  •  Legal  &  General  Group/insurance 

20.500 

805 

97,681 

14,079 

11.06 

0.64 

0.34 

33 

2.4 

7.2 

112      CGU20/insurance 

18,290 

609 

97,807 

23.478 

18.20 

0.85 

0.62 

30 

3.7 

26.2 

•Sponsored  ADR.  'Figures  are  latest  available.  "Combined  market  value  for  ABB  AB  and  ABB  AG.  Price,  EPS,  P/E  and  yield  are  only  for  ABB  AG.  'Combined  market  value  for  Royal  Dutch 
Petroleum  and  Shell  Transport  &  Trading.  Price,  EPS,  P/E  and  yield  are  only  for  Shell  Transport  &  Trading.  "Combined  market  value  for  Unilever  NV  and  Unilever  Pic.  Price,  EPS,  P/E  and  yield 

for  Unilever  Pic.  figures  are  for  Commercial  Union  prior  to  merger  with  General  Accident. 

Morgan  Stanley  Capital  International.  IBES  International.  Inc.  and  Worldscope  database  via  OneSource  Information  Services:  IBES  Express:  Bloomberg  Financial  Markets:  Forbes. 
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\Cith  its  taut  suspension,  patented  steering  system,  and  195  horsepower  V6  powering  it  through  every  curve, 
the  Intrigue  does  more  than  make  people  look;  it  makes  it  all  look  easy. 

i  isj  t  m  i  c  iu  e 

A  SOPHISTICATED  TWIST  ON  A  SPORTS  SEDAN 


GTj  Oldsmobile 


GJ 


C  1996  CM  Corp.  All  rigbb  re^rv.a 


www.  in  tri  euecar.com 

1-888-4INTRIGUE 


roreign 


Rank   Company/business 

Revenue 

Net 

Assets 

Market 

Stock 

EPS 

P/E 

Yield 

Employees 

($mil) 

income 
($mil) 

($mil) 

value 
($mil) 

price 

($) 

1997 

($) 

1998E 

($) 

1998E 

(%) 

(thou) 

1 1 5  •  Diageo/bev  &  tobacco 

17.565E 

1,328 

29,634 

40,209 

11.30 

0.33 

0.55 

21 

2.6 

25.0 

157  •  Abbey  National/financial  svcs 

14,187 

1,562 

232,700 

25,203 

17.84 

1.07 

1.18 

15 

3.5 

25.5 

158  •  British  Airways/airlines 

14,185 

755 

18,985 

10,997 

10.59 

0.74 

0.81 

13 

3.2 

60.8 

169      Halifax/financial  svcs 

13,537 

1,786 

216,812 

37,959 

15.07 

0.72 

0.78 

19 

2.4 

32.1 

170  •  Marks  &  Spencer/retailing 

13,530 

1,361 

12,850 

25,345 

8.90 

0.48 

0.45 

20 

3.3 

48.2 

174  •  Glaxo  Wellcome/personal  care 

13.069 

3,030 

13.953 

96,165 

26.90 

•   0.85 

0.85 

32 

2.4 

53.1 

180  •  Centrica/utilities 

12,843 

-1,295 

6,782 

7,169 

1.62 

-0.30 

0.04 

41 

0.0 

15.4 

182  •  SmithKline  Beecham/personal  care 

12,766 

1,846 

14,027 

60,178 

10.85 

0.33 

0.36 

30 

1.7 

55.4 

184  •  Imperial  Chemical  Inds/chemicals 

12,661 

424 

15,316 

13,740 

18.95 

0.59 

0.80 

24 

2.8 

47.9 

195  •  BTR/multi-industry 

12,176 

1,444 

12,701 

10,963 

3.30 

0.44 

0.25 

13 

5.9 

110.5 

203      British  Aerospace/aero  &  defense 

11,901 

264 

13,662 

15,933 

8.86 

0.13 

0.46 

19 

1.1 

43.0 

212  •  Cable  &  Wireless/telecomm 

11,491 

2,114 

21,924 

25,798 

11.32 

0.94 

0.55 

21 

1.7 

37.3 

213      Safeway  Plc/retailing 

11,455 

396 

6,879 

6,707 

6.11 

0.36 

0.39 

16 

4.8 

51.0 

215  •  British  Steel/metals-steel 

11,403 

371 

12,967 

5,045 

2.48 

0.19 

0.18 

14 

8.2 

50.0 

220      ASDA  Group/retailing 

11,096 

492 

6,112 

8,954 

2.97 

0.16E 

0.18 

17 

2.2 

45.1 

231  •  Kingfisher/retailing 

10,483 

633 

6,106 

11.923 

8.86 

0.47 

0.49 

18 

2.8 

49.2 

239  ■  General  Electric/elec  &  electron 

10.3081 

6471 

10,035' 

22,210 

8.20 

0.40E 

0.43 

19 

3.4 

79.8 

250      Inchcape/trading 

9,714 

13 

5,334 

1,933 

3.65 

0.03 

0.28 

13 

5.4 

25.1 

257  •  Royal  Bank  of  Scotland/banking 

9,366 

832 

117,119 

14,609 

16.91 

0.90 

0.99 

17 

2.6 

30.9 

260  •  Peninsular  &  Oriental/shipping 

9,308 

545 

10,644 

8,601 

13.78 

0.87 

0.90 

15 

4.5 

69.5 

261      Norwich  Union/insurance 

9,291 

439 

78.062 

14,226 

7.25 

0.34 

0.39 

19 

2.3 

16.3 

283  •  Booker/trading 

8,623 

79 

2,763 

1,198 

4.83 

0.33 

0.43 

11 

10.1 

24.4 

286  •  Zeneca  Group/personal  care 

8,506 

1.196 

8,286 

38,574 

40.64 

1.26 

1.38 

29 

1.9 

31.4 

289      Guardian  Royal  Exchange/insurance 

8,431 

979 

33,474 

5,551 

6.34 

1.02 

NA 

NA 

3.1 

14.7 

302  ■  Boots/retailing 

8,167 

433 

5,235 

13,687 

15.04 

0.48 

0.77 

20 

3.0 

84.3 

318  •  Rio  Tinto/metals-nonfer 

7,715 

1,218 

16,763 

17.31621 

12.48 

0.87 

0.88 

14 

4.2 

35.4 

325  •  Bass/leisure 

7,609 

408 

10,741 

14,617 

18.43 

0.51 

0.96 

19 

3.4 

83.5 

329      Wolseley/bldg  materials 

7,474 

287 

3,559 

3,953 

6.92 

0.50 

0.52 

13 

3.5 

25.0 

331      Bank  of  Scotland/banking 

7,405 

836 

89,945 

14,223 

11.59 

0.64 

0.69 

17 

1.7 

22.1 

333  •  Energy  Group/utilities 

7,387 

237 

11,947 

7,168 

13.76 

0.46 

1.15 

12 

2.0 

15.1 

335  •  Tomkins/multi-industry 

7,324 

451 

5,115 

6,835 

5.79 

0.38E 

0.42 

14 

3.4 

54.5 

337  ■  Associated  British  Foods/food,  household  7,241 

1,111 

6,432 

8,240 

9.14 

1.24 

0.51 

18 

2.2 

40.4 

347  •  Tate  &  Lyle  Group/food,  household 

7,104 

166 

5,156 

3,634 

8.15 

0.38 

0.44 

18 

3.4 

25.4 

348      Standard  Chartered  Group/banking 

7,050 

956 

78,028 

12,349 

12.44 

0.93 

0.97 

13 

3.0 

24.8 

350  •  BG/utilities 

7,042 

349 

30,056 

20,262 

5.15 

0.08 

0.25 

21 

3.5 

21.9 

355  •  Rolls-Royce/aero  &  defense 

6,905 

367 

7,280 

7,052 

4.76 

0.25 

0.28 

17 

2.5 

42.6 

359  •  Cadbury  Schweppes/bev  &  tobacco 

6,834 

1,133 

7,884 

15,439 

15.29 

1.13 

0.66 

23 

1.9 

41.3 

363      BICC  Group/industrial  comp 

6,778 

-108 

3,612 

1,141 

2.72 

-0.33 

0.21 

13 

6.0 

37.4 

366      Dalgety/food,  household 

6,696 

-144 

1,996 

1,919 

6.61 

-0.50 

0.30 

22 

3.0 

12.9 

368      Granada  Group/multi-industry 

6,677 

770 

9,600 

16,924 

18.77 

0.88 

0.91 

21 

1.7 

66.0 

374  •  LucasVarity/industrial  comp 

6,572 

342 

4,831 

6,261 

4.41 

0.25 

0.29 

15 

2.2 

55.9 

376      RMC  Group/bldg  materials 

6,563 

297 

5,730 

4,907 

18.85 

1.15 

1.21 

16 

2.9 

32.7 

383  •  Allied  Domecq/bev  &  tobacco 

6,402 

655 

8,403 

10,337 

9.94 

0.64 

0.66 

15 

4.1 

50.9 

388  ■  Ladbroke  Group/leisure 

6,250 

247 

5,631 

6,670 

5.64 

0.21 

0.28 

20 

2.6 

42.9 

399  •  Compass  ^roup/food,  household 

6,043 

163 

1,691 

5,828 

8.73 

0.26 

0.57 

15 

1.1 

130.5 

402  •  Siebe/electronic  comp 

6,024 

508 

5,133' 

12,589 

25.02 

1.02 

1.17 

21 

1.0 

42.1 

404  •  B0C  Group/chemicals 

6,002 

469 

7,903 

7.716 

15.84 

0.96 

0.84 

19 

3.6 

41.4 

407      Aegis  Group/services 

5,982 

54 

1,084 

1,447 

1.61 

0.07 

0.06 

27 

1.0 

2.3 

437  ■  Great  Universal  Stores/retailing 

5,520 

714 

3,882 

14,291 

14.21 

0.71 

0.68 

21 

2.9 

31.4 

439  •  National  Power/utilities 

5,505 

537 

10.874 

11.296 

9.31 

0.44 

0.70 

13 

6.0 

4.5 

450      Johnson  Matthey/multi-industry 

5,332 

172 

1,968 

2,188 

10.09 

0.79 

0.81 

13 

2.9 

7.5 

462      De  Beers  Centenary/misc  materials 

5,143 

1,217 

10,538 

7,921 

20.83 

3.20 

2.34 

9 

4.7 

9.2 

464  •  Scottish  Power/utilities 

5,135 

279 

9,370 

10,767 

9.03 

0.23 

0.66 

14 

4.7 

14.3 

467      Somerfield/retailing 

5,108 

141 

1,562 

3,094 

6.47 

0.47E 

0.48 

14 

3.3 

45.7 

477  •  Reed  Elsevier/media 

5,015 

339 

8.274 

20,907s 

9.26 

0.48 

0.46 

20 

3.2 

25.5 

All  figures  except  per-share  items  are  in  millions  of  U  S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
;,scal  year-end  rate.  Revenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  fig- 
ures are  used  unless  noted.  Market  value  is  as  of  May  29.  1998.  •Sponsored  ADR.  "Nonsponsored  ADR.  E:  Estimate.  NA:  Not  available. 'Figures  are  latest  available.  21Combined  market 
value  for  Rio  Tinto  Pic.  and  Rio  Tinto  Ltd.  Price.  EPS.  P/E  and  yield  are  only  for  Rio  Tinto  Pic.  ^Combined  market  value  for  Reed  and  Elsevier.  Price,  EPS,  P/E  and  yield  are  only  for  Reed. 
^lurces-  Morgan  Stanley  Capital  International,  IBES  International.  Inc  and  Worldscope  database  via  OneSource  Information  Services:  IBES  Express:  Bloomberg  Financial  Markets:  Forbes. 
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The  Smart 


Deere  &  Company,  one  of  the  nation's  oldest  and 
most  respected  enterprises,  is  proud  to  have  a 
major  presence  in  Iowa.   Many  of  John  Deere's  key 
products  including  hay  and  tillage  equipment,  tractors, 
cotton  pickers  and  construction  equipment  are  produced 
by  lowans.  Additionally,  John  Deere  Credit  worldwide 
headquarters  is  based  in  Des  Moines.   In  all,  Deere 
employs  about  11,500  people  in  Iowa,  more  than  in  any 
other  state. 


IOW^ 

THE  SMART  STATE  FOR  BUSINESS* 


Innovation  and  Imagination 
drive 

Iowa's  booming  economy. 
Whether  it's  developing  a  new  \ 
generation  of  home  appliances, 
designing  state-of-the-art  3-D 
imaging  software  or  building 
navigation  equipment  for  v 

commercial  aircraft  manufacturers, 
Iowa  businesses  use  Innovation 
and  Imagination  to  set  new  stan-   ^ 
dards  for  success. 

Our  world-class  educational 
system  encourages  critical  thinking 
in  individuals,  who  can  then  turn 
ideas  into  practical  products  for 
everyday  life. 

To  help  lowans  stay  on  the  cutting 
edge,  the  state  provides 
customized  employee  training 
programs  individually  designed 
for  each  business. 

To  learn  how  your  business  can 
profit  from  Iowa's  smart  location 
advantages,  call  Bob  Henningsen 
at  the  Iowa  Department  of 
Economic  Development: 
800-245-IOWA. 


www.smart.state.ia.us 


Iowa  Business  Partnership 


i3 


& 


the 


MLIANT. 

UTILITIES 


PIONEER  HI-BRED  INTERNATIONAL  INC 


MidAmerican     4L*  Rockwell    HON  INDUSTRIES 

(ipsco) 


fM     Amana 


Foreign 


The  rest  of  the  world 


Rank   Company/business 

Revenue 
($mil) 

Net 
income 
($mil) 

Assets 
($mil) 

Market 
value 
($mil) 

Stock 
price 
($) 

£| 

>S 

1998E 

($) 

P/E 
1998E 

Yield 
(%) 

Employees 
(thou) 

1997 
($1 

Argentina 

394  •  YPF/energy 

6,147 

886 

12,767 

10,979 

31.10 

2.48 

2.15 

14 

2.8 

10.0 

Austria 
290  •  Bank  Austria  Group/banking 
362  •  OMV  Group/energy 

8.421 
6,803 

459 
183 

124,157 
5,444 

6,947 
3,908 

90.11 
144.76 

4.53 
6.88 

4.88 
10.51 

18 

14 

1.2 
1.5 

17.3 
8.2 

Denmark 
468      SAS  Group/airlines 
487  ■  Den  Danske  Bank/banking 

5,099 
4,947 

215 
636 

4,777 
77,096 

2.79123 

6,571 

18.51 
124.16 

1.25 
12.02 

1.35 
9.80 

14 
13 

2.8 
2.1 

25.1 
11.4 

Greece 
447  •  National  Bank  of  Greece/banking 

5,371 

166 

46,550 

3,892 

143.65 

6.64 

9.47 

15 

2.1 

14.8 

Hong  Kong/China 
210  •  Jardine  Matheson/multi-industry 
297  •  First  Pacific/multi-industry 
422  ■  Hutchison  Whampoa/multi-industry 

11,522 
8,308 
5,759 

325 

212 

1,584 

11,950 
11,386 
25,916 

2,267 

863 

20,252 

3.04 
0.37 
5.23 

0.56 
0.09 
0.42 

0.45 
2.42 
0.46 

7 
0 
11 

8.2 
2.8 
3.9 

175.0 
49.9 
31.3 

India 
475  •  State  Bank  of  India  Group/banking 

5,032 

501 

45,487 

3,056 

5.80 

0.76 

0.86 

7 

1.7 

236.0 

Indonesia 
442      Astra  International/automobiles 

5,455 

-96 

6,273 

215 

0.09 

-0.04 

-0.07 

NM 

0.0 

120.9 

Ireland 
490  •  CRH/bldg  materials 

4,877 

291 

4,535 

5,562 

14.45 

0.76 

0.81 

18 

1.2 

22.7 

Malaysia 
451   ■  Sime  Darby  Berhad/multi-industry 

5,290 

326 

15,189 

1,854 

0.80 

0.14 

-0.05 

NM 

5.6 

36.0 

Mexico 
320  •  Telefonos  de  Mexico/telecomm 
438  •  Grupo  Financiero  Bancomer/banking 

7,673 
5,510 

1,624 
300 

15,708 
2,534 

21,278 
2,548 

2.43 
0.35 

0.19 
0.06 

0.21 
0.06 

12 
6 

3.3 
1.3 

63.2 
29.7 

New  Zealand 
403  •  Fletcher  Challenge/forest  products 

6,012 

116 

9,098 

2,94724 

0.61 

0.09 

0.03 

25 

5.2 

21.0 

Norway 
167  •  Norsk  Hydro/energy 
237  •  Kvaerner/machinery  &  eng 
468      SAS  Group/airlines 

13,596 

10,315 

5,099 

669 
174 
215 

14,239 
7,963 
4,777 

10,378 
1,608 
2.79125 

45.31 
34.18 
16.56 

2.92 
3.99 
1.32 

2.72 
3.50 

1.31 

17 
10 

13 

2.2 
2.7 
3.0 

38.3 
66.8 
25.1 

Russia 
80  •  Gazprom/energy 
262  •  Lukoil  Holding/energy 

23,997 
9,272 

6,696 
312 

NA 
14,187 

12,609 
6,897 

0.53 
10.30 

0.28 
0.42 

0.16 
0.52 

3 
20 

0.9 
0.3 

398.6 
83.0 

Singapore 
481      Singapore  Airlines/airlines 

4,987 

668 

9,780 

5,950 

5.55 

0.52 

0.43 

13 

2.5 

28.0 

South  Africa 
369  •  So  African  Breweries/bev  &  tobacco 
384  •  Smith  (CGVmulti-industry 
398      AMIC-Anglo  American/multi-industry 
405      Liberty  Holdings/insurance 
485      Standard  Bank  Investment/banking 

6,676 
6,401 
6,050 
6.001 

4,962 

256 
196 
255 
378 
435 

5,079 

3,813 

5,637 

20,911 

30,035 

9,845 
2,014 
2,335 
3,689 
6,311 

28.21 

4.13 

29.49 

75.27 

5.24 

0.74 
0.41 
3.28 
7.70 
0.36 

1.53 
0.38 
3.19 
4.68 
0.38 

18 
11 
9 

16 
14 

2.3 
2.9 
3.7 
2.9 
1.8 

81.0 
81.7 
151.0 
3.3 
32.3 

Turkey 
313      Koc.  Group/multi-industry 

7,816 

213 

5,903 

3.061 

0.19 

0.01 

0.01 

32 

0.4 

44.6 

All  figures  except  pe    5hare  items  are  in  millions  of  U.S.  dollars.  Revenue,  net  income  and  1997  EPS  are  converted  at  an  average  rate  of  exchange  for  the  fiscal  year;  assets  are  converted  at 
fiscal  year-end  rate     evenue  figures  are  for  group  or  consolidated  operations  and  exclude  excise  taxes  and  duties.  For  companies  with  January,  February  or  March  fiscal  year-ends,  1997  fig- 
ures are  used  unless  noted.  Market  value  is  as  of  May  29.  1998.  ^Sponsored  ADR.  "Nonsponsored  ADR.  NM:  Not  meaningful.  Combined  market  value  for  SAS  Sverige.  SAS  Danmark  and 
SAS  Norge.  Price,  Ef     P/E  and  yield  are  only  for  SAS  Danmark.  '""Combined  market  value  for  Fletcher  Challenge  Forests.  Building.  Energy  and  Paper  Shares.  Price,  EPS.  P/E  and  yield  are  only 
iur  Fletcher  Challenge  Crests.  Combined  market  value  for  SAS  Sverige.  SAS  Danmark  and  SAS  Norge.  Price,  EPS.  P/E  and  yield  are  only  for  SAS  Norge. 

'  'organ  Stanley  Capital  International.  IBES  International,  Inc.  and  Worldscope  database  via  OneSource  Information  Services;  IBES  Express;  Bloomberg  Financial  Markets;  Forbes. 
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Mother  Nature  Comes  Through  Again. 
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When  it  comes  to  health,  natural  solutions  are  often  best.  Now  doctors 
around  the  world  are  discovering  that  naturally  produced  Vitamin  E, 
extracted  from  soybeans,  may  be  one  ol  the  best  remedies  for  some 
of  our  most  dreaded  diseases,  including  heart  disease,  prostate 
cancer,  diabetes,  and  Alzheimer's. 

With  a  multimillion-dollar  investment  in  natural-source  Vitamin  E 
processing,  Archer  Daniels  Midland  Company  is  working  to  help  all 
Americans  live  longer,  healthier  lives.  Naturally. 


«£»    ADM 


f 


■i  *  • 


Archer  Daniels  Midland  Company 

Box  1470 

Decatur,  Illinois  62525 

217-424-5200 

http://www.admwopU.com 


wnere  10  Tina 


Easy 
access 


Company/country 

Rank 

Page 

AMB-Aachener  &  Miinchener/Germany  188 

132 

ABB  Group/Switzerland,  Sweden 

52 

148,150 

Abbey  National/UK 

157 

152 

ABN-Amro  Holding/Netherlands 

57 

144 

Accor/France 

443 

130 

Adecco/Switzerland 

312 

150 

Aegis  Group/UK 

407 

152 

Aegon  Insurance  Group/Netherlands 

128 

144 

Ahold/Netherlands 

71 

144 

Aisin  Seiki/Japan 

324 

138 

Ajinomoto/Japan 

360 

138 

Akzo  Nobel  Group/Netherlands 

192 

144 

Alcan  Aluminium/Canada 

315 

124 

Alcatel  Alsthom/France 

48 

126 

Alitalia  Group/Italy 

456 

134 

All  Nippon  Airways/Japan 

275 

138 

Allianz  Worldwide/Germany 

17 

130 

Allied  Domecq/UK 

383 

152 

Alusuisse-Lonza  Holding/Switzerland 

396 

150 

AMIC-Anglo  American/South  Africa 

398 

154 

Arbed/Belgium 

308 

122 

Argentaria/Spam 

400 

145 

Asahi  Bank/Japan 

298 

138 

Asahi  Breweries/Japan 

380 

138 

Asahi  Chemical  Ind/Japan 

234 

136 

Asahi  Glass/Japan 

222 

136 

ASDA  Group/UK 

220 

152 

Associated  British  Foods/UK 

337 

152 

Astra/Sweden 

412 

148 

Astra  International/Indonesia 

442 

154 

Company/country 

Rank 

Page 

ANZ  Banking/Australia 

267 

120 

AVA/Germany 

457 

132 

AXA-UAP/France 

10 

126 

B.  A.  T  Industries/UK 

92 

150 

Baloise  Group/Switzerland 

424 

150 

Banca  Commerciale  Italian/Italy 

249 

134 

Banca  di  Roma/Italy 

256 

134 

Banco  Bilbao  Vizcaya/Spain 

185 

145 

Banco  Bradesco  Group/Brazil 

183 

122 

Banco  Central  Hispanoamer/Spain 

364 

145 

Banco  do  Brasil/Brazil 

102 

122 

Banco  Itaii  Group/Brazil 

317 

122 

Banco  Santander/Spain 

141 

145 

Banespa  Group/Brazil 

116 

122 

Bank  Austria  Group/Austria 

290 

154 

Bank  of  Montreal/Canada 

229 

124 

Bank  of  Nova  Scotia/Canada 

253 

124 

Bank  of  Scotland/UK 

331 

152 

Bank  of  Tokyo-Mitsubishi/Japan 

40 

134 

Bankgesellschaft  Berlin/Germany 

189 

132 

BNP  Group/France 

69 

126 

Barclays/UK 

99 

150 

BASF  Group/Germany 

46 

130 

Bass/UK 

325 

152 

Bayer  Group/Germany 

49 

130 

Bayerische  Hypotheken/Germany 

155 

132 

Bayer  Vereinsbank/Germany 

118 

132 

BCE/Canada 

81 

124 

BG/UK 

350 

152 

BICC  Group/UK 

363 

152 

Company/country 

Rank 

Page 

BMW-Bayerische  Motor/Germany 

41 

130 

B0C  Group/UK 

404 

152 

Bombardier/Canada 

397 

124 

Booker/UK 

283 

152 

Boots/UK 

302 

152 

Bouygues  Group/France 

134 

126 

Bridgestone/Japan 

114 

136 

British  Aerospace/UK 

203 

152 

British  Airways/UK 

158 

152 

British  Petroleum/UK 

12 

150 

British  Steel/UK 

215 

152 

British  Telecom/UK 

73 

150 

Broken  Hill  Proprietary/Australia 

121 

120 

BTR/UK 

195 

152 

Cable  &  Wireless/UK 

212 

152 

Cadbury  Schweppes/UK 

359 

152 

Canadian  Imperial  Bank/Canada 

193 

124 

Canadian  Pacific/Canada 

356 

124 

Canon/Japan 

86 

136 

Carrefour  Group/France 

56 

126 

Casino  Groupe  France 

175 

126 

Central  Japan  Railway/Japan 

235 

136 

Centrica/UK 

180 

152 

Cepsa/Spain 

345 

145 

CGU  PIc/UK 

112 

150 

Cho  Hung  Bank/South  Korea 

410 

145 

Chori/Japan 

458 

142 

Chubu  Electric  Power/Japan 

111 

136 

Chugoku  Electric  Power/Japan 

281 

138 

Ciba  Specialty  Chemicals/Switzerland  446 

150 

156 
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Rank 

Page 

Cockerill  Sambre/Belgium 

413 

122 

Coles  Myer/Australia 

143 

120 

Commercial  Bank  Korea/South  Korea 

455 

145 

Commerzbanlt  Germany 

107 

U2 

Commonwealth  Bank  Group/Australia 

328 

120 

Compass  Group/UK 

399 

152 

Comptoirs  Modernes/France 

431 

130 

Continental  Group/Germany 

382 

132 

Cosmo  Oil/Japan 

165 

136 

Credit  Commercial/France 

334 

130 

Credit  Foncier/France 

483 

130 

Credit  Lyonnais  Group/France 

89 

126 

Credit  Suisse  Group/Switzerland 

22 

150 

Credito  Italiano/ltaly 

266 

134 

CRH/lreland 

490 

154 

Daewoo/South  Korea 

42 

144 

Daewoo  Electronics/South  Korea 

454 

145 

Daewoo  Heavy  Inds/South  Korea 

327 

144 

Dai  Nippon  Printing/Japan 

223 

136 

Dai-lchi  Kangyo  Bank/Japan 

103 

136 

Daiei/Japan 

72 

134 

Daihatsu  Motor/Japan 

339 

138 

Daimaru/Japan 

341 

138 

Daimler-Benz  Group/Germany 

11 

130 

Damippon  Ink  &  Chems/Japan 

295 

138 

Daiwa  Bank/Japan 

421 

142 

Daiwa  House  Industry/Japan 

280 

138 

Dalgety/UK 

366 

152 

Groupe  Danone/France 

140 

126 

Den  Danske  Bank/Denmark 

487 

154 

GDI  Japan 

252 

138 

De  Beers  Centenary/UK 

462 

152 

Degussa/Germany 

264 

132 

Delhaize  Le  Lion  Group/Belgium 

156 

122 

Denso/Japan 

168 

136 

DePfaf/Germany 

392 

132 

Deutsche  Babcock  Group/Germany 

449 

132 

Deutsche  Bank  Group/Germany 

31 

130 

Deutsche  Lufthansa/Germany 

171 

132 

Deutsche  Telekom/Germany 

35 

130 

Dexia/Belgium,  France 

179 

122,126 

Diageo/UK 

115 

152 

Christian  Dior/France 

288 

130 

Distrib  Produtos  Petroleo/Brazil 

466 

122 

Dresdner  Bank/Germany 

97 

132 
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Datek's  only  $9.99  per  trade,*  and  I  get  free  news,  researcn 
and  unlimited  real-time  quotes.  Making  my  own  investment 
decisions  has  never  been  easier.  They  update  my  account 
instantly  and  provide  me  with  what  I  need  to  manage  my  own 

laundry. 
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Company/country 

Rank 

Page 

OSM/Netherlands 

385 

144 

East  Japan  Railway/Japan 

101 

136 

Eiffage/France 

430 

130 

Electrolux  Group/Sweden 

145 

148 

Eletrobras/Brazil 

408 

122 

Elf  Aquitaine  Group/France 

28 

126 

Endesa  Group/Spain 

285 

145 

Energy  Group/UK 

333 

152 

ENI/ltaly 

38 

132 

Enso/Finland 

428 

126 

ERGO-gruppe/Germany 

127 

132 

LM  Ericsson/Sweden 

91 

148 

Esso/France 

387 

130 

Fiat  Group/Italy 

20 

132 

Financiere  de  L'Odet/France 

489 

130 

Finmeccanica/ltaly 

269 

134 

First  Pacific/Hong  Kong/China 

297 

154 

Fletcher  Challenge/New  Zealand 

403 

154 

Forenings  Sparbanken/Sweden 

349 

148 

Fortis  Group/Netherlands,  Belgium 

84 

122,144 

France  Telecom/France 

64 

126 

Fuji  Bank/Japan 

85 

136 

Fuji  Electric/Japan 

309 

138 

Fuji  Heavy  Inds/Japan 

227 

136 

Fuji  Photo  Film/Japan 

219 

136 

Fujita/Japan 

406 

138 

Fujitsu/Japan 

32 

134 

Furukawa  Electric/Japan 

378 

138 

Galeries  Lafayette/France 

460 

130 

GAN-Assur  Nationales/France 

58 

126 

Gazprom/Russia 

80 

154 

Gehe/Germany 

151 

132 

General  Electric/UK 

239 

152 

Generale  Bank  Group/Belgium 

238 

122 

Generali  Group/Italy 

65 

132 

GIB  Group/Belgium 

401 

122 

Glaxo  Wellcome/UK 

174 

152 

Granada  Group/UK 

368 

152 

Great  Universal  Stores/UK 

437 

152 

Grupo  Financiero  Bancomer/Mexico 

438 

154 

Guardian  Royal  Exchange/UK 

289 

152 

emeyer/Netherlands 

414 

144 

Ha  fax/UK 

169 

152 

nii  Bank/South  Korea 

354 

145 

.    'pan 

445 

142 

Company/country 

Rank 

Page 

Hanwha  Energy/South  Korea 

499 

145 

Heineken  Holding/Netherlands 

409 

144 

Henkel  Group/Germany 

209 

132 

Hitachi/Japan 

13 

134 

Hitachi  Zosen/Japan 

493 

142 

Hoechst  Group/Germany 

55 

130 

Holderbank/Switzerland 

316 

150 

Philipp  Holzmann/Germany 

326 

132 

Honda  Motor/Japan 

21 

134 

Hoogovens/Netherlands 

465 

144 

HSBC  Group/UK 

24 

150 

Hutchison  Whampoa/Hong  Kong/China  422 

154 

Hyundai/South  Korea 

68 

144 

Hyundai  Electronics/South  Korea 

393 

145 

Hyundai  Eng  &  Const/South  Korea 

251 

144 

Hyundai  Motor/South  Korea 

190 

144 

Hyundai  Motor  Service/South  Korea 

415 

145 

Iberdrola/Spain 

436 

145 

Imasco/Canada 

338 

124 

Imperial  Chemical  Inds/UK 

184 

152 

Imperial  Oil/Canada 

357 

124 

Inchcape/UK 

250 

152 

Indl  Bank  of  Japan/Japan 

63 

134 

ING  Group/Netherlands 

36 

144 

Ishikawajima-Harima/Japan 

272 

138 

Isuzu  Motors/Japan 

147 

136 

Ito-Yokado/Japan 

74 

136 

Itochu/Japan 

4 

134 

Iwatani  International/Japan 

463 

142 

Japan  Air  Lines/Japan 

178 

136 

Japan  Energy/Japan 

129 

136 

Japan  Tobacco/Japan 

159 

136 

Jardine  Matheson/Hong  Kong/China 

210 

154 

Johnson  Matthey/UK 

450 

152 

Jusco/Japan 

108 

136 

Kajima/Japan 

131 

136 

Kanematsu/Japan 

66 

134 

Kansai  Electric  Power/Japan 

93 

136 

Kao/Japan 

332 

138 

Karstadt  Group/Germany 

164 

132 

Kawasaki  Heavy  Inds/Japan 

228 

136 

Kawasaki  Steel/Japan 

243 

138 

Kawasho/Japan 

218 

136 

Kesko  Group/Finland 

365 

126 

Kia  Motors/South  Korea 

265 

144 

Company/country 

Rank 

Page 

Kingfisher/UK 

231 

152  - 

Kinki  Nippon  Railway/Japan 

330 

138 

Kirin  Brewery/Japan 

344 

138 

KLM/Netherlands 

367 

144 

KNP  BT/Netherlands 

307 

144 

Kobe  Steel/Japan 

186 

136 

Koc,  Group/Turkey 

313 

154 

Komatsu/Japan 

268 

138 

Kookmin  Bank/South  Korea 

346 

144 

Korea  Electric  Power/South  Korea 

163 

144 

Korea  Exchange  Bank/South  Korea 

375 

145 

Kredietbank/Belgium 

314 

122 

Krupp  Hoesch  Group/Germany 

153 

132 

Kubota/Japan 

291 

138 

Kumagai  Gumi/Japan 

263 

138 

Kvaerner/Norway 

237 

154 

Kyocera/Japan 

411 

138 

Kyushu  Electric  Power/Japan 

206 

136 

L'Aire  Liquide  Group/France 

373 

130 

L'Oreal  Group/France 

205 

130 

Ladbroke  Group/UK 

388 

152 

Lafarge/F  ranee 

340 

130 

Lagardere  Groupe/France 

216 

130 

Legal  &  General  Group/UK 

100 

150 

LG  Electronics/South  Korea 

146 

144 

LG  International/South  Korea 

123 

144 

Liberty  Holdings/South  Africa 

405 

154 

Linde/Germany 

440 

132 

Lloyds  TSB  Group/UK 

90 

150 

Long-Term  Credit  Bank/Japan 

211 

136 

LucasVarity/UK 

374 

152 

Lukoil  Holding/Russia 

262 

154 

LVMH  Group/France 

299 

130 

MAN  Group/Germany 

172 

132 

Magna  International/Canada 

429 

124 

Mannesmann  Group/Germany 

88 

132 

Marks  &  Spencer/UK 

170 

152 

Marubeni/Japan 

5 

134 

Maruha/Japan 

310 

138 

Matsushita  Electric  Indl,  Japan 

15 

134 

Matsushita  Electric  Works/Japan 

236 

136 

Mazda  Motor/Japan 

119 

136 

Meiji  Milk  Products/Japan 

473 

142 

Merita  Nordbanken/Finland.  Sweden 

259 

126.148 

Metallgesellschaft/Germany 

225 

132 
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WE  PUT  PEOPLE  FIRST 

lechnology  today  doesn't  stand  still.  Neither 
do  we.  At  LG  Electronics,  we're  always  working 
deliver  better  products  and  higher  performance.  Products  like  our  revolutionary  new 
Flatron™  monitor.  With  its  geometrically  flat  screen,  it  eliminates  distortion  and  reduces  glare  up 
to  25%  over  conventional  flat  square  screens.  Or  our  high-speed,  high-capacity  CD-ROM  and 
DVD-ROM  drives.  Or  our  more  powerful,  more  portable  Phenom  Handheld  PCs.  At  LG  Electronics, 
we  have  people  all  around  the  world  making  technology  more  efficient  and  more  affordable  than 
ever  before.  See  how  LG  is  making  it  work  for  you.  Call  1-800-243-0000  or  visit  www.lgeus.com. 

©  1998  LG  Electronics  USA  .  Inc  All  trademarks  and/or  registered  trademarks  are  property  of  their  respective  owners. 
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Page 

Metro/Germany 

43 

130 

Michelin  Group/France 

166 

126 

Minorco/Beigium 

426 

122 

Mitsubishi  Chemical/Japan 

160 

136 

Mitsubishi/Japan 

2 

134 

Mitsubishi  Electric/Japan 

53 

134 

Mitsubishi  Heavy  Inds/Japan 

75 

136 

Mitsubishi  Materials/Japan 

133 

136 

Mitsubishi  Motors/Japan 

54 

134 

Mitsubishi  Oil/Japan 

258 

138 

Mitsubishi  Trust  &  Bank/Japan 

248 

138 

Mitsui  &  Co/Japan 

1 

134 

Mitsui  Chemicals/Japan 

434 

142 

Mitsui  Fudosan/Japan 

255 

138 

Mitsui  Marine  &  Fire  Ins/Japan 

379 

138 

Mitsui  O.S.K.  Lines/Japan 

361 

138 

Mitsui  Trust  &  Banking/Japan 

343 

138 

Mitsukoshi/Japan 

294 

138 

Montedison  Group/Italy 

161 

132 

Miinchener  Ruck/Germany 

82 

132 

Mycal/Japan 

142 

136 

Nagase  &  Co/Japan 

494 

142 

Natl  Australia  Bank/Australia 

187 

120 

National  Bank  of  Greece/Greece 

447 

154 

National  Power/UK 

439 

152 

NatWest  Group/UK 

98 

150 

NEC/Japan 

33 

134 

Neste/Finland 

277 

126 

Nestle/Switzerland 

25 

150 

News  Corp/Australia 

217 

120 

Nichimen/Japan 

50 

134 

Nichirei/Japan 

497 

142 

Nippon  Credit  Bank/Japan 

377 

138 

Nippon  Express/Japan 

150 

136 

Nippon  Light  Metal/Japan 

474 

142 

Nippon  Meat  Packers/Japan 

351 

138 

Nippon  Oil/Japan 

117 

136 

Nippon  Paper  Inds/Japan 

287 

138 

Nippon  Steel/Japan 

77 

136 

Nippon  Tel  &  Tel/Japan 

9 

134 

Nippon  Yusen/Japan 

278 

138 

Nishimatsu  Construction/Japan 

420 

142 

Nissan  Motor/Japan 

19 

134 

Nissho  Iwai/Japan 

8 

134 

Nittetsu  Shoji/Japan 

303 

138 

Company/country 

Rank 

Page 

NKK/Japan 

132 

136 

Nokia/Finland 

244 

126 

Nomura  Securities/Japan 

301 

138 

Norsk  Hydro/Norway 

167 

154 

Norwich  Union/UK 

261 

152 

Novartis  Group/Switzerland 

95 

150 

Obayashi/Japan 

197 

136 

Oji  Paper/Japan 

221 

136 

Okaya  &  Company/Japan 

500 

142 

Oki  Electric  Industry/Japan 

389 

138 

Omron/Japan 

482 

142 

0MV  Group/Austria 

362 

154 

Onex/Canada 

306 

124 

Orix/Japan 

240 

136 

Osaka  Gas/Japan 

352 

138 

Oshawa  Group/Canada 

488 

124 

Groupe  Paribas/France 

126 

126 

Pechiney/France 

202 

126 

Peninsular  &  Oriental/UK 

260 

152 

Petrobras-Petroleo  Brasil/Brazil 

113 

122 

PetroFina/Belgium 

162 

122 

Peugeot  Groupe/France 

47 

126 

Philips  Group/Netherlands 

34 

144 

Pinault-Printemps-Redoute/France 

138 

126 

Pirelli  Group/Italy 

370 

134 

Pohang  Iron  and  Steel/South  Korea 

199 

144 

Power  Corp  of  Canada/Canada 

390 

124 

Preussag  Group/Germany 

130 

132 

Promodes  Group/France 

109 

126 

Prudential/UK 

62 

150 

Qantas  Airways/Australia 

391 

120 

Quebecor/Canada 

471 

124 

Reed  Elsevier/UK,  Netherlands 

477 

144,152 

Renault  Group/France 

39 

126 

Repsol/Spain 

120 

145 

Rhone-Poulenc  Group/France 

136 

126 

Financiere  Richemont/Switzerland 

322 

150 

Ricoh/Japan 

214 

136 

Rio  Tinto/UK,  Australia 

318 

120,152 

RMC  Group/UK 

376 

152 

Roche  Group/Switzerland 

177 

150 

Rolls-Royce/UK 

355 

152 

Royal  &  Sun  Alliance/UK 

94 

150 

Royal  Bank  of  Canada/Canada 

181 

124 

Royal  Bank  of  Scotland/UK 

257 

152 

Company/country 

Rank 

Page 

Royal  Dutch/Shell/Netherlands.  UK 

3 

144,150 

Royal  KPN/Netherlands 

137 

144 

RWE  Group/Germany 

37 

130 

Safeway  PIc/UK 

213 

152 

J  Sainsbury/UK 

83 

150 

Saint-Gobain/France 

110 

126 

SAir  Group/Switzerland 

336 

150 

Sakura  Bank/Japan 

96 

136 

Samsung/South  Korea 

51 

144 

Samsung  Electronics/South  Korea 

104 

144 

Sankyo/Japan 

476 

142 

Sanpaolo  Bank/Italy 

204 

134 

Sanwa  Bank/Japan 

87 

136 

Sanyo  Electric/Japan 

139 

136 

SAS  Group/Sweden,  Norway,  Denmark 

468 

148,154 

SCA-Svenska  Cellulosa/Sweden 

319 

148 

Scania/Sweden 

459 

148 

Schlumberger/Netherlands 

226 

144 

Schneider/France 

305 

130 

Scottish  Power/UK 

464 

152 

Seagram/Canada 

207 

124 

Seiyu/Japan 

245 

138 

Sekisui  Chemical/Japan 

276 

138 

Sekisui  House/Japan 

201 

136 

Sharp/Japan 

149 

136 

Shikoku  Electric  Power/Japan 

479 

142 

Shimizu/Japan 

154 

136 

Shin-Etsu  Chemical/Japan 

427 

142 

Shinhan  Bank/South  Korea 

381 

145 

Shiseido/Japan 

472 

142 

Showa  Denko/Japan 

372 

138 

Siebe/UK 

402 

152 

Siemens  Group/Germany 

16 

130 

Sime  Darby  Berhad/Malaysia 

451 

154 

Singapore  Airlines/Singapore 

481 

154 

SK  Corp/South  Korea 

135 

144 

SK  Global/South  Korea 

386 

145 

Skandia  Insurance/Sweden 

254 

148 

Skandinaviska  Enskilda  Bk/Sweden 

480 

148 

Skanska/Sweden 

342 

148 

SKF  Group/Sweden 

498 

148 

Smith  (CGJ/South  Africa 

384 

154 

SmithKline  Beecham/UK 

182 

152 

Snow  Brand  Milk  Prods/Japan 

242 

136 

Societe  Generale  Group/France 

59 

126 

160 
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Sodexho  Alliance/France 

452 

130 

Solvay  Group/Belgium 

282 

122 

Somerfield/UK 

467 

152 

Sony  Japan 

18 

134 

So  African  Breweries/South  Africa 

369 

154 

SPAR  Handels/Germany 

304 

132 

Ssangyong/South  Korea 

274 

144 

SsangYong  Oil  Refining/South  Korea 

433 

145 

Standard  Bank  Invest/South  Africa 

485 

154 

Standard  Chartered  Group/UK 

348 

152 

State  Bank  of  India  Group/India 

475 

154 

Stora  Group/Sweden 

416 

148 

Suez  Lyonnaise  Group/France 

45 

126 

Sumikin  Bussan,  Japan 

270 

138 

Sumitomo  Bank/Japan 

106 

136 

Sumitomo  Chemical/Japan 

296 

138 

Sumitomo/Japan 

6 

134 

Sumitomo  Electric  Inds.  Japan 

230 

136 

Sumitomo  Forestry/Japan 

418 

138 

Sumitomo  Marine  &  Fire/Japan 

448 

142 

Sumitomo  Metal  Inds,  Japan 

200 

136 

Sumitomo  Rubber  Inds/Japan 

470 

142 

Sumitomo  Trust  &  Banking/Japan 

292 

138 

Suzuken/Japan 

441 

142 

Suzuki  Motor/Japan 

196 

136 

Svenska  Handelsbanken/Sweden 

293 

148 

Swiss  Bank/Switzerland 

122 

150 

Swiss  Re  Group/Switzerland 

152 

150 

TabCorp  Holdings/Australia 

435 

120 

Taisei/Japan 

144 

136 

Takashimaya/Japan 

233 

136 

Takeda  Chemical  Inds/Japan 

358 

138 

Tate  &  Lyle  Group/UK 

347 

152 

TDK/Japan 

425 

142 

Teijin/Japan 

486 

142 

Telebras/Brazil 

148 

122 

Telecom  Italia/Italy 

76 

132 

Telefonica/Spam 

125 

145 

Telefonos  de  Mexico/Mexico 

320 

154 

Tesco/UK 

70 

150 

Thomson  Corp/Canada 

279 

124 

Thomson-CSF/France 

371 

130 

Thyssen  Group/Germany 

78 

132 

Toda/Japan 

444 

142 

Tohoku  Electric  Power/Japan 

176 

136 

Tokai  Bank/Japan 

198 

136 

Tokio  Marine  &  Fire  Ins/Japan 

173 

136 

Tokyo  Electric  Power/Japan 

30 

134 

Company/country 

Rank 

Page 

Tokyo  Gas/Japan 

300 

138 

Tokyu  Construction/Japan 

478 

142 

Tomen/Japan 

29 

134 

Tomkins/UK 

335 

152 

Tonen/Japan 

432 

142 

Toppan  Printing/Japan 

232 

136 

Toray  Industries/Japan 

273 

138 

Toronto-Dominion  Bank/Canada 

323 

124 

Toshiba/Japan 

26 

134 

Tostem  Corp/Japan 

496 

142 

Total  Group/France 

44 

126 

Toyo  Seikan  Kaisha/Japan 

419 

138 

Toyota  Motor/Japan 

7 

134 

Toyota  Tsusho/Japan 

124 

136 

Tractebel/Belgium 

224 

122 

TransCanada  Pipelines/Canada 

241 

124 

UBE  Industries/Japan 

469 

142 

UBS/Switzerland 

105 

150 

Unibanco  Group/Brazil 

321 

122 

Unilever/Netherlands,  UK 

23 

144,150 

UNY/Japan 

284 

138 

UPM-Kymmene/Finland 

271 

126 

Groupe  Usinor/France 

191 

126 

Vale  do  Rio  Doce/Brazil 

492 

122 

Valeo/France 

417 

130 

VEBA  Group/Germany 

27 

130 

VEW/Germany 

495 

132 

VIAG  Group/Germany 

61 

130 

Vivendi/France 

60 

126 

Volkswagen  Group/Germany 

14 

130 

Volvo  Group/Sweden 

79 

148 

West  Japan  Railway/Japan 

247 

138 

Westcoast  Energy/Canada 

453 

124 

George  Weston/Canada 

246 

124 

Westpac  Banking  Group/Australia 

311 

120 

Wolseley/UK 

329 

152 

Woolworths/Australia 

194 

120 

Yamaha/Japan 

484 

142 

Yamaha  Motor/Japan 

353 

138 

Yamato  Transport/Japan 

395 

138 

Yamazaki  Baking/Japan 

423 

142 

Yasuda  Fire  &  Marine  Ins/Japan 

208 

136 

Yasuda  Trust  &  Banking/Japan 

491 

142 

YPF/Argentma 

394 

154 

Yuasa  Trading/Japan 

461 

142 

Zeneca  Group/UK 

286 

152 

Zurich  Insurance  Group/Switzerland 

67 

150 
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Apart  from 
attracting  looks, 
it's  totally 
antimagnetic. 


Ref.3706 

The  mechanical  pilot's 
chronograph  with  a  soft  iron 
inner  case  for  protection 
against  magnetic  influences. 
From  $  3995- 
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For  complete  IWC  catalog 

please  call  (800)  432-9330 

http://www.iwc.ch 
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sst  U.S.  multinationals 


These  "American"  companies  derived  almost  40%  of  their  revenues 
from  abroad  last  year. 

Yankee  travelers 


By  Brian  Zajac 

From  1995  through  1997  the  U.S.  econ- 
omy expanded  by  11%,  before  netting  out 
inflation.  Yet  over  the  same  period  such 
corporate  giants  as  General  Electric, 
Hewlett-Packard,  Chrysler,  Intel, 
Merrill  Lynch,  Crown  Cork  & 
Seal  and  Wal-Mart  Stores  posted 
far  higher  revenue  gains.  How? 
By  cashing  in  on  the  booming 
economies  overseas. 

What  comes  through  loud  and 
clear    in    our    annual    ranking 
of  America's  100  largest  multi- 
nationals is  this:  The  immense 
expansion  in  world  trade  has 
been  good  for  U.S.  big  busi- 
ness and,  hence,  for  the  U.S. 
economy. 

Wal-Mart  is  a  prime  example. 
Once  the  quintessential  U.S. 
growth   company,   the   dis- 
count retailer  saw  copycat 
competitors  eat  into  its 
margins     during     the 
1990s.  So  Wal-Mart 
went  global.  It  dou- 
bled its  foreign  sales 
over  two  years,  to 
$7.5  billion.  Onlv 
6%   of  Wal-Mart's 
sales  are  from  out- 
side  the   U.S.,   so 
there's     plenty     of 
room      for      future 
growth. 

In  aggregate,  the 
100  companies  includ- 
ed in  this  year's  survey 
generated  total  sales 
of  $2.5  trillion  last 
year,  of  which  $960  bil- 
lion— or  nearly  40% — 
came  from  foreign 
operations.  These  are 
no  longer  U.S.  compa- 
nies.    They     are     now 

world  companies — and  their  share  prices  have  benefited 
accordingly. 

Technology  companies  are  the  bigge  I  beneficiaries  of 


U.S.    expansion   into   foreign   countries. 

Lucent  Technologies,  Dell  Computer  and 

Seagate  Technology  all  appear  on  our  list 

of  multinational  giants  for  the  first 

time.  Combined,  they  had  $12 

J^k       billion  in  sales  from  outside  the 

jf      U.S.  in  1997.  Compaq  Computer 

and  Sun  Microsystems  also  had 

solid  sales  gains. 

A  fraction  of  the  companies — 

16  in  all — in  our  current  survey 

have  seen  business  outside  the 

U.S.  shrink  over  the  past  two 

years.  Of  this  group,  one  of  the 

hardest  hit  was  Mobil.   The 

company's   foreign    sales   fell 

to  $35.6  billion,  nearly  20% 

below  1995. 

Venturing  abroad,  alas,  exposes 
you  to  foreign-exchange  risk. 
The  strong  dollar  and  the 
problems  in  Asia  hurt 
companies     such     as 
Aflac.  The  value  of 
the     yen     declined 
26%  relative  to  the 
U.S.  dollar  during 
Afiac's    past    two 
fiscal  years.  Afiac's 
Japan-based    sub- 
sidiary, which  sells 
cancer     insurance, 
accounted  for  almost 
80%  of  the  insurer's 
$7.3  billion  in  overall 
1997      sales.      While 
Afiac's  U.S.  sales  have 
increased     29%     since 
1995,    its   sales   from 
outside  the  U.S.  fell 
7%,  and  total  company 
sales    have    been    flat 
since  1995. 

All  figures  are  from 

latest     fiscal     results. 

Foreign  sales  include 

international  subsidiaries,  but  we  count  export  revenues — 

such  as  Seattle  built  Boeing  jets  to  foreign  carriers — as 

domestic  revenues  rather  than  as  foreign  revenues.      H 
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Rank  Company 

foreign 
(Smil) 

2-year 
%  change 

Revenue 

total 
($mil) 

2-year 
%  change 

foreign 

as% 

of  total 

Npt  ni  nf it 

foreign 
($mil) 

total 
($mil) 

foreign 
as% 
of  total 

foreign 
(Smil) 

total 

(Smil) 

foreign 
as% 
of  total 

1 

Exxon 

92.540 

10.3 

120.279 

11.5 

76.9 

5,072 

8,460 

60.0 

54,579 

96,064 

56.8 

2 

General  Motors 

51.046 

10.3 

178.174 

11.2 

28.6 

2,8842 

6,6452 

43.4 

NA 

228,888 

NA 

3 

Ford  Motor 

46.991 

14.3 

145,348 

10.9 

32.3 

2,2323 

9,163-' 

24.4 

66,532 

221,864 

30.0 

4 

IBM 

45.845 

1.5 

78,508 

9.1 

58.4 

3,717 

6,093 

61.0 

40,618 

81,499 

49.8 

5 

Mobil 

35.606' 

-19.6 

59  9784 

-10.1 

59.4 

2.1695 

3,640s 

59.6 

29,159 

43,559 

66.9 

6 

Texaco 

33.292 

23.3 

59,828 

24.3 

55.6 

1,313s 

2,603s 

50.4 

15,303 

34,068 

44.9 

7 

General  Electric 

26.981 

40.4 

90.840 

29.7 

29.7 

1,702 

8,203 

20.7 

97,547 

304,012 

32.1 

8 

Hewlett-Packard 

23.819 

35.7 

42,895 

36.1 

55.5 

2,005 

3,119 

64.3 

18,259 

31,749 

57.5 

9 

Chevron 

23.055 

28.3 

48,836 

24.1 

47.2 

2,009 

3,256 

61.7 

17,570 

39,445 

44.5 

10 

Citicorp 

21.566 

14.7 

34,697 

9.5 

62.2 

2,498 

3,591 

69.6 

185,000' 

295,000' 

62.7 

11 

Philip  Morris  Cos 

19.797 

8.9 

56,114 

5.6 

35.3 

1,188 

6,310 

18.8 

19,353 

55,947 

34.6 

12 

Procter  &  Gamble 

17.457s 

5.4 

35,764 

6.8 

48.8 

1,239 

3.415 

36.3 

10,653s 

27,544 

38.7 

13 

American  Intl  Group 

16.461* 

19.5 

30,602 

19.5 

53.8 

2,292 

3,332 

68.8 

58,213s 

163,971 

35.5 

14 

El  du  Pont  de  Nemours 

16.283 

1.6 

39,730 

8.8 

41.0 

1,240 

2,405 

51.6 

16,588 

42,942 

38.6 

15 

Intel 

14.017 

69.3 

25,070 

54.7 

55.9 

2,256 

6,945 

32.5 

5,332 

28,880 

18.5 

16 

Motorola 

13.480E 

6.3 

29.794 

10.2 

45.2 

1,108 

1,180 

93.9 

10,064 

27,278 

36.9 

17 

Xerox 

12.371 

4.3 

21,562 

8.2 

57.4 

810 

1,452 

55.8 

14,772 

28,976 

51.0 

18 

Coca-Cola 

12.357s 

-1.6 

18,868 

4.1 

65.5 

3,100 

4,129 

75.1 

6,045s 

16,940 

35.7 

19 

Dow  Chemical 

11.271 

0.9 

20,018 

-0.9 

56.3 

773 2 

1.9072 

40.5 

14,295 

24,040 

59.5 

20 

Compaq  Computer 

11.153s 

32.5 

24,584 

47.4 

45.4 

722 

1,855 

38.9 

3,779s 

14,631 

25.8 

21 

Johnson  &  Johnson 

10.872 

12.6 

22,629 

20.1 

48.0 

1.8253 

4,7773 

38.2 

9,542 

21,453 

44.5 

22 

United  Technologies 

10.1204 

8.3 

24,713" 

8.4 

41.0 

6742 

1,191s 

56.6 

5,877 

16,719 

35.2 

23 

Chrysler 

9.141 

54.8 

61.147 

14.9 

14.9 

489 

2,805 

17.4 

10,017 

60,418 

16.6 

24 

Merrill  Lynch 

8.900E 

54.0 

31,731 

47.5 

28.0 

484 ? 

1.9532 

24.8 

136,448 

292,819 

46.6 

25 

Chase  Manhattan 

8.863 

21.6 

30,381 

15.2 

29.2 

1,101 

3,708 

29.7 

130,851' 

356,346' 

36.7 

26 

Digital  Equipment 

8.650 

-3.9 

13.047 

-5.5 

66.3 

150 

141 

100+ 

5,044 

9,693 

52.0 

27 

Sara  Lee 

8,245 

16.4 

19,734 

11.4 

41.8 

469 

1,009 

46.5 

6,820 

12,953 

52.7 

28 

Amoco 

7.978" 

18.7 

32,8364 

18.7 

24.3 

682  s 

3,015s 

22.6 

9,910 

32,489 

30.5 

29 

Minn  Mining  &  Mfg 

7.802 

8.0 

15,070 

12.0 

51.8 

480 2 

2.1992 

21.8 

5,170 

13,238 

39.1 

30 

Eastman  Kodak 

7,648 

-4.4 

14.538 

-3.0 

52.6 

-290 

5 

D-P 

5,333 

13,145 

40.6 

31 

Wal-Mart  Stores 

7,517 

102.5 

117,958 

26.0 

6.4 

2623 

6.5033 

4.0 

7,390 

45,384 

16.3 

32 

Bristol-Myers  Squibb 

7,057 

16.0 

16.701 

21.3 

42.3 

1,200 

3,205 

37.4 

5,482 

14,977 

36.6 

33 

PepsiCo 

7,039 

5.6 

20,917 

9.7 

33.7 

453 

1,491 

30.4 

6,080 

20,101 

30.2 

34 

McDonald's 

6,806 

27.9 

11,409 

16.5 

59.7 

1,056 

1,643 

64.3 

9,970 

18,242 

54.7 

35 

JP  Morgan  &  Co 

6,7788 

6.2 

17,701 

27  9 

38.3 

645 8 

1,465 

44.0 

123,694s 

262,159 

47.2 

36 

Texas  Instruments 

6,534 

-11.5 

9.75Q 

-14.5 

67.0 

378 

302 

100+ 

NA 

10,849 

NA 

37 

Merck 

6,485 

21.0 

23,637 

41.7 

27.4 

1.400E 

4,614 

30.3 

5,135s 

25,812 

19.9 

38 

Colgate-Palmolive 

6,3898 

6.3 

9,057 

8.4 

70.5 

560 

740 

75.7 

4,453s 

7,539 

59.1 

39 

Kimberly-Clark 

6.387E 

-0.1 

13,561 

-5.2 

47.1 

1232 

9122 

13.5 

4,708 

11,631 

40.5 

40 

Gillette 

6,380 

11.2 

10,062 

13.9 

63.4 

704 

1,427 

49.3 

6,679 

10,864 

61.5 

41 

RJR  Nabisco 

6.275E 

20.7 

17,057 

6.6 

36.8 

3659 

1.0169 

35.9 

5,998 

30,678 

19.6 

42 

Goodyear  fire  &  Rubber 

6,234 

5.4 

13,155 

-0.1 

47.4 

381 

559 

68.2 

3,831 

9,917 

38.6 

43 

Alcoa 

6,130 

12.3 

13,319 

6.6 

46.0 

624 2 

1.0732 

58.2 

5,731 

13,071 

43.8 

44 

UAL 

6,121 

15.3 

17,378 

16.3 

35.2 

5743 

1,226s 

46.8 

NA 

15,803 

NA 

45 

American  Home  Prods 

5,917 

7.6 

14,196 

6.1 

41.7 

775 

2,043 

37.9 

6,926 

20,825 

33.3 

46 

Aflac 

5,697 

-6.9 

7,251 

0.8 

78.6 

504 l0 

95510 

52.8 

25,589 

29,454 

86.9 

47 

International  Paper 

5.640E 

3.5 

20,096 

1.5 

28.1 

192 

-222 

P-D 

7,809 

26,754 

29.2 

48 

Pfizer 

5,637 

14.9 

12,504 

24.8 

45.1 

1.2692 

2,2232 

57.1 

6,240 

15,336 

40.7 

49 

Morgan  Stanley,  0W 

5.570E 

31.4 

27,132 

44.8 

20.5 

316 

2,586 

12.2 

102.000E 

302,287 

33.7 

50 

Electronic  Data  Sys 

5,297 

43.1 

15,236 

22.7 

34.8 

52 

731 

7.1 

4,149 

11,174 

37.1 

'From  continuing  operations.  2Net  income  before  minority  interest.  Operating  profit.  "Includes  other  income.  sNet  income  before  corporate  expense,  'includes  proportionate  interest  in  unconsoli- 
dated subsidiaries  or  affiliates.  'Average  assets.  Excludes  Canadian  operations.  °Pretax  income.  '"Pretax  income  before  corporate  and  interest  expense.  "Operating  profit  before  corporate 
expense  and  special  charges  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit.  E:  Estimate.  NA:  Not  available. 

Ten  years  ago  there  were  only  9  computer-related  firms  among  the  top  100  multinationals.  This  year  the  industry 
accounts  for  19  companies.  The  new  entrants  include  Dell  Computer,  Lucent  Technologies  and  Seagate  Technology. 
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Some  of  America's  most  famous  brands  are  making  big  inroads  overseas.  For  example,  during  the  past  two  years 
McDonald's  foreign  sales  are  up  28%,  while  RJR  Nabisco's  and  H.J.  Heinz's  sales  have  increased  over  20%. 


Rank  Company 

Mpt  nrnf it' 

foreign 
($mil) 

— Assets — 
total 

($mil) 

foreign 
as% 
of  total 

foreign 
($mil) 

2-year 
%  change 

total 
($mil) 

2-year 
%  change 

foreign 

as% 

of  total 

foreign 
($mil) 

total 
($mil) 

foreign 
as% 
of  total 

51 

Manpower 

5,265 

33.9 

7,259 

32.4 

72.5 

201 3 

293-3 

68.6 

1,523 

2,047 

74.4 

52 

Bestfoods 

5,166 

4.2 

8,400 

16.7 

61.5 

3552 

4542 

78.2 

3,769 

6,100 

61.8 

53 

Bankers  Trust  New  York 

5,142 

51.5 

12,176 

33.5 

42.2 

228 

866 

26.3 

72.655 

140,102 

51.9 

54 

AMR 

5,107 

7.6 

18,570 

9.8 

27.5 

NA 

985 

NA 

NA 

20,915 

NA 

55 

Ingram  Micro 

5,103 

83.4 

16,582 

92.4 

30.8 

28 2 

1952 

14.4 

1,793 

4,932 

36.4 

56 

Crown  Cork  &  Seal 

5,100 

203.9 

8,495 

68.1 

60.0 

549 3 

7673 

71.6 

8,090 

12,306 

65.7 

57 

American  Express 

5.040E 

1.6 

18,958 

11.4 

26.6 

379 

1,991 

19.0 

26,448 

120,003 

22.0 

58 

Fluor 

4,951 

42.0 

14,299 

53.7 

34.6 

-6 

146 

D-P 

896 

4,698 

19.1 

59 

Travelers  Group 

4,8768 

5.0 

37,609 

37.8 

13.0 

4458.9 

5,012s 

8.9 

113,936s 

386,555 

29.5 

60 

Halliburton 

4,580 

74.3 

8,819 

49.9 

51.9 

223" 

840" 

26.5 

2,828 

5,603 

50.5 

61 

Lucent  Technologies 

4,553 

NA 

26,360 

NA 

17.3 

373 

541 

68.9 

5,600 

23,811 

23.5 

62 

Pharmacia  &  Upjohn 

4,462 

-5.9 

6,710 

-5.4 

66.5 

298 

323 

92.3 

6,762 

10,380 

65.1 

63 

BankAmerica 

4,425 

20.7 

23,585 

15.7 

18.8 

140 

3,210 

4.4 

51,932 

260,159 

20.0 

64 

Abbott  Laboratories 

4,411 

13.4 

11,883 

18.7 

37.1 

515 

2,094 

24.6 

3,197 

12,061 

26.5 

65 

Caterpillar 

4,304 

16.1 

18,925 

17.8 

22.7 

426 3 

2,5283 

16.9 

5,122 

20,756 

24.7 

66 

Costco  Cos 

4,302 

31.2 

21,874 

19.9 

19.7 

121 3 

5813 

20.8 

1,256 

5,476 

22.9 

67 

Emerson  Electric 

4,191 

15.8 

12,299 

22.8 

34.1 

484 3 

1.8263 

26.5 

4,146 

11,463 

36.2 

68 

HJ  Heinz 

4,187 

21.1 

9,357 

15.7 

44.7 

373 

302 

100+ 

3,963 

8,438 

47.0 

69 

ITT  Industries 

4,088 

-6.8 

8,777 

-1.2 

46.6 

62 

114 

54.4 

2,230 

6,221 

35.8 

70 

Archer  Daniels  Midland 

4,080 

16.5 

13,853 

10.3 

29.5 

52 

377 

13.8 

1,873 

11,354 

16.5 

71 

Warner-Lambert 

3,957 

-1.5 

8,180 

16.2 

48.4 

448 

870 

51.5 

3,824 

8,031 

47.6 

72 

Deere  &  Co 

3,944 

35.3 

12,791 

24.3 

30.8 

348 

956 

36.4 

2,801 

16,320 

17.2 

73 

Unisys 

3,931 

-0.2 

6,636 

4.6 

59.2 

125 

-854 

P-D 

1,272 

5,591 

22.8 

74 

TRW 

3,912 

16.6 

10,831 

13.2 

36.1 

65 

-49 

P-D 

2,534 

6,410 

39.5 

75 

Sun  Microsystems 

3,889 

40.6 

8,598 

45.7 

45.2 

490 

762 

64.3 

2.050E 

4,697 

43.6 

76 

NCR 

3,854 

-15.9 

6,589 

-19.3 

58.5 

94 

7 

100+ 

3,160 

5,293 

59.7 

77 

Microsoft 

3.835E 

84.2 

11,358 

91.3 

33.8 

1,127 

3,454 

32.6 

3.750E 

14,387 

26.1 

78 

Johnson  Controls 

3,815 

77.1 

11,145 

50.6 

34.2 

72 

2452 

2.9 

1.677 

6,049 

27.7 

79 

Dell  Computer 

3,7968 

108.3 

12,327 

132.8 

30.8 

164 

944 

17.4 

777s 

4,268 

18.2 

80 

Walt  Disney 

3,731 

39.9 

22,473 

84.9 

16.6 

4 

1,966 

0.2 

1,791 

37,776 

4.7 

81 

Seagate  Technology 

3,724 

78.3 

8,940 

23.2 

41.7 

825 

658 

100+ 

3,673 

6,723 

54.6 

82 

Lear 

3.680E 

53.3 

7,343 

55.8 

50.1 

1693 

4813 

35.1 

2,040 

4,459 

45.8 

83 

Nike 

3,657 

107.4 

9,187 

93.0 

39.8 

196 

796 

24.6 

2,267 

5,361 

42.3 

84 

Dresser  Industries 

3.630E 

38.3 

7,458 

32.5 

48.7 

1962 

3552 

55.2 

1,696 

5.099 

33.3 

85 

Apple  Computer 

3,574 

-32.2 

7,081 

-36.0 

50.5 

-265 

-1,045 

D-D 

1,345 

4,233 

31.8 

86 

General  Re 

3,5128 

14.8 

8,251 

14.4 

42.6 

38538 

1.3523 

28.5 

11,512s 

41,459 

27.8 

87 

Atlantic  Richfield 

3,490 

4.1 

18,684 

18.1 

18.7 

2132 

1.9572 

10.9 

NA 

25.322 

NA 

88 

Sears,  Roebuck 

3,488 

3.6 

41,296 

18.5 

8.4 

-15 

1,188 

D-P 

2,801 

38,700 

7.2 

89 

Northwest  Airlines 

3,430 

8.2 

10,226 

12.6 

33.5 

NA 

606 

NA 

NA 

9,336 

NA 

90 

Safeway 

3,408 

-2.5 

22,484 

37.1 

15.2 

53 

622 

8.5 

880 

8,494 

10.4 

91 

Whirlpool 

3,367s 

9.5 

8,617 

5.6 

39.1 

-382 2 

-1622 

D-D 

1,624s 

8,270 

19.6 

92 

Avon  Products 

3,347 

15.1 

5,079 

13.1 

65.9 

2192 

3372 

65.0 

1.325 

2,273 

58.3 

93 

Honeywell 

3,184 

20.4 

8,028 

19.3 

39.7 

230 

471 

48.8 

2,161 

6.411 

33.7 

94 

AMP 

3,175 

6.2 

5,745 

9.9 

55.3 

88 

458 

19.2 

2,501 

4,848 

51.6 

95 

AlliedSignal 

3,153 

-12.7 

14,472 

0.9 

21.8 

84 

1,170 

7.2 

3,586 

13,707 

26.2 

96 

American  Standard 

3,149 

12.0 

6,008 

15.1 

52.4 

28 

120 

23.3 

2,175 

3,669 

59.3 

97 

Monsanto 

3,130 

37.1 

7,514 

38.9 

41.7 

296 

294 

100+ 

3,488 

10,774 

32.4 

98 

Eli  Lilly 

3,106 

5.3 

8,518 

25.9 

36.5 

NA 

-385 

NA 

3,377 

12,577 

26.9 

99 

Baxter  International 

3,084 

27.8 

6,138 

21.6 

50.2 

273 

300 

91.0 

3.260 

8,707 

37.4 

100 

Cigna 

3,078 

-5.0 

20,038 

5.7 

15.4 

220 

1,086 

20.3 

9,341 

108,199 

8.6 

0\ 


'From  continuing  operations.  2Net  income  before  minority  interest.  Operating  profit.  'Includes  other  income.  5Net  income  before  corporate  expense.  'Includes  proportionate  interest  in  unconsoli- 
dated subsidiaries  or  affiliates   'Average  assets.  'Excludes  Canadian  operations.  Pretax  income.  '"Pretax  income  before  corporate  and  interest  expense.  "Operating  profit  before  corporate 
expense  and  special  charges.  D-D:  Deficit  to  deficit.  D-P:  Deficit  to  profit.  P-D:  Profit  to  deficit.  E:  Estimate.  NA:  Not  available. 
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Actively  doing  business 
in  190  countries. 

Relationships  with  80% 
of  the  Global  500. 

Market -maker  in  45 
emerging  countries. 

Our  most  significant 
business  region  is 

the  world 


Growing  Your  Business  Worldwide 

BankAmerica  provides  the  strength  and  agility  to  capitalize  on  opportunities 
anywhere  in  the  world. 

Both  issuers  and  investors  benefit  from  our  global  leadership  in  capital  raising, 
asset-based  lending,  cash  management,  risk  management,  and  foreign  exchange. 

And,  with  an  integrated  worldwide  network  of  offices  and  experts  -  plus 
extensive  emerging  markets  experience  in  Asia,  Latin  America,  and  Eastern 
Europe  -  we  can  create  innovative  solutions  for  any  market  in  which  you 
do  business. 

That's  power  in  motion.  That's  BankAmerica  in  motion. 


BankAmerica 


www.bankamerica.com 


IHU    J.VV 


isi  foreign  investments  in  me  u.a. 


Foreigners  are  pouring  money  into  the  U.S.  With  good  reason. 

The  promised  land 


By  Thomas  Condon  and  Kurt  Badenhausen 


Investment  scorecard 

Country 

Revenue 
($bil) 

Number  of 
investments 

United  Kingdom 

Germany 

Netherlands 

$174 
113 
104 

34 
42 
19 

Japan 
Switzerland 

104 
60 

20 
19 

Canada 

44 

20 

France 

34 

16 

Belgium 
Sweden 

19 
18 

4 
8 

Venezuela 

14 

1 

Australia 

11 

4 

South  Africa 

6 

2 

Italy 
Ireland 

5 
3 

8 

1 

Netherlands  Antilles 

3 

1 

One  of  the  reasons  the  U.S.  stock  market  has  for  so 
long  outwitted  its  skeptics:  a  huge  inflow  of  foreign 
money  into  Wall  Street.  Last  year  foreigners  increased 
their  holdings  of  U.S.  assets  by  $690  billion,  or  13.5%,  to 
$5.8  trillion.  And  the  greatest  percentage  jump  occurred 
in  net  purchases  of  stocks — a  more  than  fivefold  increase, 
to  $67  billion.  Another  $163  billion  went  into  U.S.  Trea- 
surys,  $122  billion  into  corporate  bonds  and  $143  billion 
into  U.S.  bank  deposits.  The  balance  of  foreign  invest- 
ment was  poured  into  factories,  buildings  and  equipment. 
In  1997  foreigners  spent  $73  billion  buying  U.S.  busi- 
nesses, up  8%  over  1996.  This  year  should  sec  more  of  the 
same.  Witness  Daimler-Benz's  proposed  $40  billion 
merger  with  Chrysler.  The  most  active  acquirers  of  U.S. 


Germany  leap-frogged  the  Netherlands 
and  Japan  to  amass  the  second-largest 
stake  in  U.S.  firms  (among  foreigners). 


businesses  since  1988  were  British  ($1 16  billion 
invested),  Japanese  ($53  billion)  and  Canadian 
firms  ($51  billion). 
Such  investments  by  foreigners  are  a  big  reason 
our  unemployment  rate  is  a  scant  4.3%. 
The  massive  inflow  of  foreign  money  is  easy  to 
explain:  The  investment  climate  is  healthier  here  than 
in  most  other  places,  thanks  in  good  part  to  the  dereg- 
ulation and  corporate  restructuring  that  took  place  here 
in  the  Ronald  Reagan  years.  Meanwhile,  much  of  Asia  is 
in  economic  and  political  turmoil.  During  1997  Japan- 
ese stocks  fell  24%,  while  the  yen  fell  12%  relative  to  the 
U.S.  dollar.  Europe,  while  recovering,  remains  mired  in 
socialism,  and  is  relatively  sluggish  economically. 

The  following  table  lists  the  100  foreign  companies 
with  the  largest  U.S.  subsidiaries  or  investments,  mea- 
sured by  revenues.  Overall  U.S.  revenues  of  these  100 
companies  increased  to  $656  billion  in  1997,  from  $592 
billion  the  previous  year.  New  companies  on  the  list 
include  Diageo,  formed  through  the  merger  of  Grand 
Metropolitan  and  Guinness,  and  CGU,  created  by  the 
merger  of  Commercial  Union  and  General  Accident.  ■§ 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

1 

Royal  Dutch/Shell  Group* 

Netherlands/UK 

Shell  Oil 

100 

energy,  chemicals 

28,268 

2,104.0 

29,601 

2 

British  Telecommunications  Pic* 

UK 

MCI  Communications* 

20 

telecommunications 

19,653 

149.0 

25,510 

3 

Sony* 

Japan 

Sony  Music  Entertainment 
Sony  Pictures  Entertainment 
Sony  Electronics 

100 
100 
100 

music  entertainment 

movies 

consumer  electronics 

18,825 

NA 

NA 

4 

Diageo  Pic* 

UK 

Burger  King 

Pillsbury 

Utd  Distillers  &  Vintners 

(N  Amer) 

100 
100 
100 

fast  food 
food  processing 
wines  and  spirits 

9,800 
6,100 
2,100 
18,000 

NA 

NA 
NA 

NA 

NA 
NA 

5 

British  Petroleum  Pic* 

UK 

BP  America 

100 

energy 

16,765 

961.0 

17,003 

6 

Toyota  Motor* 
Denso 

Japan 
Japan 

Toyota  Motor  Mfg 
New  United  Motor  Mfg 
Denso  International  America 

100 
50 
100 

automotive 
automotive 
automotive  systems 

8,200  E 
4.700E 
2,700 
1 5,600  E 

NA 

NA 
NA 

NA 
NA 
NA 

7 

Royal  Ahold  NV* 

Netherlands 

Stop  &  Shop 

Giant  Food  Stores 

BI-LO 

Tops  Markets 

100 
100 
100 
100 

supermarkets 
supermarkets 
supermarkets 
supermarkets 

5,492 
3,156 
2,826 
2,817 
14,291 

NA 

NA 
NA 
NA 

NA 
NA 
NA 
NA 

8 

Petroleos  de  Venezuela  SA 

Venezuela 

Citgo  Petroleum 

100 

refining,  marketing 

13,645 

206.5 

5,412 

9 

Matsushita  Electric  Industrial* 

Japan 

Matsushita  Elec  Corp  America 
Universal  Studios 

100 
20 

electronics 
entertainment 

8,000 
5,593 
13,593 

NA 
9.0 

NA 

10,734 

10 

BG  Pic* 

UK 

NGC  Corp* 

25 

gas  &  electricity 

13,378 

-87.7 

4,517 

11 

Hoechst  AG* 

Germany 

Hoechst  Marion  Roussel 
Celanese 

100 
100 

pharmaceuticals 
chemicals 

7,610 
4,503 
12,113 

NA 
NA 

2,743 
12,803 

12 

Nestle  SA* 
L'Oreal* 

Switzerland 
France 

Nestle  USA 
Alcon  Laboratories 
Cosmair 

100 
100 
100 

food  processing 
pharmaceuticals 
cosmetics 

9,959 

2,000  E 
1 1,959  E 

NA 
NA 

NA 
NA 

13 

Honda  Motor* 

Japan 

Honda  ot  America  Mfg 

100 

automotive 

11,1001 

NA 

NA 

14 

Delhaize  "Le  Lion"  SA 

Belgium 

Food  Lion* 

Super  Discount  Markets 

26 
60 

supermarkets 
supermarkets 

10,194 

265 

10,459 

172.3 
0.2 

3,459 
NA 

15 

Philips  Electronics  NV* 
PolyGram  NV* 

Netherlands 
Netherlands 

Philips  Electronics  (N  Amer) 
PolyGram  (N  Amer) 

100 
100 

electronics 
music 

8,979 

1,415 

10,394 

NA 

NA 

6,299 
2,216 

16 

Tengelmann 

Germany 

Great  A&P  Tea* 

54 

supermarkets 

10,262 

63.6 

2,995 

17 

KLM  Royal  Dutch  Airlines  NV* 

Netherlands 

Northwest  Airlines* 

17 

airline 

10,226 

596.5 

9,336 

18 

AXA-UAP* 

France 

Equitable  Cos* 

59 

insurance,  investment  banking  9,666 

561.0 

151,438 

19 

Novartis  AG* 

Switzerland 

Novartis  (US) 
Chiron* 

100 

45 

pharmaceuticals,  chemicals 
biotechnology 

8,400 
1,162 
9,562 

NA 
71.2 

NA 
1,768 

20 

Siemens  AG* 

Germany 

Siemens  (US) 

100 

electronics 

9,511 

97.2 

NA 

21 

BCE* 

Northern  Telecom  Ltd* 

Canada 
Canada 

Jones  Intercable* 
Northern  Telecom  Inc 

36 

100 

cable  TV 
telecommunications 

363 
9,105 
9,468 

-38.5 
NA 

1,371 
5,055 

Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics.  'Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  E:  Estimate.  NA:  Not  available. 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 

($mil) 

Net  income 
($mil) 

Assets 
($mil) 

22 

Bayer  AG* 

Germany 

Bayer  Corp 

100 

health  care,  chemicals 

9,257 

192.4 

9,279 

23 

Unilever* 

Netherlands/UK 

Unilever  (US) 

100 

food  processing,  personal  prod 

9,222 

NA 

NA 

24 

Seagram* 

Canada 

Universal  Studios 

80 

entertainment 

5,593 

9.0 

10,734 

Joseph  E  Seagram  &  Sons 

100 

beverages 

3,476 
9,069 

295.0 

7,373 

25 

ING  Group* 

Netherlands 

ING  Insurance  (US) 

100 

insurance 

7,610 

NA 

NA 

ING  Baring  (US) 

100 

financial  services 

634 

NA 

NA 

Furman  Selz 

100 

asset  management 

8,244 

26 

Daimler-Benz  AG* 

Germany 

Daimler-Benz  (N  Amer) 

100 

automotive,  aerospace,  credit 

7,990 

NA 

NA 

ABB  Daimler-Benz  Transp  (US) 

50 

rail  systems 

250 
8,240 

NA 

NA 

27 

Prudential  Corp  Pic* 

UK 

Jackson  National  Life 

100 

insurance 

8,214 

401.6 

32,483 

28 

ABN  Amro  Holding  NV* 

Netherlands 

ABN  Amro  (N  Amer) 

100 

banking 

European  American  Bank 

100 

banking 

8,165 

NA 

NA 

ABN  Amro  Chicago 

100 

investment  banking 

29 

News  Corp  Ltd* 

Australia 

News  America 

100 

media,  publishing 

7,870 

NA 

15,719 

30 

Zurich  Insurance  Group* 

Switzerland 

Zurich  Insurance  Group  (US) 

100 

insurance 

5,637 

518.6 

26,330 

Zurich  Reinsurance  Centre 

100 

reinsurance 

1,229 

128.0 

4,401 

Scudder  Kemper  Investments 

70 

asset  management 

980 
7,846 

-4.1 

2,520 

31 

Canon* 

Japan 

Canon  USA 

100 

office  &  photographic  equip 

7,300 

NA 

NA 

32 

Credit  Suisse  Group* 

Switzerland 

Credit  Suisse  First  Boston 

100 

banking 

7,128 

826.0 

310,353 

33 

Bridgestone* 

Japan 

Bridgestone/Firestone 

100 

tires,  rubber 

7,100 

207.0 

NA 

34 

J  Sainsbury  Pic* 

UK 

Giant  Food* 

20 

supermarkets 

4,231 

71.2 

1,522 

Shaw's  Supermarkets 

100 

supermarkets 

2,800 
7,031 

NA 

NA 

35 

BASF  AG* 

Germany 

BASF  Corp 

100 

chemicals,  plastics 

6,870 

NA 

NA 

36 

Deutsche  Bank  AG* 

Germany 

Deutsche  Bank  (N  Amer) 

100 

financial  services 

6,500 

NA 

63,600 

37 

Henkel  KGaA* 

Germany 

Clorox* 

30 

household  products 

2,533 

249.4 

2,778 

Henkel  of  America 

100 

chemicals,  adhesives 

2,270 

NA 

3,491 

Ecolab* 

24 

institutional  cleaning 

1,640 
6,443 

134.0 

1,416 

38 

B.A.T  Industries  Pic* 

UK 

Brown  &  Williamson  Tobacco 

100 

tobacco 

3.410E 

NA 

NA 

Farmers  Group 

100 

insurance 

2,009 

593.5 

12,117 

Imasco 

Canada 

Fast  Food  Merchandisers 

100 

food  service  supplier 

931 
6,350  E 

NA 

172 

39 

SmithKline  Beecham  Pic* 

UK 

SmithKline  Beecham  Corp 

100 

drugs,  consumer  products 

6,263 

NA 

5,983 

40 

Anglo  Amer  of  S  Africa* 
De  Beers  Centenary 

South  Africa 
Switzerland 

MinorcoSA* 

Luxembourg 

Engelhard* 

32 

metals 

3,631 

66.5 

2,609 

Terra  Industries* 

57 

agribusiness 

2,589 
6,220 

209.9 

2,360 

41 

Ito-Yokado* 
Seven-Eleven  Japan* 

Japan 
Japan 

Southland* 

65 

convenience  stores 

6,089 

70.0 

2,090 

42 

AEGON  NV* 

Netherlands 

AEGON  USA 

100 

insurance 

5,995 

706.0 

63,691 

Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics.  'Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  E:  Estimate.  NA:  Not  available. 
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Rank    Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

43      ABB* 

Sweden/Switz 

ABB  Asea  Brown  Boveri 

Switzerland 

ABB  Inc 

100 

electrical  equipment 

5,800 

NA 

5,000 

ABB  Daimler-Benz  Transp  (US) 

50 

rail  systems 

44     Nissan  Motor* 

Japan 

Nissan  Motor  Mfg  USA 

100 

automotive 

5,700  E 

NA 

NA 

45      Glaxo  Wellcome  Pic* 

UK 

Glaxo  Wellcome  Inc 

100 

pharmaceuticals 

5,570 

NA 

NA 

46     Thyssen  AG* 

Germany 

Thyssen  Inc 

100 

materials 

2,500 

NA 

NA 

Budd  Company 

100 

auto  parts 

1,908 

NA 

NA 

Giddings  &  Lewis 

100 

machine  tools 

630 

NA 

NA 

Thyssen  Elevator 

100 

elevators 

450 
5,488 

NA 

NA 

47      Allianz  AG 

Germany 

Allianz  Insurance 

100 

insurance 

Fireman's  Fund 

100 

insurance 

4,163 

256.0 

20.076 

Jefferson  Insurance 

100 

insurance 

Allianz  Life 

100 

insurance 

1,230 
5,393 

114.0 

18,225 

48      CGU  Pic 

UK 

Genl  Accident  Corp  of  America 

100 

insurance 

2,680 

435.0 

7,164 

Commercial  Union  Corp 

100 

insurance 

2,548 
5,228 

98.9 

8,265 

49      Electrolux  AB* 

Sweden 

White  Consolidated  Inds 

100 

appliances 

5,172 

NA 

NA 

50      BTR  Pic* 

UK 

BTR  (US) 

100 

construction,  controls 

4,961 

NA 

NA 

51      Roche  Holding  AG* 

Switzerland 

Hoffmann-La  Roche 

100 

drugs,  chemicals 

3,857 

NA 

NA 

Syntex  (USA) 

100 

pharmaceuticals 

Genentech* 

66 

biotechnology 

948 
4,805 

129.0 

2.508 

52      Fujitsu  Ltd* 

Japan 

Fujitsu  (US) 

100 

electronics 

4,778 

NA 

NA 

53     Robert  Bosch  GmbH 

Germany 

Robert  Bosch  Corp 

100 

auto  parts,  machinery 

3,421 

-19.0 

2,435 

S-B  Power  Tool 

100 

power  tools 

720 

63.4 

NA 

Vermont  American 

50 

garden  tools 

430 

27.7 

NA 

Diesel  Technology 

50 

diesel  fuel  injection  systems 

180 
4,751 

-12.1 

NA 

54      Thomson  Corp 

Canada 

Thomson  US  Holdings 

100 

information  svcs,  publishing 

4,729 

NA 

9,956 

55     imperial  Chemical 

UK 

ICI  Americas 

100 

coatings,  chemicals 

4,615 

NA 

NA 

Industries  Pic* 

56     VIAG  AG 

Germany 

SKW  RJS) 

100 

chemicals,  metals  &  alloys 

1,425 

NA 

NA 

Kldckner  &  Co  (US) 

100 

logistics 

1,219 

NA 

NA 

Schmalbach-Lubeca  (US) 

100 

packaging 

1,086 

NA 

NA 

Other  companies 

100 

chemicals,  packaging 

837 

NA 

NA 

4,567 

57      PetroFina  SA* 

Belgium 

Fina* 

86 

energy 

4,462 

126.4 

3,015 

58     Saint-Gobain 

France 

CertainTeed 

100 

building  materials 

1,543 

NA 

NA 

Norton 

100 

ceramics,  abrasives 

1,485 

NA 

NA 

Ball  Foster  Glass  Container 

100 

glass  containers 

1,349 
4,377 

NA 

NA 

59      VEBA  AG* 

Germany 

VEBA  Corp 

100 

chem,  consulting,  wholesale 

2,897 

66.9 

NA 

MEMC  Electronic  Materials* 

53 

chemicals 

987 

-6.7 

1,777 

Cyro  Industries 

50 

chemicals 

267 

32.3 

NA 

MEMC  Southwest 

80 

chemicals 

172 
4,323 

-5.2 

NA 

Note:  Some  foreign  investors  on  the  list  own  US 

companies  Indirectly  through  companies  in  italics.  'Publicly  traded 

in  the  U.S.  in  shares  or  ADRs.  E:  Estimate.  NA: 

Not  available. 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 

(Smil) 

60 

Fortis* 

Belgium/Neth 

Fortis  Inc 

100 

insurance 

4,171 

NA 

10,356 

61 

Thomson  Multimedia  SA 

France 

Thomson  Consumer  Electronics 

100 

electronics 

4,000  E 

NA 

NA 

62 

RWE  Group* 

Germany 

Consol  Energy 

50 

coal  mining 

2,300 

NA 

3,500 

Condea  Vista 

100 

chemicals 

1.007 

NA 

NA 

Heidelberg  Web  Press 

100 

industrial  machinery 

390  E 

NA 

NA 

REP  Environmental  Processes 

100 

environmental  consulting 

144 
3,841  E 

NA 

NA 

63 

Snecma 

France 

CFM  International 

50 

aviation 

3,828 

9.2 

1,331 

64 

Edmond  J  Safra 

Switzerland 

Saban  SA 

Switzerland 

Republic  New  York* 

28 

banking 

3,738 

449.0 

55.638 

65 

Volvo  AB* 

Sweden 

Volvo  Trucks  of  North  America 

100 

automotive 

1,650 

NA 

NA 

Volvo  Aero 

100 

commercial  engine  services 

980 

NA 

NA 

Volvo  Construction  (N  Amer) 

100 

automotive 

585 

NA 

NA 

Volvo  Penta  of  the  Americas 

100 

marine/industrial  engines 

509 
3,724 

NA 

NA 

66 

Bertelsmann  AG 

Germany 

Bertelsmann  USA 

100 

printing,  publishing 

3,678 

NA 

NA 

67 

Bank  of  Tokyo-Mitsubishi  Ltd* 

Japan 

UnionBanCal* 

81 

banking 

2,496 

411.3 

30.585 

Bank  of  Tokyo-Mitsubishi  Trust 

100 

banking 

515 

73.6 

7,369 

Other  companies 

100 

financial  services 

599 
3,610 

64.8 

4,225 

68 

Fuji  Heavy  Industries* 
Isuzu  Motors* 

Japan 
Japan 

Subaru-lsuzu  Automotive 

100 

automotive 

3,600  E 

NA 

NA 

69 

Skandia  Insurance 

Sweden 

American  Skandia 

100 

insurance 

3,593 

30.3 

13,033 

70 

Rhone-Poulenc  SA* 

France 

Rhone-Poulenc  Rorer 
Rhone-Poulenc  Agro 

100 

100 

pharmaceuticals 
crop  protection 

Pasteur  Merieux  Connaught 

100 

vaccines 

3,475 

NA 

10,828 

Rhodia 

100 

specialty  chemicals 

Rhone-Poulenc  Animal 

100 

animal  nutritional  supplements 

71 

Siebe  Pic* 

UK 

Siebe  Inc 

100 

controls 

3,415 

NA 

NA 

72 

Zeneca  Group* 

UK 

Zeneca  Holdings 

100 

bioscience 

3,400 

NA 

NA 

73 

Mannesmann  AG* 

Germany 

Mannesmann  Corp 

100 

industrial  products 

2,979 

NA 

1.420 

Krauss  Maffei 

100 

engineering 

300  E 
3,279  E 

NA 

175 

74 

Pechiney  SA* 

France 

American  National  Can 

100 

packaging 

3.065 

NA 

4.193 

Pechiney  Metals 

100 

metals  distribution 

197 
3,262 

NA 

656 

75 

Sun  Life  Assurance  Co 

Canada 

Sun  Life  of  Canada  (US) 

100 

insurance 

3,250 

NA 

21,428 

of  Canada 

Sun  Life's  US  Subsidiaries 

100 

financial  services 

76 

Jefferson  Smurfit  Group* 

Ireland 

Smurfit  International 

Netherlands 

Jefferson  Smurfit  Corp* 

47 

paper,  packaging 

3.238 

1.0 

2,771 

77 

Tomkins  Pic* 

UK 

Murray 

100 

lawn  mowers,  bicycles 

Smith  &  Wesson 

100 

handguns,  handcuffs 

3,060 

NA 

NA 

Tomkins  Industries 

100 

industrial,  consumer  prods 

Gates  Rubber 

100 

industrial  belts,  hoses 

Schrader-Bridgeport 

100 

industrial  components 

176 
3.236 

NA 

NA 

78 

Manulife  Financial 

Canada 

Manufacturers  Life  Ins  (USA) 
Manulife's  other  US  subsidiarie. 

100 
,  100 

insurance 
reinsurance 

3,235 

217.4 

17.269 

79 

Sobey  Parties 

Canada 

Hannaford  Brothers* 

26 

food  distribution 

3,226 

59.6 

1.227 

Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics.  'Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  E:  Estimate.  NA:  Not  available. 
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Rank 

Foreign  investor 

Country 

US  investment 

% 
owned 

Industry 

Revenue 
($mil) 

Net  income 
($mil) 

Assets 
($mil) 

80 

NKK  Corp* 

Japan 

National  Steel* 

68 

steel 

3,140 

218.9 

2,453 

81 

Mitsubishi  Motors 

Japan 

Mitsubishi  Motor  Mfg 

100 

automotive 

3,1 00  E 

NA 

NA 

82 

Fiat  6roup* 
Hew  Holland  HV* 

Itsly 
Netherlands 

Fiat  Avio 

Comau  North  America 
T»ksid  Aluminum  Foundry 
Other  companies 
New  Holland  (N  Amer) 

100 
100 
100 
100 
100 

aircraft  engines  &  components      318 
engineering  systems                   125 
aluminum  castings                    122 
industrial  manufacturing             226 
agricultural  equipment             2,278 
3,069 

NA 

NA 
NA 
NA 
NA 

NA 
NA 
NA 
NA 
NA 

83 

Alcan  Aluminium  Ltd* 

Canada 

Alcan  Aluminum  Corp 

100 

aluminum 

3,063 

136.0 

1,848 

84 

EdperBrascan* 
Horanda* 

Brookfield  Properties 

Canada 
Canada 

Canada 

Noranda  Aluminum 
Noranda  (US) 
Noranda  Forest 
Brookfield  Properties  (US) 

100 
100 
67 
100 

aluminum 
mining 

paper,  lumber 
financial  services 

1,570 

734 

753 

3,057 

NA 

NA 
NA 

1,083 

665 
NA 

84 

Michael  Otto 

Germany 

Spiegel* 

89 

catalog  retailing 

3,057 

-33.0 

1,950 

86 

Munich  Re 

Germany 

American  Re 

91 

insurance 

3,043 

221.4 

13,289 

87 

Tate  &  Lyle  Pic* 

UK 

AE  Staley  Manufacturing 
Domino  Sugar 
PM  Ag  Products 

Other  companies 

90 
100 
100 
100 

food  distrib,  processing 
sugar  refining 
animal  feeds,  molasses 
sugar  processing 

3,041 

NA 

NA 

88 

Erf  Aquitaine  Group* 
Sanofi  SA 

France 
France 

Elf  Aquitaine  Inc 
Sanofi  Inc 

100 

55 

hydrocarbons,  chemicals 
health,  beauty  products 

2,976 

NA 

3,840 

89 

Power  Financial 
Great-West  Lifeco 

Canada 
Canada 

Great-West  Life  Assurance  (US) 

100 

insurance 

2,858 

151.7 

22,295 

90 

Schlumberger  Ltd* 

Neth  Antilles 

Schlumberger  (US) 

100 

oilfield  services 

2,696 

NA 

2,173 

91 

Broken  Hill  Proprietary* 

Australia 

BHP  Petroleum  (Americas) 
BHP  Minerals 
BHP  Copper 

100 
100 
100 

energy 
mining 
mining 

2,633 

NA 

4,119 

92 

Fresenius  Medical  Care  AG* 

Germany 

Fresenius  Medical  Care  Holdings  100 

dialysis  products 

2,621 

20.9 

5,010 

93 

Akzo  Nobel  NV* 

Netherlands 

Akzo  Nobel  Inc 

100 

chemicals,  coatings 

2,603 

NA 

NA 

94 

LucasVarity  Pic* 

UK 

LucasVarity  Inc 

100 

auto  parts 

2,538 

NA 

NA 

95 

HSBC  Holdings* 

UK 

HSBC  Americas 

100 

banking 

2,520 

471.0 

31,518 

96 

Ciba  Specialty  Chemicals  AG* 

Switzerland 

Ciba  Specialty  Chemicals  Corp 
Hexcel* 

100 
49 

chemicals 
honeycomb  core 

1,565 

937 

2,502 

NA 
73.6 

NA 
812 

97 

Reed  Intl/Elsevier* 

UK/Netherlands 

Reed  Elsevier  US  Holdings 

100 

publishing  &  info  services 

2,474 

110.0 

4,600 

98 

Schneider  SA 

France 

Square  D 

100 

electrical  equipment 

2,444 

NA 

NA 

99 

Onex 

Canada 

Sky  Chefs 
Dura  Automotive* 
Refined  Sugars 
Trim  Systems 

61 
20 
62 
41 

airline  catering 
automotive  products 
sugar  refining 
automotive  products 

1,603 

449 

287 

90 

2,429 

-36.0 

16.6 

NA 

NA 

922 

419 
NA 
NA 

100 

Compart 
Montedison* 

Italy 
Italy 

Central  Soya 
Cerestar  USA 
Ausimont  USA 

50 
50 
100 

food  processing 
starch  and  derivatives 
specialty  chemicals 

1,860 
400 
161 

2,421 

35.9 

-77.4 

14.6 

863 
686 
282 

Note:  Some  foreign  investors  on  the  list  own  U.S.  companies  indirectly  through  companies  in  italics.  "Publicly  traded  in  the  U.S.  in  shares  or  ADRs.  E:  Estimate.  NA:  Not  available. 
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Want  to  invest  abroad  without  bothering  with  foreign  exchange  problems? 
That's  what  ADRs  are  for. 

100  ways 

to  invest  abroad 


By  Robert  J.  Sherwood 

If  you  want  to  invest  in  foreign-based  companies,  you  will 
probably  end  up  with  American  Depositary  Receipts,  a  sort 
of  claim  check  on  foreign  shares.  The  actual  shares  sit  in  a 
local  custody  account  for,  among  others,  The  Bank  of  New 
York,  Morgan  Guaranty  Trust  Co.  of  New  York  and 
Citibank,  which  collect  the  dividends  and  pass  them  on  to 
the  ADR-holders.  You  pay  in  dollars,  sell  in  dollars,  get  divi- 
dends in  dollars.  (That  doesn't  eliminate  foreign  exchange 
risk,  but  it  eliminates  foreign  exchange  fuss.) 

Today  over  1,800  adrs  are  available  on  U.S.  markets. 
Sponsored  adrs  have  a  bank  as  the  exclusive  issuer  and — if 
listed  on  a  U.S.  exchange — repoi  t  results  to  U.S.  holders 
according  to  generally  accepted  accounting  principles. 

Liquid?  As  liquid  as  any  stock.  Oxer  the  last  two  years  for- 
eign firms  raised  $39  billion  in  new  capital  in  the  LIS.  via 
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depositary  receipts.  During  1997  trading  activity  for  ADRs 
reached  a  record  12.4  billion  shares,  or  $503  billion,  in  dol- 
lars an  increase  of  48%  from  the  previous  year. 

Some  of  the  biggest  fish  jumping  into  the  ADR  pool  are 
recent  offerings  of  privatized  businesses.  Example:  Hungary 
sold  off  its  telecommunications  company,  Matav,  in  a  $555 
million  offering  in  November. 

The  following  table  of  100  adrs  comes  from  the 
Bank  of  New  York's  index  of  the  most  actively  traded 
sponsored  stocks.  Newcomers  include  Burger  King 
Corp.'s  parent,  Diageo  Pic.,  formed  by  the  1997 
merger  of  U.K.  food  and  beverage  giants  Grand  Met- 
ropolitan Pic.  and  Guinness  Pic.  Last  September 
German  chemical  company  Hoechst,  AG  received  SEC 
approval  to  list  its  shares  as  ADRs.  tm 
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Exch 

Company/business 

Country 

ADR 

% 

EPC 

P/E 

Yield 

Ordinary 

price 

change 

1997 

1998E 

1998E 

(%) 

shares 

($US) 

1  year 

($) 

($) 

per  ADR 

0 

ABB  Group/elec  &  electronics 

Switzerland 

169.31 

23.4 

3.22 

7.39 

23 

1.6 

0.10 

n 

ABN-Amro  Holding/banking 

Netherlands 

24.18 

29.8 

1.35 

1.46 

17 

2.5 

1.00 

n 

Aegon  Insurance  Group/insurance 

Netherlands 

79.94 

116.4 

2.02 

2.36 

34 

1.2 

1.00 

n 

Ahold/retailing 

Netherlands 

31.53 

24.5 

0.91 

1.04 

30 

1.1 

1.00 

n 

Alcatel  Alsthom/elec  &  electronics 

France 

42.73 

97.6 

1.02 

1.43 

30 

1.3 

0.20 

n 

Allied  Irish  Banks/banking 

Ireland 

79.80 

71.2 

4.38 

4.50 

18 

1.9 

6.00 

n 

Asia  Satellite  Telecom  Holdings,  telecomm 

China 

15.81 

—42.8 

0.02 

1.66 

10 

1.3 

1.00 

n 

Astra/personal  care 

Sweden 

19.47 

18.9 

0.81 

0.91 

21 

1.2 

1.00 

n 

AXA-UAP/insurance 

France 

56.83 

79.7 

2.09 

2.27 

25 

2.0 

0.50 

a 

B.A.T  Industries/multi-industry 

UK 

18.00 

0.0 

1.04 

1.54 

12 

4.7 

2.00 

q 

Baart'services 

Netherlands 

45.25 

50.2 

0.40 

0.50 

NM 

0.0 

1.00 

n 

Banco  Bilbao  Vizcaya/banking 

Spain 

50.15 

113.8 

1.33 

1.58 

32 

1.2 

1.00 

n 

Banco  de  Santiago/banking 

Chile 

18.50 

-24.9 

1.59 

1.77 

10 

4.6 

3.00 

n 

Bank  of  Ireland/banking 

Ireland 

76.38 

73.1 

4.12 

4.59 

17 

1.3 

4.00 

n 

Bank  of  Tokyo-Mitsubishi/banking 

Japan 

10.26 

^10.9 

-0.92 

0.16 

64 

0.6 

1.00 

n 

Barclays/banking 

UK 

106.68 

38.3 

4.84 

7.48 

14 

2.8 

4.00 

n 

Bass/leisure 

UK 

18.43 

27.6 

0.51 

0.96 

19 

3.4 

1.00 

n 

Benetton  Group/textiles,  apparel 

Italy 

43.75 

57.7 

2.07 

1.98 

22 

0.9 

2.00 

n 

BG/utilities 

UK 

51.50 

53.4 

0.80 

2.50 

21 

3.5 

10.00 

n 

British  Airways/airlines 

UK 

105.90 

-9.2 

7.40 

8.10 

13 

3.2 

10.00 

n 

British  Petroleum/energy 

UK 

88.08 

23.6 

4.20 

4.32 

20 

3.1 

6.00 

n 

British  Steel/metals-steel 

UK 

24.80 

-0.3 

1.90 

1.80 

14 

8.2 

10.00 

n 

British  Telecom/telecomm 

UK 

104.10 

43.1 

4.40 

5.80 

18 

3.8 

10.00 

n 

Broken  Hill  Proprietary/energy 

Australia 

17.06 

-40.9 

0.90E 

0.86 

20 

3.7 

2.00 

n 

Cable  and  Wireless/telecomm 

UK 

33.96 

38.6 

2.82 

1.65 

21 

1.7 

3.00 

n 

Cadbury  Schweppes/bev  &  tobacco 

UK 

61.16 

70.5 

4.52 

2.64 

23 

1.9 

4.00 

'4 

Canon/data  processing 

Japan 

23.76 

-6.4* 

1.14 

1.07 

22 

0.5 

1.00 

n 

China  Telecom/telecomm 

Hong  Kong 

35.63 

27.3 

1.13 

1.30 

27 

0.0 

20.00 

n 

Coca-Cola  Femsa/bev  &  tobacco 

Mexico 

17.00 

26.3 

0.59 

0.72 

24 

0.5 

10.00 

n 

Coles  Myer/retailmg 

Australia 

35.92 

-3.6 

2.16 

1.68 

21 

3.2 

8.00 

q 

CRH/bldg  materials 

Ireland 

72.25 

47.4 

3.80 

4.05 

18 

1.2 

5.00 

n 

Daimler-Benz  Group/automobiles 

Germany 

100.68 

30.5 

8.99 

4.03 

25 

1.2 

1.00 

q 

De  Beers  Consolidated  Mines/mining 

South  Africa 

20.94 

-40.6 

3.07E 

3.77 

6 

7.1 

1.00 

n 

Deutsche  Telekom/telecomm 

Germany 

26.80 

20.4 

0.69 

1.01 

27 

2.5 

1.00 

n 

Diageo/bev  &  tobacco 

UK 

45.20 

21.3 

1.32 

2.20 

21 

2.6 

4.00 

n 

Elf  Aquitaine  Group/energy 

France 

69.35 

38.7 

1.87 

2.86 

24 

2.7 

0.50 

n 

Elsevier/publishing 

Netherlands 

31.38 

-8.1 

1.33 

1.45 

22 

4.2 

0.50 

n 

ENI/energy 

Italy 

70.60 

40.8 

3.80 

3.70 

19 

2.3 

10.00 

n 

Enterprise  Oil/oil  &  gas 

UK 

28.31 

-14.5 

1.04 

0.77 

37 

3.2 

1.00 

q 

LM  Ericsson/elec  &  electronics 

Sweden 

28.54 

62.5 

0.80 

0.92 

31 

0.8 

1.00 

n 

Fiat  Group/automobiles 

Italy 

22.35 

35.5 

1.45 

1.10 

20 

1.5 

5.00 

n 

Fletcher  Challenge/forest  products 

New  Zealand 

6.10 

-54.0 

0.90 

0.30 

20 

5.2 

10.00 

n 

France  Telecom/telecomm 

France 

55.93 

76.5* 

2.55 

2.52 

22 

2.9 

1.00 

q 

Fuji  Photo  Film/leisure  goods 

Japan 

33.76 

-12.9 

1.41 

1.36 

25 

0.5 

1.00 

n 

Glaxo  Wellcome/personal  care 

UK 

53.80 

34.1 

1.70 

1.70 

32 

2.4 

2.00 

n 

Hitachi/elec  &  electronics 

Japan 

65.70 

-39.4 

0.10 

1.30 

53 

1.2 

10.00 

n 

Hoechst/personal  care 

Germany 

49.84 

12.8* 

1.32 

1.74 

29 

2.4 

1.00 

n 

Honda  Motor/automobiles 

Japan 

67.96 

15.4 

4.36 

3.94 

17 

0.4 

2.00 

n 

Hong  Kong  Telecom/telecomm 

Hong  Kong 

18.19 

-20.5 

1.39 

1.64 

11 

6.6 

10.00 

n 

IMI  Group/banking 

Italy 

51.27 

28.5 

2.19 

2.22 

23 

2.3 

3.00 

n 

Imperial  Chemical  Inds/chemicals 

UK 

75.80 

95.3 

2.36 

3.20 

24 

2.8 

4.00 

0 

ING  Group/financial  svcs 

Netherlands 

68.57 

71.8 

2.69 

3.50 

20 

1.7 

1.00 

q 

Ito-Yokado/retailing 

Japan 

49.67 

-13.0 

1.41 

1.29 

39 

0.5 

1.00 

n 

Jefferson  Smurfit/forest  products 

Ireland 

33.60 

22.2 

1.50 

2.10 

16 

2.1 

10.00 

q 

Kirin  Brewery/bev  &  tobacco 

Japan 

92.80 

-6.1 

2.00 

2.00 

47 

0.9 

10.00 

Prices  as  of  May  29.  *Price  change  less  than  12  months,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange,  o:  Over-the-counter,  q:  Nasdaq. 
E:  Estimate.  NM:  Not  meaningful. 
Sources.-  The  Bank  of  New  York;  IBES  Express;  Forbes. 
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Excli 

Company/business 

Country 

ADR 

price 
(JUS) 

% 
change 
1  year 

EPS 
1997                  1998E 

($)                     ($) 

P/E 
1998E 

Yield 

(%) 

Ordinary 
shares 
per  ADR  , 

n 

LucasVarity/industrial  comp 

UK 

44.10 

.  38.9 

2.50 

2.90 

15 

2.2 

10.00 

q 

Macronix  International/elec  &  electronics 

Taiwan 

12.19 

-34.6 

0.40 

0.60 

20 

0.0 

10.00 

n 

Matav/telecomm 

Hungary 

28.00 

50.1* 

0.94 

,1.25 

22 

0.6 

5.00 

n 

Matsushita  Electric  Indl/appliances 

Japan 

156.20 

-17.1 

3.60 

4.60 

34 

0.6 

10.00 

n 

Nacional  Telefonos/telecomm 

Venezuela 

30.81 

-17.0 

3.40 

3.64 

8 

5.2 

7.00 

n 

Natl  Australia  Bank/banking 

Australia 

69.00 

-3.3 

5.85 

5.10 

14 

4.4 

5.00 

n 

NatWest  Group/banking 

UK 

109.68 

49.7 

3.66 

6.90 

16 

3.6 

6.00 

q 

NEC/elec  &  electronics 

Japan 

52.55 

-23.4 

1.05 

1.55 

32 

0.8 

5.00 

n 

News  Corp/media 

Australia 

24.56 

38.4 

0.64 

1.08 

23 

0.3 

4.00 

n 

Nokia/elec  &  electronics 

Finland 

65.84 

99.5 

2.04 

2.38 

28 

1.1 

1.00 

n 

Norsk  Hydro/energy 

Norway 

45.31 

-9.6 

2.92 

2.72 

17 

2.2 

1.00 

0 

Novartis  Group/personal  care 

Switzerland 

84.65 

6.3 

2.62 

3.13 

27 

1.0 

0.05 

q 

Pacific  Dunlop/multi-industry 

Australia 

7.20 

-35.3 

0.52 

0.44 

16 

4.8 

4.00 

0 

Paranaense  de  Energia/energy 

Brazil 

9.94 

-48.4 

1.07 

1.23 

8 

5.1 

1.00 

n 

Philips  Group/appliances 

Netherlands 

94.89 

73.3 

8.41 

5.71 

17 

1.0 

1.00 

n 

Pioneer  Electronic/appliances 

Japan 

19.44 

-21.8 

0.28 

0.48 

41 

0.3 

1.00 

n 

PolyGram/media 

Netherlands 

54.50 

13.8 

2.24 

2.22 

25 

0.8 

1.00 

n 

Quilmes  Industrial/bev  &  tobacco 

Luxembourg 

9.63 

-18.1 

0.68 

0.75 

13 

2.0 

1.00 

n 

Repsol/energy 

Spain 

55.49 

32.5 

2.87 

3.01 

18 

2.4 

1.00 

q 

Reuters  Group/services 

UK 

68.82 

0.5 

2.34 

2.88 

24 

2.4 

6.00 

n 

Rhone  Poulenc/personal  care 

France 

55.41 

71.8 

-2.55 

1.80 

30 

1.7 

1.00 

n 

Royal  Dutch/Shell  Group/energy 

Netherlands 

56.91 

16.6 

2.29 

7.62 

7 

2.7 

1.00 

n 

Royal  KPN/telecomm 

Netherlands 

55.81 

57.2 

2.93 

3.02 

18 

2.8 

1.00 

q 

Sanyo  Electric/appliances 

Japan 

14.30 

-32.7 

0.25 

0.35 

44 

1.3 

5.00 

q 

Sasol/chemicals 

South  Africa 

7.95 

-35.1 

0.93 

0.74 

11 

3.6 

1.00 

Although  there's  something  to  be  said  for  getting  ahead,  the  new 

I  LINCOLN 
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more  to  do  with  getting  away.  And  tak 

ng  life's  luxuries  with  you. 

Excf 

Company/business 

Country 

ADR 
price 
($US) 

% 
change 
1  year 

1997 

($) 

EPS 

1998E 
($) 

P/E 
1998E 

Yield 

(%) 

Ordinary 
shares 
per  ADR 

n 

Shanghai  Petrochemical/chemicals 

China 

11.25 

-53.6 

1.19 

1.38 

8 

6.4 

100.00 

n 

SmithKline  Beecham/personal  care 

UK 

54.25 

24.0 

1.65 

1.80 

30 

1.7 

5.00 

n 

Sony/appliances 

Japan 

84.23 

-0.6 

4.55 

3.85 

22 

0.5 

1.00 

n 

Super-Sol/food,  household  prods 

Israel 

17.44 

17.2 

0.85 

1.03 

17 

0.4 

5.00 

q 

Swedish  Match  food,  household  prods 

Sweden 

34.63 

6.1 

3.14 

3.30 

10 

4.2 

10.00 

n 

Taiwan  Semiconductor/elec  &  electronics 

Taiwan 

18.88 

-23.8 

0.54 

0.56 

34 

0.0 

5.00 

Telebras/telecomm 

Brazil 

106.06 

-22.8 

11.28 

10.57 

10 

1.5 

1.00 

- 

Telecom  Italia/telecomm 

Italy 

75.40 

47.5 

2.90 

3.00 

26 

1.4 

10.00 

n 

Telefbnica/telecomm 

Spain 

133.83 

54.7 

4.02 

4.65 

29 

1.5 

3.00 

n 

Telefonica  del  Peru/telecomm 

Peru 

21.63 

-14.8 

1.71 

2.04 

11 

1.1 

10.00 

1 

Telefonos  de  Mexico/telecomm 

Mexico 

48.60 

9.8 

3.80 

4.20 

12 

3.3 

20.00 

- 

Total  Group  energy 

France 

62.01 

35.5 

2.66 

2.60 

24 

2.6 

0.50 

q 

Toyota  Motor/automobiles 

Japan 

49.38 

-14.1 

1.94 

1.70 

29 

0.7 

2.00 

n 

Unilever'food.  household  prods 

Netherlands 

79.35 

63.8 

4.99 

2.72 

29 

1.4 

1.00 

Vimpel-Communications/telecomm 

Russia 

48.44 

62.1 

2.38 

2.62 

18 

0.0 

0.75 

n 

Vina  Concha  y  Toro/bev  &  tobacco 

Chile 

29.00 

-10.1 

1.37 

1.69 

17 

1.8 

50.00 

I 

Vodafone  Group/telecomm 

UK 

109.88 

146.2 

2.27 

2.80 

39 

0.7 

10.00 

q 

Volvo  Group/automobiles 

Sweden 

31.99 

15.3 

3.00 

2.16 

15 

2.0 

1.00 

Westpac  Banking  Group/banking 

Australia 

32.90 

21.9 

2.70 

2.35 

14 

3.9 

5.00 

YPF/energy 

Argentina 

31.10 

3.7 

2.48 

2.15 

14 

2.8 

1.00 

Prices  as  of  May  29.  "Price  change  less  than  12  months,  a:  American  Stock  Exchange,  n:  New  York  Stock  Exchange.  0:  Over-the-counter,  q:  Nasdaq. 
E:  Estimate.  NM:  Not  meaningful. 
Sources  The  Bank  of  New  York,  IBES  Express.  Forbes 
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iuu  international 

Do  you  prefer  value  stocks? 

Here  are  some  foreign  stocks — many 

little  known— that  qualify  nicely. 

International 

shopping 

mall 


By  John  H.  Christy 

With  the  s&p  500  selling  at  29  times  trailing  profits,  it's 
hard  to  find  cheap  stocks  at  home.  Elsewhere,  if  you  are 
willing  to  risk  volatility,  there  are  lots  of  bargains:  The 
Hong  Kong  market  now  sells  for  9  times  earnings,  and 
Russia  for  1 1 . 

Thomas  S.  White  Jr.,  54,  has  been  searching  for  value 
stocks  around  the  world  since  the  1970s.  A  former  man- 
aging director  of  Morgan  Stanley  Asset  Management,  he 
started  Chicago-based  Thomas  White  International  in 
1992,  and  now  manages  $400  million  in  pension  and 
mutual  fund  money  and  sells  statistical  data  to  other 
money  managers. 

White  selects  stocks  based  on  traditional  valuation  mea- 
sures like  p/e,  price-to-cash  flow,  estimated  earnings 
growth  and  historical  performance  patterns.  White's 
models  also  adjust  for  industry  and  geographic  factors.  A 
Japanese  electronics  firm,  for  example,  may  appear  more 


expensive  than  a  European  chemicals  concern,  but  Japa- 
nese firms  have  higher  corporate  tax  rates  and  faster 
depreciation  schedules.  So  White  will  sometimes  select  a 
Japanese  firm  that  seems  more  expensive.  His  approach 
has  paid  off:  Over  the  past  five  years,  institutional  portfo- 
lios run  by  White  have  produced  an  annual  19.6%  return, 
versus  16.5%  for  the  Morgan  Stanley  World  Index. 

In  this  table  we  list  100  foreign  stocks  identified  as  rel- 
ative bargains  by  White's  computer  programs.  They  all  sell 
for  less  than  1 1  times  cash  flow,  and  have  expected  earn- 
ings growth  rates  of  at  least  15%  for  the  upcoming  year. 


Company/business 

Country 

P/E 

Recent 

price 

($U.S.) 

Latest 
fiscal 
P/E 

Price/ 

cash 

flow 

1998 

P/E 

1999 

1998 
nated — 

EPS 

1999 

Market 

value 

($mil) 

AGIV/engineering  &  technical  svcs 

Germany 

32 

$28.00 

22.7 

9.8 

18.5 

16.1 

$1.51 

$1.74 

$1,120 

•  Alcan  Aluminium/aluminum 

Canada 

25 

28.86 

14.5 

7.7 

12.1 

8.8 

2.39 

3.28 

6.563 

•  Apasco/cement 

Mexico 

13 

6.11 

25.0 

9.1 

16.4 

12.3 

0.37 

0.50 

1,690 

•  Arbed/steel 

Belgium 

22 

118.19 

7.5 

3.8 

5.5 

5.9 

21.47 

19.96 

1,170 

•  Asahi  Glass/glass;  chemicals;  electronics 

Japan 

92 

5.39 

43.2 

8.6 

33.7 

32.5 

0.16 

0.17 

6,328 

•  Banco  Bradesco/bank 

Brazil 

9 

7.91 

10.9 

7.7 

9.4 

7.1 

0.84 

1.16 

7,647 

BCI/bank 

Chile 

14 

6.09 

8.9 

9.4 

7.5 

NA 

0.81 

NA 

585 

•  Bergesen/transportation 

Norway 

15 

20.00 

18.0 

8.4 

10.3 

8.7 

1.94 

2.29 

1,515 

Bezeq/telecommunications 

Israel 

22 

3.21 

NM 

3.2 

12.9 

11.7 

0.25 

0.27 

2,348 

•  Booker/food  wholesale 

UK 

19 

4.83 

13.2 

7.5 

11.1 

9.6 

0.43 

0.51 

1,198 

•  British  Airways/airline 

UK 

19 

10.58 

20.3 

6.4 

13.1 

10.7 

0.81 

0.99 

10,997 

CBR/buildmg  materials 

Belgium 

22 

108.82 

20.9 

9.7 

16.6 

15.3 

6.58 

7.12 

2,503 

Prices  as  of  May  30   •Available  as  an  ADR  or  trades  in  the  U.S.    NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Thomas  White  International;  IBES  International;  Morgan  Stanley  Capital  International  and  Worldscope  via  OneSource  Information  Services. 


176 


Forbes  ■  July  27,  1998 


Emerging  markets,  dragged  down  by  Asia,  are  among 
the  cheapest.  Latin  American  stocks,  for  example,  sell  on 
average  for  11  times  recent  earnings.  Fifteen  Latin  Aner- 
ican  stocks  made  the  list.  White's  model  flagged  Com- 
panhia  Vale  do  Rio  Doce  (cvrd),  a  major  iron  ore  pro- 
ducer. It  sells  for  just  9  times  estimated  1998  profits. 

While  European  stocks  are  up  24%  yc3r-to-date  and  sell 
for  25  times  profits,  White  still  finds  some  good  deals  on 
the  Continent.  Saga  Petroleum,  a  Norwegian  oil  and  gas 
firm,  sells  for  less  than  5  times  cash  flow.  French  steel- 


maker Usinor  sells  for  a  bit  more  than  7  times  estimated 
profits. 

Two-thirds  of  the  stocks  on  this  list  are  small  by  U.S. 
market  standards,  with  market  values  less  than  $3  billion. 
"With  the  flight  to  large-cap  stocks  in  the  U.S.  and 
abroad,  smaller  stocks  have  been  ignored  and  unappreci- 
ated," White  says.  He  thinks  that  over  the  next  two  to 
three  years  these  100  stocks  will  outperform  Morgan 
Stanley's  International  Index,  the  non-U. S.  component 
of  the  world  index.  H 


Company/business 

Country 

P/E 

Recent 

price 

($U.S.) 

Latest 
fiscal 
P/E 

Price/ 

cash 

flow 



1998 

P/E 

1999         1998 
estimated — 

EPS 

1999 

Market 
value 

($mil) 

Cementos  Argos/cement 

Colombia 

10 

$3.83 

11.5 

5.6 

6.7 

5.7 

$0.58 

$0.68 

$624 

CG  Smith  Foods/food  processing 

South  Africa 

15 

13.58 

11.6 

7.2 

10.0 

8.6 

1.35 

1.59 

1,336 

Clal  Industries/cement,  textiles;  paper 

Israel 

22 

5.61 

70.7 

6.9 

18.1 

10.8 

0.31 

0.52 

782 

•  Coles  Myer/department  stores,  supermarkets 

Australia 

19 

4.49 

24.6 

10.9 

21.4 

19.1 

0.21 

0.24 

5,145 

•  Comerci/retail 

Mexico 

13 

0.97 

53.8 

8.2 

12.2 

9.7 

0.08 

0.10 

1,058 

•  CSR/building  materials;  sugar;  aluminum 

Australia 

19 

2.92 

16.5 

8.2 

13.2 

12.5 

0.22 

0.23 

3,017 

•  Cultor/food  ingredients,  feed  products 

Finland 

21 

16.97 

55.2 

7.5 

46.8 

40.0 

0.36 

0.42 

1,185 

•  CVRO/iron  ore  mining 

Brazil 

9 

20.78 

11.9 

7.0 

9.2 

7.5 

2.26 

2.77 

7,476 

Daewoo  Heavy  Ind/machinery:  shipbuilding 

Korea 

NM 

3.43 

18.9 

7.0 

13.6 

10.9 

0.25 

0.31 

1,262 

OBS  Land/diversified  financial  svcs 

Singapore 

12 

1.12 

10.3 

7.6 

8.4 

7.9 

0.13 

0.14 

1,030 

Delhaize  Le  Lion  Group/consumer  retail 

Belgium 

22 

68.60 

26.6 

10.9 

21.9 

19.4 

3.13 

3.53 

3,548 

Donohue/paper  &  forest  products 

Canada 

25 

24.02 

20.1 

9.3 

14.7 

10.5 

1.63 

2.29 

2,148 

Electricidad  de  Caracas/electric  utility 

Venezuela 

8 

0.65 

12.3 

6.4 

6.0 

6.3 

0.11 

0.10 

1,597 

Elementis/chemicals 

UK 

19 

2.89 

20.1 

6.2 

15.9 

13.2 

0.18 

0.22 

1,245 

•  Enersis/electric  utility 

Chile 

14 

0.50 

15.0 

6.0 

11.8 

9.7 

0.04 

0.05 

3,417 

•  EVM/electric  utility 

Austria 

28 

154.16 

20.1 

6.9 

17.3 

15.1 

8.90 

10.24 

1,757 

Far  East  Dept  Stores/department  stores 

Taiwan 

22 

0.87 

14.8 

10.2 

11.8 

11.7 

0.07 

0.07 

525 

Fischer.  Georg/industnal  equipment 

Switzerland 

35 

438.30 

18.6 

8.6 

16.0 

13.8 

27.38 

31.83 

1,427 

Formosa  Taffeta/nylon  taffeta,  yarns 

Taiwan 

22 

0.71 

18.8 

11.0 

15.8 

12.9 

0.04 

0.06 

845 

Fuji  Electric/electrical  equipment 

Japan 

92 

3.16 

41.8 

8.6 

30.8 

32.3 

0.10 

0.10 

2,260 

•  Gevaert/diversified  financial  svcs 

Belgium 

22 

67.25 

30.2 

9.4 

18.6 

11.8 

3.61 

5.70 

1,734 

Gruma/corn  flour,  tortillas 

Mexico 

13 

1.94 

15.8 

4.1 

11.0 

9.9 

0.18 

0.20 

688 

Guangdong  Kelon/refngerators  &  freezers 

China 

13 

0.95 

12.4 

10.2 

9.9 

8.6 

0.10 

0.11 

842 

•  Hindalco  Industries/aluminum 

India 

14 

15.01 

11.9 

10.8 

9.2 

7.7 

1.62 

1.96 

1,117 

•  Hitachi  Metals/electronic  parts;  specialty  steel 

Japan 

92 

3.74 

58.4 

6.0 

29.5 

28.4 

0.13 

0.13 

1,337 

Hitachi  Transport  System/transportation 

Japan 

92 

7.63 

33.7 

9.3 

27.8 

20.4 

0.27 

0.37 

855 

HKR  International/real  estate  developer 

Hong  Kong 

9 

0.45 

3.9 

3.3 

2.8 

2.5 

0.16 

0.18 

514 

•  Hysan  Development/real  estate  developer 

Hong  Kong 

9 

1.02 

6.9 

6.8 

5.6 

5.3 

0.18 

0.19 

1,049 

ICICI/diversified  financial  svcs 

India 

14 

2.45 

5.8 

4.8 

4.9 

4.4 

0.50 

0.56 

1,164 

US/bank 

Germany 

32 

21.16 

25.2 

5.2 

18.9 

17.2 

1.12 

1.23 

1,862 

Imasco/financial  services;  drugstores;  tobacco 

Canada 

25 

18.53 

18.9 

10.5 

16.4 

14.4 

1.13 

1.28 

8,435 

•  itochu/trading 

Japan 

92 

2.25 

NM 

9.1 

32.6 

17.2 

0.07 

0.13 

3,201 

Japan  Radio/radio  equipment 

Japan 

92 

5.64 

45.9 

7.1 

24.1 

18.0 

0.23 

0.31 

779 

•  JCI  Limited/mining 

South  Africa 

15 

5.58 

13.9 

8.0 

11.3 

10.2 

0.49 

0.55 

859 

•  Kawasaki  Steel/steel 

Japan 

92 

1.60 

85.4 

5.0 

53.3 

27.5 

0.03 

0.06 

5,196 

•  KBB/retail 

Netherlands 

22 

72.84 

NM 

7.7 

19.1 

16.8 

3.82 

4.35 

831 

KDD/telecomm  svcs 

Japan 

92 

35.28 

63.8 

5.1 

56.0 

35.4 

0.63 

1.00 

2,267 

Kookmin  Bank/bank 

Korea 

NM 

4.94 

8.6 

5.9 

6.1 

5.2 

0.81 

0.96 

921 

•  Kubota/industrial  equipment 

Japan 

92 

2.41 

21.6 

6.7 

18.4 

14.8 

0.13 

0.16 

3,400 

•  LG  Electronics/consumer  electronics 

Korea 

NM 

9.38 

12.8 

1.2 

7.4 

4.7 

1.27 

2.01 

984 

Prices  as  of  May  30.  •Available  as  an  ADR  or  trades  in  the  U.S.  NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Thomas  White  International:  IBES  International:  Morgan  Stanley  Capital  International  and  Worldscope  via  OneSource  Information  Services. 
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100  international 


These  100  companies  sell  for  low  multiples  of  earnings  and  cash  flow  relative  to  their 
peers.  Over  the  long  run  these  stocks  may  offer  better  value  than  U.S.-based  equities. 


Company/business 

Country 

P/E 

Recent 

price 

($U.S.) 

Latest 
fiscal 
P/E 

Price/ 

cash 

flow 

1S98 

P/E 

1999        1998 

EPS 

1999 

Market 
value 

($mil) 

Malakoff/electric  utility 

Malaysia 

30 

$2.34 

17.7 

9.8      . 

11.2 

10.0 

$0.21 

$0.23 

$528 

•  Marubeni/trading 

Japan 

92 

2.02 

24.4 

6.9 

'     20.2 

16.1 

0.10 

0.13 

3,011 

Merita  Nordbanken/bank 

Finland 

21 

6.29 

14.8 

10.3 

11.6 

12.2 

0.54 

0.52 

14,229 

Metsa  Serla/forest  &  paper  prods 

Finland 

21 

10.88 

14.4 

3.1 

9.2 

7.3 

1.18 

1.49 

1,513 

•  Montedison/industrial 

Italy 

28 

1.38 

28.9 

8.3 

18.3 

15.7 

0.08 

0.09 

7,570 

Mosenergo/electric  utility 

Russia 

11 

0.07 

3.4 

3.5 

1.4 

1.4 

0.05 

0.05 

1,728 

Neste/energy,  chemicals 

Finland 

21 

31.35 

18.3 

9.8 

15.9 

12.7 

1.97 

2.47 

3,089 

•  Norske  Skogindustrier/forest  &  paper  prods 

Norway 

15 

31.00 

13.8 

3.7 

8.5 

7.0 

3.67 

4.43 

1,184 

•  NSK/bearings,  precision  machine  parts 

Japan 

92 

3.60 

NM 

8.2 

29.6 

25.6 

0.12 

0.14 

2,030 

•  Oji  Paper/forest  &  paper  prods 

Japan 

92 

4.21 

54.7 

7.0 

37.4 

23.9 

0.11 

0.18 

4,352 

Oki  Electric  Industry/electronics,  computer  sys 

Japan 

92 

2.16 

NM 

2.5 

NM 

43.2 

(0.03) 

0.05 

1,322 

Osaka  Gas/gas  utility 

Japan 

92 

2.15 

44.6 

7.6 

30.7 

37.9 

0.07 

0.06 

5,447 

•  P  &  0  Dfd/transportation 

UK 

19 

13.77 

19.1 

10.6 

15.3 

13.6 

0.90 

1.01 

8,596 

•  Pakistan  Telecom/telecomm  services 

Pakistan 

13 

0.43 

7.9 

5.0 

6.4 

5.7 

0.07 

0.08 

2,218 

•  Pechiney/aluminum 

France 

28 

50.82 

21.6 

6.0 

12.2 

10.0 

4.16 

5.10 

9,942 

•  Peugeot  Groupe/automobiles 

France 

28 

195.09 

NM 

5.2 

21.0 

15.0 

9.30 

13.01 

9,778 

Rautaruukki/steel 

Finland 

21 

8.34 

12.6 

4.8 

6.4 

6.5 

1.31 

1.29 

1,111 

Safmarine  &  Rennies/shipping,  hotels 

South  Africa 

15 

1.68 

8.8 

4.6 

7.3 

6.5 

0.23 

0.26 

934 

•  Saga  Petroleum/energy 

Norway 

15 

j    16.82 

21.1 

4.5 

15.4 

12.3 

1.10 

1.37 

2,322 

Samsung  Electronics/consumer  electronics 

Korea 

NM 

38.02 

67.3 

3.3 

32.6 

16.6 

1.70 

2.30 

5,037 

•  Scania/trucks  &  buses;  engines 

Sweden 

22 

24.90 

19.7 

10.7 

17.1 

13.1 

1.46 

1.90 

4,961 

•  Sevillana  de  Electricidad/electric  utility 

Spain 

28 

11.60 

25.5 

9.2 

21.2 

19.8 

0.55 

0.59 

3,461 

•  Shanghai  Lujiazui/real  estate  developer 

China 

13 

0.50 

16.6 

8.4 

12.9 

12.2 

0.04 

0.04 

667 

Shinhan  Bank/bank 

Korea 

NM 

3.91 

12.7 

5.0 

10.3 

5.1 

0.38 

0.77 

506 

Shinkong  Synthetic  Fibers/polyester 

Taiwan 

22 

0.44 

49.3 

10.2 

32.9 

18.5 

0.01 

0.02 

521 

SmarTone  Telecommunications/telecom  m  svcs 

Hong  Kong 

9 

2.37 

10.6 

8.5 

9.0 

7.9 

0.26 

0.30 

1,137 

•  Soquimich/chemicals 

Chile 

14 

2.86 

11.4 

7.3 

9.4 

7.6 

0.31 

0.38 

689 

Stora/paper  &  forest  products 

Sweden 

22 

16.22 

25.9 

7.8 

15.7 

11.4 

1.03 

1.42 

5,214 

Sumitomo  Metal  Mining/mining 

Japan 

92 

4.23 

33.0 

10.0 

28.0 

29.3 

0.15 

0.14 

2,421 

•  Tadiran/electronics,  computer  systems 

Israel 

22 

40.08 

13.1 

8.2 

11.4 

10.5 

3.53 

3.81 

786 

Tata  Chemicals/chemicals 

India 

14 

3.52 

10.5 

7.2 

8.4 

7.3 

0.42 

0.49 

636 

Tatung/appliances,  electronics 

Taiwan 

22 

0.79 

19.7 

7.0 

10.6 

20.0 

0.07 

0.04 

2,254 

•  Teijin/chemicals 

Japan 

92 

3.01 

41.4 

8.8 

33.5 

33.8 

0.09 

0.09 

2,848 

•  Telebras/telecomm  services 

Brazil 

9 

106.06 

10.2 

4.9 

10.0 

7.9 

10.57 

13.38 

31,308 

•  Telecom  Argentina/telecomm  services 

Argentina 

14 

6.20 

19.9 

6.6 

15.9 

12.9 

0.39 

0.48 

6,103 

•  Telefonica  de  Argentina/telecomm  services 

Argentina 

14 

3.27 

16.3 

6.7 

13.1 

11.1 

0.25 

0.29 

3,007 

Telemig/telecumm  services 

Brazil 

9 

100.87 

7.3 

3.9 

5.7 

5.1 

17.67 

19.62 

2,402 

Telerj/telecomm  services 

Brazil 

9 

83.48 

12.0 

6.6 

7.0 

5.6 

11.87 

14.96 

2,446 

•  Thyssen  Group/industrial 

Germany 

32 

260.39 

16.6 

3.9 

14.4 

13.8 

18.03 

18.87 

8,931 

Toho  Gas/utilities 

Japan 

92 

1.47 

38.5 

3.8 

28.0 

25.8 

0.05 

0.06 

909 

Tongaat-Hulett  Group/industrial 

South  Africa 

15 

10.48 

11.4 

8.1 

9.7 

8.6 

1.08 

1.22 

1,008 

Tosoh/chemicals 

Japan 

92 

1.85 

25.5 

5.3 

23.1 

17.3 

0.08 

0.11 

1,111 

•  Toyobo/fibers,  textiles,  plastics 

Japan 

92 

1.35 

NM 

5.4 

35.5 

32.4 

0.04 

0.04 

935 

lisinor/steel 

France 

28 

16.71 

11.9 

3.8 

7.1 

8.2 

2.36 

2.04 

4,063 

•  Volvo/automobiles 

Sweden 

22 

31.99 

17.9 

6.5 

14.8 

12.2 

2.16 

2.62 

14,069 

Wessex  Water/water  utility 

UK 

19 

7.54 

10.6 

6.9 

9.0 

8.7 

0.84 

0.86 

1,581 

•  Wheelock/real  estate;  retail 

Hong  Kong 

9 

0.68 

4.2 

4.1 

3.6 

3.0 

0.19 

0.23 

1,385 

Yang  Ming  Marine/shipping 

Taiwan 

22 

0.64 

24.3 

7.8 

18.3 

16.9 

0.03 

0.04 

957 

Prices  as  of  Mav  30.  "Available  as  an  ADR  or  trades  in  the  U.S.  NA:  Not  available.  NM:  Not  meaningful. 

Sources:  Thomas  White  International;  IBES  Internal:  tnal.  Morgan  Stanley  Capital  International  and  Worldscope  via  OneSource  Information  Services. 
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Stretching  along  49  cool  blue 
miles  of  Lake  Michigan  shore- 
line, Milwaukee  is  experiencing 
a  red-hot,  one-of-a-kind  eco- 
nomic and  cultural  renaissance.  Inspired 
by  its  past,  stimulated  by  its  future,  this 
genuine  American  city  on  the  lake  is 
redefining  itself  with  an  aggressive  agenda 
that  is  leaving  few  facets  of  the  city 
untouched.  With  a  population  of 
621,000,  Milwaukee  is  the  nation's  17th- 
largest  city  —  large  enough  to  compete 
handily  on  urban  amenities,  yet  small 
enough  to  feel  like  a  hometown. 

The  pedestrian  footbridge  over  the 
Milwaukee  River  at  Highland  Avenue  is  a 
perfect     vantage     point     for     viewing 


Milwaukee's  spirited  resurgence.  Perfect 
because  of  its  human  scale,  its  urban  set- 
ting and  its  view  of  Milwaukeeans  doing 
what  they  do  best  —  enjoying  life  to  the 
fullest  —  and  perfect  because  it  represents 
a  metaphorical  bridge  between  the  public 
and  private  enterprise  that  is  making  the 
city  shine. 

"Milwaukee  has  an  exceptionally  cohe- 
sive core  of  businesses  working  together 
with  city,  county  and  state  government  to 
make  it  a  better  place  to  live  and  work," 
says  George  Wardeberg,  chairman  and 
CEO  of  WICOR,  a  diversified  gas  utility 
company.  WICOR,  which  realized  record 
earnings  of  $49.5  million  last  year,  does 
business  in  Milwaukee  through  Wisconsin 


Gas  and  worldwide  through  its  manufac- 
turing subsidiaries.  "I  continue  to  be 
amazed  and  impressed  with  Milwaukee's 
various  stakeholders  and  their  ability  to 
make  a  difference,"  Wardeberg  adds.  "You 
won't  see  a  lot  of  grandstanding  here,  just 
people  who  want  to  keep  a  low  profile  and 
get  things  done." 

A  View  From  the  Bridge 

Imagine  for  a  moment  that  you're  stand- 
ing on  the  footbridge.  Stretching  along 
either  side  of  the  water  below  is  the  $13 
million  Riverwalk,  where  restaurants,  brew 
pubs,  private  offices  and  urban  living 
spaces  line  a  riverside  promenade  peopled 
with  visitors  and  locals  caught  in  the  spell 


Advertisement    2 


The  things  to  see  and  do  in  Milwaukee  are  only  limited  by  one's  imagination. 
Exploring  the  city's  nightlife  is  just  one  option. 


of gemiitlicheit,  a  German  term  for  "friend- 
liness." This  is  where  Mayor  John 
Norquist  comes  to  revel  in  the  awakening 
interest  in  his  city.  "People  are  falling  back 
in  love  with  the  urban  form,"  he  says. 
"They  enjoy  the  city  life,  the  sidewalk 
cafes,  the  connectivity,  the  people  watch- 


ing people.  This  is  why  people  are  so  excit- 
ed by  European  cities,  and  we  have  it  right 
here  in  Milwaukee." 

Genuine.  Comfortable.  Welcoming. 
Because  Milwaukee  is  all  these  things,  hos- 
pitality and  tourism  are  key  industries 
here,  contributing  to  the  city's  vitality. 


JLbr  67  years,  our  energy  and 
environmental  solutions  have  helped 
customers  in  more  than  100  countries 
define  the  world  we  live  and  work  in. 

From  the  island  of  Aruba  to  the  Yemen 
Arab  Republic.  From  AT&T  to  Xerox 
Corporation.  Aqua-Chem  continues  to 
meet  and  exceed  business  needs  as 
diverse  as  water  treatment,  commercial 
heating  comfort,  and  industrial  processes. 

Aqua-Chem's  products  and  services  are 
built  on  a  reputation  for  efficiency, 
quality  and  reliability.  Our  80,000-plus 
customers  expect  the  best. 

We  deliver  nothing  less. 


World  Headquarters 
Milwaukee,  Wisconsin 
umnoJUjua-dietn.com 
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aqua-chem 


Indeed,  the  view  from  the  bridge  encon 
passes  a  downtown  development  boor 
that  is  in  full  swing. 

To  the  southwest  is  the  four-square 
block,  $170  million  Midwest  Expres 
Center,  the  city's  new  convention  facility 
remarkable  for  design  that  honors  thr 
city's  19th-century  architecture  whil 
incorporating  21st-century  technology 
Already  open  for  business,  it's  now  ii 
Phase  II  of  construction.  Next  door,  th 
Marcus  Corporation  is  spending  $25  mil 
lion  to  expand  the  1920s  vintage  Milwauke 
Hilton,  the  grande  dame  hotel  connect.ee- 
to  the  convention  center  by  skywalk. 

Just  beyond  the  Midwest  Express  Cente 
lies  the  Milwaukee  Museum  Center,  com 
pleted  in  1996,  where  $17.3  million  wen 
into  building  the  Humphrey  IMAX  Dome; 
Theater  and  the  Discovery  World-Jame: 
Lovell  Museum  of  Science,  Economics 
and  Technology.  Updated  and  expanded  ir 
the  process  is  the  Milwaukee  Public 
Museum,  renowned  for  its  innovative, 
walk-through  exhibition  techniques. 

Barely  a  block  to  the  southeast  is  the 
Marcus  Center  for  the  Performing  Arts, 
home  to  the  Milwaukee  Symphony 
Orchestra,  the  Florentine  Opera  Company 
and  the  Milwaukee  Ballet,  which  under 
went  a  $25  million  renovation  completed 
in  late  1997.  A  half-mile  to  the  east,  $50 
million  is  transforming  the  Milwaukee  An 
Museum  into  an  architectural  objet  d'art 
on  Lake  Michigan,  its  dramatic  and 
futuristic  design  conceived  by  celebrated 
Spanish  architect  Santiago  Calatrava. 

To  the  south  you'll  see  the  bell  tower  of 
Milwaukee's  1895  Flemish  Renaissance 
City  Hall,  built  on  the  site  of  an  old  hay 
market.  In  the  shadow  of  this  historic 
national  landmark  lies  the  $28  million 
City  Hall  Square,  a  one-block  area  of  his- 
toric buildings  revived  as  residential  and 
mixed  use  properties.  Many  of  these  struc- 
tures front  the  Riverwalk.  City  Hall 
Square,  added  to  a  host  of  similar  devel- 
opments such  as  Brewers  Point  Apart- 
ments, Library  Hill  Apartments  and  River- 
walk  Plaza  Condominiums,  is  destined  to 
help  give  Milwaukee  a  24-hour  down- 
town. 

This  hum  of  activity  is  echoed  through- 
out Milwaukee.  A  couple  of  miles  to  the 
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What's  The 

Best  Airline  In  The  US. 

Doing  In  Milwaukee? 


(To  Find  Our,  Just  Take  A  Seat.) 


Along  with  our  spacious  two-across  leather  seats,  business  travelers  also 
appreciate  Midwest  Express'  delicious  cuisine,  complimentary  wine  and  service 

to  over  40  cities  coast  to  coast.  Amenities  like  these  are  what  make  us  the 

airline  rated  best  in  the  U.S.  by  the  Zagat  Airline  Survey.  You  get  the  most  for 

your  money  on  Midwest  Express,  Milwaukee's  hometown  airline.  Great  fares 

and  the  best  care  in  the  air.  For  reservations,  contact  your  travel  professional  or 

Midwest  Express  at  1-800-452-2022. 


Midwest  Express  Airlines 

Une  best  care  in  tlie  air. 

www.midwestexpress.com 


Advertisement    4 


west,  Miller  Park,  the  Milwaukee  Brewers' 
new  home,  will  be  the  envy  of  baseball 
clubs,  with  its  unusual  juxtaposition  of  a 
convertible- roof  ballpark  in  a  classic,  turn- 
of-the-century  design.  When  the  $250 
million  park  opens  in  2000,  it  is  expected 
to  generate  total  annual  spending  of 
roughly  $300  million  in  the  four-county 
metropolitan  Milwaukee  area. 

Genuine  Appeal 

Hospitality  is  one  of  the  key  compo- 
nents of  Milwaukee's  renaissance,  accord- 
ing to  Paul  Roller,  president  of  Miller 
Brands  and  chairman  of  the  Greater 
Milwaukee  Convention  and  Visitors 
Bureau.  GMCVB  reports  that  tourism 
inquiries  have  more  than  doubled  in  the 
last  two  years,  with  a  concurrent  rise  in 
room  nights  and  convention  bookings. 
"The  Midwest  Express  Center  is  a  signifi- 
cant driver  in  the  equation,"  says  Roller, 
"but  it's  the  flavor  and  character  of 
Milwaukee  that  brings  people  back.  This 
city  has  a  real  sense  of  genuineness  that  vis- 


itors love.  Our  downtown  is  accessible  and 
vibrant,  which  gives  the  city  a  genuine 
appeal." 

"We  have  the  amenities  characteristic  of 
a  much  larger  city,  yet  this  town  has  a 
unique  personality  that  makes  you  feel  at 
home,"  adds  Lee  Berthelsen,  president  of. 
Marcus  Hotels  and  Resorts,  which  owns 
two  prominent  Milwaukee  hotels  and  the 
Grand  Geneva  Resort  &  Spa  in  nearby 
Lake  Geneva.  "There  are  two  things  you 
will  invariably  hear  from  first-time  visitors 
to  Milwaukee:  One,  it's  a  very  down-to- 
earth  community,  and  two,  the  people  are 
real.  That's  the  impression  Milwaukee 
makes  on  visitors,  almost  to  a  person." 

Authentic  Neighborhoods 

Another  key  to  Milwaukee's  unique  per- 
sonality is  its  neighborhoods,  which  are 
experiencing  a  renaissance  of  their  own. 
King  Drive,  due  north  of  downtown,  is 
one  of  the  larger  projects;  a  $2.6  million 
redevelopment  is  morphing  structures  that 
just  yesterday  were  near  shambles  into  a 


YOU    PUT    A    LOT    OF 

ENERGY 

INTO    YOUR    BUSINESS. 

WERE  PREPARED 

TO    DO    THE    SAME. 


Wisconsin  Electric  is  a  low  cost,  reliable  electric  and  natural  gas  utility. 
Our  parent  company,  Wisconsin  Energy,  is  also  in  the  business  of 
industrial  waste  recycling,  business  real  estate  development,  even 
venture  capital.  Through  our  well-rounded  group  of  companies, 
we're  strengthening  our  communities,  caring  for  the  environment 
and  providing  value  with  innovative  products  and  services.  So  you  can 
count  on  our  businesses  to  help  you  do  more  business. 


Wisconsin  Electric 

A  WISCONSIN  ENERGY  COMPANY 


WWW.WISENERGY.COM     NYSE  (wEC)     1-800-558  3303 

ol99BWisct>r.i,n  Eif(i,,c  Pown  Company 


historic  preservation  showcase  of  retail  arl 
residential  space.  Brady  Street,  an  old  Ital 
ian  neighborhood  northeast  of  downtowil 
is  undergoing  one  of  the  strongest  neigrl 
borhood  revivals  —  most  recently,  $2. 
million  has  been  designated  for  mixed-u;| 
development  and  neighborhood  parkingl 

Throughout  Milwaukee's  neighbc 
hoods  —  not  just  Brady  Street  and  Kii 
Drive,  but  the  Third  Ward,  Downtl 
Avenue,  Brewers  Hill  and  others  —  hi;l 
toric  preservation  has  become  the  watcr| 
word.  Coffeehouses,  blues  bars,  ethnic  : 
ceries,  resale  shops  and  specialty  retailer 
are  thriving  as  residents  and  visitors  alikl 
clamor  to  get  a  stronger  communitl 
grounding  in  their  daily  commerce. 

Michael  Morgan,  commissioner  of  thl 
Department  of  City  Development! 
applauds  the  move  to  preserve  Milwaukee] 
architectural  and  cultural  heritage.  "Citiel 
are  generally  not  identified  by  the  characl 
ter  of  construction  in  the  last  25  years,"  hi 
says.  "Milwaukee's  visual  character  cornel 
out  of  what  was  built  a  hundred  years  agc| 
As  for  our  cultural  character,  it  spans  thl 
decades.  You  can  go  into  any  of  our  neigh  J 
borhoods  and  you'll  find  the  old  world  o| 
European  ethnic  roots  infused  with  th 


The  Midwest  Express  Center  employs  the 

latest  high-tech  innovations.  Its  fiber-optic 

infrastructure  allows  for  integrated  voice, 

video  and  data  transmission. 
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dollars  worth 


OJ  hidden 


COSTS. 


Mentally  peel  back  the  walls  of 
your  building,  and  what  do  you 
find?  Cost.  Lots  of  it.  Sure  there's 
utility  cost,  but  the  maintenance, 
repair  and  staffing  costs  related 
to  a  facility's  energy  systems  are 
even  larger.  Factor  in  your  other 
building   systems   and   support 


operations  and  their  administra-  the  resources  to  correct  them, 

tive  costs,  and  the  numbers  are  often  saving  millions.  Call  us  at 

huge.  The  buildings  in  North  1-800-972-8040,  ext.  296.  And  let 

America  cost  over  $70  billion  to  us  help  bring  your  cost  problems 

run  last  year.  A  lot  of  it  was  mis-  out  of  hiding, 
spent.  Johnson  Controls  has  the 

experience  to  identify  these  v_J&3«l — ll\loC3l\l 

operational  inefficiencies.  And  ^aJI  N  I  iNxZyLO 


UILDING        AUTOMATION        SYSTEMS      BUILDING        OPERATIONS        AND        MAINTENANCE 

UILDING      SYSTEM      ENGINEERING,      INSTALLATION      AND      SERVICE     NETWORK      INTEGRATION 
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Pictured  (from  left):  Greg  Shelko,  assistant 

director,  Redevelopment  Authority;  Michael  L. 

Morgan,  commissioner,  Department  of  City 

Development;  Peter  Park,  planning  director 

energy  of  African-American,  Asian  and 
Hispanic  cultures.  Our  city  reflects  the 
contributions  of  residents  who  have  come 
from  all  across  the  nation  and  around  the 
world." 


And  what  of  Milwaukee's  brewing  tra- 
ditions? It's  been  more  than  100  years 
since  beer  was  the  city's  biggest  employer; 
Miller  Brewing  is  the  only  major  brewer  in 
town.  Most  jobs  are  in  the  city's  econom- 
ic mainstay  —  heavy  manufacturing  and 
exports  —  and  in  a  burgeoning  service" 
sector.  But  don't  discount  beer  as 
Milwaukee's  icon.  Small  engines,  tempo- 
rary help  services  and  financial  data 
processing  provide  a  diversified  economy, 
but  as  America's  cities  compete  for  growth, 
it's  Milwaukee's  brewing  identity  that  sets 
it  apart. 

The  spirit  of  craftsmanship  typified  by 
the  brewing  industry  has  been  preserved, 
and  so  has  much  of  the  gracious  architec- 
ture. Old  breweries  have  been  turned  over 
to  mixed-use  development  and  some  even 
back  to  brewing.  More  people  are 
employed  at  Schlitz  Park  office  complex 
today  than  in  1981  when  Schlitz  made 
beer  there.  The  old  Blatz  brewery  has  been 
rehabbed  into  170  trendy  downtown 
apartments,  an  engineering  school  and  a 


variety  of  commercial  offices.  The  new 
Blatz  brewery,  built  in  1986,  now  houses 
the  Jacob  Leinenkugel  Brewing  Company, 
one  of  Wisconsin's  oldest  specialty  beer 
makers. 

Engaging  Lifestyle 

Milwaukee's  boom  has  been  a  decade  in 
the  making,  and  it's  primed  to  continue 
well  into  the  21st  century.  Robert 
Milbourne,  president  of  the  Greater 
Milwaukee  Committee,  points  to 
Milwaukee's  economic  history  to  explain 
some  of  the  current  tide.  "Milwaukee  was 
clobbered  in  the  early  '80s  by  the  national 
recession,"  he  says.  "We  were  slow  to 
recover,  but  for  the  same  reasons  we  were 
hurt  so  badly,  we  experienced  a  stronger 
recovery  than  a  lot  of  American  cities.  Our  | 
traditional  broad-based  economy  rebound- 
ed —  and  then  something  else  happened. 
Milwaukee  became  a  destination.  What  we 
are  as  a  city  happens  to  be  very  attractive 


The  Wisconsin  Gas/WICOR  headquarters  with 

its  weather  flame  has  been  a  beacon  on  the  city's 

skyline  since  1930.  Wisconsin  Gas  is  the  state's 

largest  natural  gas  utility. 
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help  you  build  an  estate. 


• 


This  one  helps  your  family  keep  it. 

Building  a  second  home  is  one  thing.  Making  sure  it  stays  in  your  family  is  another  matter 
altogether.  That's  why  meeting  with  one  of  our  life  insurance  agents  can  be  a  real  asset  for  you. 
For  generations,  we've  been  recognized  as  leaders  in  estate  planning.  When  you  work  with  us, 
you  can  be  sure  that  what  you  intend  to  leave  your  family  members  will  actually  go  to  them. 


Have  you  heard  from  The 


Quiet< 


C  1998  The  Northwestern  Mutual  Life  Insurance  Co..  Milwaukee,  Wl     www.Noninvi-.Vin 
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'The  gathering  place  by  the  waters"  is  enjoying  an  urban  renaissance  that 
is  attracting  business  and  tourism  in  new  and  exciting  ways. 


to  people  around  the  country  right  now, 
and  so  we've  become  fashionable.  This  is 
Milwaukee's  time." 

The  city's  popularity  isn't  hard  to 
fathom.  It  boasts  a  spectacular  lakefront 
preserved  for  recreation.  More  major  fes- 
tivals than  any  other  American  city.  An 


urbane  assortment  of  arts,  culture  and 
recreational  opportunities.  And,  of  course, 
Milwaukee  still  has  great  beer,  thanks  to 
Miller  and  specialty  brewers  like  Lakeside, 
Wisconsin  and  Sprecher  that  have  revived 
the  small-batch  craft. 
Residents  enjoy  a  per  capita  personal 


income  just  over  12%  higher  than  th 
national  average,  yet  housing  and  othe 
costs  are  appreciably  lower  than  in  othe 
urban  areas.  Workers  commute  an  averag 
of  just  20  minutes,  and  they  park  down 
town  for  five  bucks  a  day. 

This  is  a  safe  city;  violent  crime  is  tend 
lowest  among  the  nation's  37  largest  metre 
areas  and  it  is  steadily  declining.  Fou 
thousand  physicians  care  for  residents  ir 
three  major  hospital  systems,  whicr 
include  22  hospitals  in  the  four-count) 
area.  The  city  is  known  for  thorough,  effi- 
cient services,  yet  has  lowered  its  portior 
of  the  property  tax  each  year  for  the  pasi 
decade. 

In  the  Heart  of  Things 

Milwaukee  is  located  in  the  heart  of  the 
Midwest,  with  more  than  66  million 
people  and  one-third  of  U.S.  manufactur- 
ing volume  within  a  600-mile  radius.  Its 
hub  air  carrier  is  Midwest  Express  Airlines, 
a  premium  service  carrier  that  consistent 
ly  ranks  number  one  on  consumer  and 
industry  surveys.  Serving  5.5  million  pas 
sengers  each  year  with  nonstop  or  direct 
service  to  90  major  destinations  via  16 
airlines,  General  Mitchell  International 
Airport  handles  400  departures  daily  with 
an  exceptional  on-time  record.  According 
to  the  Federal  Aviation  Administration, 
this  will  be  one  of  the  fastest-growing  air- 
ports in  the  nation  in  the  coming  decade. 
The  facility  underwent  a  major  expansion 
in  1990  and  its  master  plan  calls  for  con- 
tinued as-needed  expansion. 

More  than  240  million  pounds  of 
freight  are  shipped  from  the  airport  each 
year.  The  city  is  also  served  by  both  rail 
and  interstate  highway,  and  by  the  prof- 
itable Port  of  Milwaukee,  which,  as  the 
premier  heavy-lift  port  on  the  Great  Lakes, 
ships  3  million  tons  per  year  via  shipping 
lanes  to  350  cities  and  31  countries. 

"There's  no  question  Milwaukee  is  the 
right  place  for  businesses  that  are  grow- 
ing," says  Governor  Tommy  Thompson, 
who  also  serves  as  chairman  of  Forward 
Wisconsin,  a  public-private  marketing 
organization  serving  prospective  business- 
es. "In  fact,  Dun  &  Bradstreet  recently 
called  the  city  a  hot  spot  for  entrepre- 
neurs," he  adds.  "When  you  put  that  in 


You're  at  a  convention 

in  Milwaukee  and  your 

meetings  have  just  ended 


What  to  do,  what  to  do. 


You  could find  plenty  of  shopping,  dining,  theater  or  museums 
to  entertain  you.  Maybe  stroll  along  the  scenic  Rivefwalk.  Then 
again,   you  may  choose  to  head  straight  to  one  of  our  many 
braveries,   inicro-hretveries  or  sun/pie  some  nightlife  along  Water 
Street.  After  all,  you  are  in  Brew  City.    1-800-23  1 "  0903 
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the  context  of  the  very  favorable  econom- 
ic picture  in  Wisconsin,  Milwaukee's  an 
exceptional  location." 

Higher  Education  Partners 
With  Business 

Education  is  one  of  the  key  underpin- 
nings of  Milwaukee's  strong  economy, 
healthy  labor  picture  and  reputation  for 
leadership  in  the  manufacturing,  service 
and  trade  sectors.  "The  firsthand  evidence 
I  see  that  our  economy  is  prospering  is  the 
demand  for  our  business  services,"  says 
Charles  Kroncke,  dean  of  the  University  of 
Wisconsin-Milwaukee's  business  school. 
Through  industry  partnerships  that  focus 
on  basic  and  applied  research,  a  value- 
added  tide  of  knowledge  flows  into  the 
business  community  and  back  to  students 
in  a  constant  cycle  of  learning  and  infor- 
mation sharing.  The  school's  new  Center 
for  Executive  Programs  and  Outreach, 
which  includes  the  Bostrom  Center  for 
Business  Competitiveness,  promotes  entre- 
preneurial and  related  initiatives  through 


Painting  students  at  the  Milwaukee  Institute  of 
Art  &  Design  in  their  personal  studios. 


transforming  milwaukee's 

Cultural  and 
Architectural  Landscape. 

A  project  like  no  other — the  expansion  of  the  Milwaukee  Art  Museum. 

A  proud  partnership  between  the  landmark  museum  and  two  major 

Milwaukee  companies:  Architect  of  Record  Kahler  Slater  executing  the 

inspired  design  of  Santiago  Calatrava,  and  Construction  Manager  C  G  Schmidt 

putting  it  all  together.  Milwaukee's  masterpiece:  a  must-see  destination 

for  the  region  and  the  nation.  Opening  in  2000.  Find  us  at  www.mam.org 


credit  courses  and 
noncredit  cus- 
tomized programs. 
"We're  also  en- 
gaged in  special 
programs  to  edu- 
cate people  for 
positions  they  will 
automatically  get 
when  they  gradu- 
ate, just  by  virtue 
of  demand,"  adds 
Kroncke. 

Likewise, 
Milwaukee  Area 
Technical  College 
views  classroom 
learning     in     its 

associate  degree  and  technical  diploma  partnership  opportunities.  The  college  alsJ 
programs  and  its  expanding  number  of  operates  two  business  incubators  called  thl 
short-term  certificate  programs  in  intro-  Milwaukee  Enterprise  Centers,  with  a  total 
ductory  or  advanced  occupational  training  of  nearly  100  small  and  start-up  compaJ 
as  just  one  part  of  its  mission.  Its  $25  mil-  nies  launching  new  concepts  and  nevj 
lion  Health  Sciences  Technology  Center,      products. 

opened  in  1996,  offers  a  variety  of  business         The  Milwaukee  Institute  of  Art 

Design  (MIAD),  founded  in  1974, 
teaching  a  new  kind  of  literacy  in  visual 
languages  that  will  help  industry  commu 
nicate  across  traditional  language  barriers 
"MIAD  is  training  the  professionals  whc 
will  translate  the  mission  and  the  product: 
of  Milwaukee's  businesses  not  only  intc 
print  materials,  but  also  into  these  new 
visual  languages,"  says  MIAD  President 
Terry  Coffman. 

Milwaukee  School  of  Engineering  has 
added  a  variety  of  degree  programs  since 
its  founding  in  1903,  including  nursing, 
medical  informatics,  and  business  and 
technical  communication,  but  engineering 
remains  its  mainstay.  "Here  in  Milwaukee, 
we  do  everything  from  microcircuitry  to 
the  casting  of  40-foot-diameter  gears  for 
power  plants,"  points  out  MSOE  presi- 
dent Hermann  Viets.  "We  believe  that 
great  range  of  sophisticated  technology 
provides  our  university  a  climate  in  which 
we  can  flourish.  On  the  other  hand,  I 
don't  believe  this  range  of  technology 
could  exist  without  us.  We  grew  up 
together." 

Johnson  Controls,  a  global  market 
leader  in  automotive  systems  and  building 
controls,  depends  on  the  ready  pool  of 


If  you're  looking  for  a  unique  view  of  the  world,        different  ethnic  focus  each  year.  In  addition  to 
come  to  Milwaukee.  Every  year,  Milwaukee  hosts        festivals  celebrating  the  world,  Milwaukee  has  a 


a  series  of  lakefront 
festivals  celebrating 
the  cultures  of 
Germany,  Tola; 
Ireland,  Mexico, 
Italy,  Asia,  Africa 
and  native  America. 
Throughout  the  city, 
there  are  more  than 
15  ethnic  festi 
all.  This,  every  June 


s  some 
spectacular  views. 

t  fact,  there's  one  sp 

where  von  can  see 

Germany,  Mexico,  Ifc 

and  even  parts  of  A< 


wide  range  of  world 
class  theater,  per- 
forming arts  and 
Ittraetions.  And 
lwaukeeans  give 
Te  money  to  the 
per  capita  than 
ly  other  city  in 
tnerica,  making 
sible  a  ballet, 
opera  companies,  a 


Summerfest,  the  nation's  largest  music  festival.  repertory  theater  and  dozens  of  other  forms  of 

And  the  International  Arts  Festival, 


held  every  February, 
honors  the  visual 
and  performing 
arts  with  a 


arts  and  entertainment.  So 
this  year,  change  the 
way  you  look  at  the 
world.  Fay  a  visit 
to  Milwaukee. 


Sponsored  by  the  Greater  Milwaukee  Committee,  Milwaukee  Symphony  Orchestra,  Fotawatomi  Bingo  Casino,  Reinhart  Boerner  Van  Deuren 
Norris  &  Rieselljach.  S.C.-Attorneys  at  Law,  Spirit  of  Milwaukee,  Milwaukee  "World  Festival,  Inc.,  and  the 'Wisconsin  Arts  Board.   Creative:  Cramer-Krasselt 
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An  environmental  engineering  graduate  student 

at  the  Milwaukee  School  of  Engineering 

researches  methods  for  removal 

of  contaminants  from  soil. 


high-tech  workers.  "Our  customers  oper- 
ate in  dozens  of  countries  and  expect  us  to 
support  them  in  all  regions  of  the  world," 
says  CEO  James  Keyes.  "One  of  the 
reasons  we  can  do  that  is  that  here  at 
home,  we're  supported  by  an  excellent 
system  of  higher  education  that  gives  us  a" , 
strong  base  of  technical  skills  to  draw  from." 
In  turn,  the  company  is  willing  to  share 
its  own  expertise.  In  2000,  Johnson 
Controls  will  open  its  new  Controls 
Technology  Center  next  door  to  its 
downtown  headquarters,  showcasing  the 
company's  innovations  in  controlling 
building  environments.  "People  need 
different  kinds  of  space  today  than  they 
did  50  to  75  years  ago,  when  so  much  of 
the  world's  bricks  and  mortar  was  put  into 
place,"  says  Keyes.  "With  increasingly 
high-tech  work  tools,  frequent  changes  in 
the  size  of  work  groups,  and  differing 
environmental  needs,  flexibility  is  key. 
The  Controls  Technology  Center  will 
demonstrate  the  kinds  of  choices  we  have 
literally  at  our  fingertips  today." 


Coming  soon. 


The  on-line  data  source  you  need 

to  evaluate  business  opportunities 

in  Milwaukee. 

Visit  our  site  now, 

and  we'll  let  you  know 

as  soon  as  we're  up  and  running. 


Milwaukee 

Working  for  your  business 


Authentic  Heritage 

Milwaukee's  entrepreneurial  histor 
dates  back  two  centuries  to  fur  tradin 
between  the  first  European  settlers  and  th 
native  Potawatomi  and  other  Algonqui 
tribes.  By  the  early  1800s  when  Solomoi 
Juneau,  Byron  Kilbourne  and  Georg. 
Walker  established  three  neighboring 
settlements,  commerce  was  brisk.  It 
1846,  two  years  before  Wisconsii 
became  a  state,  these  rival  settlement 
were  unified  as  the  incorporated  city  o 
Milwaukee. 

By  1860,  the  population  had  grown  tc; 
45,000;  with  more  than  half  its  citizen: 
foreign  born,  the  city  assumed  a  character 
that  remains  its  strength  and  charm.  Ever 
today,  more  than  40%  of  Milwaukeean 
claim  German  ancestry. 

"Milwaukee  is  a  different  kind  of  busi 
ness  environment,  and  it  comes  down  tc 
the  people,"  says  Tom  Fischer,  managing 
partner  of  Arthur  Andersen,  a  business 
unit  of  Andersen  Worldwide.  "The  city's 
been  built  by  German,  Polish,  Irish, 
Italian  and  other  ethnic  groups  who 
brought  a  great  deal  of  pride  with  them  to 
Milwaukee.  You  drive  around  our  city  and 
you'll  never  see  cleaner  streets  or  tidier 
lawns.  That  pride  ripples  into  their  busi- 
nesses as  well.  They  simply  do  not  tolerate 
bad  decisions  or  sloppy  balance  sheets;  it's 
just  not  how  people  here  do  business." 

Milwaukee's  entrepreneurial  firms, 
whether  founded  a  century  ago  or  yester- 
day, are  supported  by  a  variety  of  strong 
business  services.  Arthur  Andersen  is  a 
global,  multidisciplinary  professional  ser- 
vices firm  with  more  than  60,000  employ- 
ees worldwide  helping  clients  improve 
their  performance  through  tax,  audit  and 
business  consulting.  And  the  company 
knows  Milwaukee.  "Arthur  Andersen  was 
here  with  the  horse  and  buggy,"  declares 
Fischer.  "When  Mr.  Andersen  opened  his 
office  in  Chicago  in  1913,  Milwaukee's 
own  Schlitz  Brewing  was  his  first  client, 
and  he  opened  his  second  office  here  in 
1915.  Even  today,  some  of  the  oldest 
clients  in  the  firm  are  Milwaukee  compa- 
nies. We  were  doing  business  here  when 
other  accounting  firms  didn't  even  know 
where  Milwaukee  was.  We're  very  proud 
of  that." 
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Two  of  the  nation's  largest  bank  holding 
corporations  are  based  here,  as  is  Robert  W. 
Baird  &  Co.,  one  of  the  nation's  largest 

j  regional  investment  banking  and 
brokerage  firms.  In  1997,  Baird  raised  over 
$10  billion  for  corporate  and  public  clients, 

;■  and  this  year  is  managing  more  than  $3 

-  billion  in  assets. 

One  of  our  strengths,  as  we  serve  a 
growing  number  of  clients  around  the 
country,  is  our  Midwestern  heritage,"  says 
G.  Frederick  Kasten  Jr.,  Baird's  chairman 
and  CEO.  "While  we  take  pride  in  our 
skills  and  capabilities,  we  believe  our  tradi- 
tional Midwestern  values  and  commitment 
to  client  service  give  us  a  competitive 
.image  in  whatever  geographic  market 
we're  serving."  Baird  was  founded  in 
Milwaukee  in  1919  and  was  Wisconsin's 
first  member  of  the  New  York  Stock 
Exchange. 

Legal  services  are  equally  impressive. 
Foley  &  Lardner,  one  of  America's  oldest 
law  firms,  provides  counsel  in  virtually 
every  legal  area  encountered  in  business 
transactions:  business  law,  health  law,  intel- 
lectual property,  litigation,  regulatory,  and 
tax  and  estate  planning.  The  firm,  which 
was  founded  in  territorial  Wisconsin  in 
1842,  four  years  before  Milwaukee  became 
a  city,  now  has  675  attorneys  working  in 
five  states  and  the  District  of  Columbia 
and  admitted  to  practice  in  an  additional 
28  states. 

The  Milwaukee-based  business  and 
international  law  firm  of  Reinhart,  Boerner, 
Van  Deuren,  Norris  &  Rieselbach  boasts 
an  innovative  Trial  Science  and  Services 
Institute,  including  a  mock  courtroom  that 
is  drawing  national  interest  for  its  potential 
in*  improving  litigation  performance 
and  understanding  the  dynamics  of  jury 
deliberation. 

Genuinely  Supportive 

The  city  also  contributes  to  a  strong  busi- 
ness climate  by  being  accessible  and  proac- 
tive. When  Allen-Edmonds,  maker  of  pre- 
mium men's  dress  and  casual  footwear, 
faced  a  labor  shortage  in  its  home  commu- 
nity of  Port  Washington,  minutes  north  of 
Milwaukee,  CEO  John  Stollenwerk  looked 
to  his  urban  neighbor.  A  large  apparel 
maker  had  closed  up  shop  downtown,  leav- 
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TATTOO. 

Introducing  the  tough  new  EX  shrouded 

locks.  Just  one  of  the  ways  we're 

changing  the  way  America  locks  up. 
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ing  behind  a  workforce  tailor-made  for 
Allen-Edmonds'  upper  leather  operation. 
"We  sought  these  stitchers  the  way  the 
Crusaders  sought  the  Holy  Grail,"  Stollen- 
werk  recalls.  But  the  workers  resisted  com- 
muting to  Port  Washington,  so  Stollenwerk 
took  the  jobs  to  their  central  city  neigh- 
borhood. 

"My  experience  in  working  with  the 
Department  of  City  Development  is  a 
good  example  of  the  kind  of  good  govern- 
ment —  and  squeaky  clean  government 
—  we  have  here  in  Milwaukee,"  he  says.  "I 
picked  up  the  phone,  got  an  appointment 
almost  immediately,  and  within  days  I  had 
the  permits,  a  couple  of  training  grants, 
and  tax  incentives.  There  was  no  old  boys 
network,  no  strings  to  pull.  Our  request 
was  judged  on  the  merits  of  economic 
impact  and  jobs." 

Mayor  Norquist  himself  makes  it  a 
point  to  keep  in  touch  with  his  business 
constituents.  David  Campbell,  CEO  of 
Master  Lock,  gives  the  mayor  and  his 
administration  high  marks.  "They're  help- 


ful, interested  and 
participative,"  he 
says.  "The  mayor 
will  pop  in  once  or 
twice  a  year,  just 
to  let  us  know  he's 
thinking  about  us. 
When  issues  come 
up  that  affect  us, 
he's  aware  of  them, 
and  I  know  he  has 
a  good  sense  of  the 
issues  facing  other 
local  businesses." 

"Our  intention 
is  to  add  value  to 
the  city  of  Mil- 
waukee," adds  Mayor  Norquist.  "We  are 
committed  to  strategic  planning,  focus- 
ing on  specific  goals  that  will  make  gov- 
ernment work  for  the  people  and  com- 
merce of  this  city."  An  example  of  the 
mayor's  quest  for  responsive  government 
is  Citylnnovations,  a  series  of  awards 
launched  in  1996.  Each  year,  Citylnno- 


John  J.  Stollenwerk,  president  and  CEO  of  Allen-Edmonds  Shoe  Corporation, 

with  some  of  the  best  in  the  business.  It  takes  212  handcrafted  steps  and  skilled 

artisanship  to  make  each  pair  of  Allen-Edmonds  shoes. 


innovation 


We  are  the  WICOR  Energy  Companies. 
Wisconsin  Gas  delivers  clean,  energy-efficient 
natural  gas  to  more  than  a  half-million 

customers WISCONSIN 

every  day. 

WICOR  Energy  pro- 
vides the  benefits 
of  the  open  market 
with  energy  and 
energy  management 
for  residential, 
commercial    and 


^eldtech 

v^inHn<;trial      rnn- 


^■^  industrial     con- 
sumers.    FieldTech 
leads    the    industry 
evolution  in  metering  technology  and 


simplify  and  improve  your  life.  Learn  more  about 
the  WICOR  group  of  companies,  including  our 
pump  manufacturing  businesses  at  www.wicor.com 


now 


vations  honors  a  handful  of  city  project   hi 
that  creatively  improve  city  services,  poll 
cies  and  management. 

Public-Private  Partnerships 

The  175-acre  Milwaukee  Counp 
Research  Park,  operated  by  the  county,  i 
the  result  of  cooperation  at  all  levels  o 
government.  The  park's  Technology  Inno 
vation  Center,  one  of  the  largest  high-tecr 
incubators  in  the  country,  had  19  start-up 
firms  at  last  count.  Tenants  have  access  tc  ]\ 
both  high-tech  resources  and  long-stand- 
ing corporate  affiliate  services  from  Arthui 
Andersen,  Foley  &  Lardner,  Robert  W 
Baird,  Johnson  Controls  and  others. 
Milwaukee's  many  institutions  of  higher 
learning  are  minutes  away  by  freeway. 

"The  Research  Park  is  an  excellent 
example  of  the  synergistic  effect  of  public- 
private  partnerships,"  says  Milwaukee 
County  Executive  Tom  Ament.  "We  can 
provide  resources  to  high-tech,  leading- 
edge  firms  that  will  in  turn  bring  added 
tax  base  and  new  jobs  to  the  area." 

The  synergy  between  public  and  private 
enterprise  in  Milwaukee  is  manifested  in 
other  ways  as  well.  Though  Milwaukee  is 
the  17th-largest  U.S.  city,  its  wastewater 
treatment  operation  is  seventh  largest. 
Thanks  to  a  contract  signed  in  1998  with 
United  Water  Services,  the  Metropolitan 
Milwaukee  Sewerage  District  (MMSD) 
now  owns  the  largest  privately  operated 
wastewater  treatment  operation  in  the 
United  States.  In  a  deal  that  is  expected  to 
save  residential  and  commercial  rate  payers 


* 
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140  million  over  the  next  ten  years,  the 
ssets  of  MMSD  are  still  owned  by  the 
pvernment,  and  United  Water's  operation 
s  monitored  by  a  six-person  staff  to  guar- 
ntee  environmental  safety  and  accoum- 
bility  to  rate  payers. 

The  city  of  Milwaukee  started  the 

rend  toward  lowering  the  tax  rate  each 

ear,     says  MMSD  Executive  Director 

nne  Spray  Kinney,  who  served  as  the 

ity's  budget  director  for  five  years  and  for 

o  years  as  director  of  the  Department  of 

dministration.  "That  created  an  envi- 

onment  where  other  government  entities, 

including  MMSD,  began  to  think  about 

their  own  tax  rates,  and  that  has  been  good 

in  terms  of  making  Milwaukee  more  com- 

•'  petitive  as  a  region." 

Entrepreneurial  Ingenuity 

The  combination  of  strong  business 
services  and  a  spirit  of  cooperation  and 
camaraderie  makes  Milwaukee  a  desirable 
environment  for  business  leadership. 
Milwaukee  has  a  good  business  climate 
from  the  point  or  view  of  being  small 
enough  for  networking,"  says  Robert 
f  OToole,  CEO  of  A.O.  Smith  Corporation. 
I  have  no  problem  picking  up  the  phone 


A.  O.  Smith  Corporation's  sophisticated 

manufacturing  processes  include  this  "slush  coat" 

system,  used  to  apply  glass  linings  to  commercial 

water  heater  tanks. 


and  calling  other  CEOs  around  town  and 
asking  for  help.  I  belong  to  a  tech  group 
with  15  other  CEOs  who  meet  once  a 
month,  and  whoever  has  a  problem  brings 
it  to  the  group.  They  know  it  will  be  kept 
confidential  and  they'll  get  the  advice  of 
14  other  people  who  have  probably  been 
through  the  same  thing." 
A.O.  Smith  was  founded  in  1874  as  a 


machine  shop,  and  in  1939  the  company 
set  a  new  standard  in  American  homes  by 
introducing  a  glass-lined  water  heater, 
making  hot  water  more  affordable.  Today, 
after  countless  product  innovations,  A.O. 
Smith  is  a  diversified,  global  manufactur- 
er of  electric  motors,  water  heaters,  fiber- 
glass pipe  and  high-tech  storage  tanks, 
with  sales  in  excess  of  $833  million. 


FINANCIAL   ADVISOR 


FASF    ION    CONSULTANT 


SPIRI 


AL   GUIDE 


No  matter  what  career  path  you  choose,  Allen-Edmonds  shoes  make  the 
*  -i-|  trip  a  comfortable  one.  With  a  wide  range  of  styles,  in  sizes 

IaLLCII  5  tol8>  widths  AAAA  to  EEE.  We  even  recraft  them,  which 
is  similar  in  concept  to  reincarnation.  For  a 
catalog  and  nearest  dealer,  call  1-800-235-2348. 


Edmonds 

For  All    Walks  of  Life" 


http://www.allenedmonds.com    Made  in  the  USA  (MIE) 
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Such  evolution  in  company  profiles  isn't 
unusual,  particularly  among  businesses 
that  have  grown  up  with  the  city.  Like 
A.O.  Smith,  they'll  surprise  you  with  the 
impact  of  their  products;  in  markets  at 
home  and  around  the  world,  Milwaukee 
businesses  have  changed  the  way  people 
live  and  work.  Johnson  Controls  was 
founded  in  1885  on  the  invention  by 
Warren  S.  Johnson  of  the  first  electric 
room  thermostat,  and  in  1972  the 
company  built  the  industry's  first  mini- 
computer to  control  building  environ- 
ments. Today  this  industry  leader  counts 
among  its  most  popular  products  a  trade- 
marked  Personal  Environments  system 
that  provides  desktop  control  of  tempera- 
ture, lighting,  airflow  and  background 
noise  masking  for  individual  workstations. 

The  Milwaukee  firm  of  Aqua-Chem  has 
a  clear  presence  in  100  countries  in  the 
form  of  pure  water  and  steam.  Its  world- 
wide customer  base  of  80,000  includes  the 
U.S.  Navy,  for  which  Aqua-Chem  manu- 
factures the  water-making  equipment  on 


* " » 1 1 1  rrmrnTinr 


Northwestern  Mutual  agents  and  employees  kick  off  the  annual  agents' 
meeting  each  July  with  a  footrace  that  starts  in  front  of  the  home  office. 


vessels  in  its  nuclear  carrier  fleet  and  on 
the  last  three  generations  of  nuclear  sub- 
marines. The  same  efficiency  that  produces 
clean,  desalinated  water  for  virtually  every 
use  at  sea  is  equally  important  on  land; 
Aqua-Chem's  success  comes  in  part  from 
its  leadership  in  meeting  both  energy  and 


Equity 
Investments 


Investment 
Strategies 


Let  Baird  Find  Ways 
To  vSolve  Your  Financial  Puzzle 

Founded  in  1919,  we're  a  Northwestern  Mutual  Company  and  one  of 

the  largest  full-service  regional  investment  firms  in  the  U.S. 

If  there's  a  financial  puzzle  to  solve,  we  will  find  ways  to  solve  it. 

Robert  W.  Baird  &  Co. 
1-800-792-2473 

Serving  Serious  Investors  through  more  than  70  offices. 
Powerful  Ideas.  Powerful  Results.  DcWO/^ 


©1998  Robert  W.  Baird  &  Co.  Incorporated.  "77  E.  Wisconsin  Ave.,  Milwaukee,  Wl  53202. 

Phone  414-765-3500.   Member  New  York  Stock  Exchange,  Inc.  and  other  principal  exchanges. 

Member  SIPC.  Toll  free  1-800-RW-BAIRD.  www.rwbaird.com 


emissions  sta  I 
dards.  Aqua-Che 
is  also  the  numb 
one  supplier  in  tl 
country  of  con 
mercial  and  indu 
trial  boilers,  mar 
of  which  are  four 
in  both  Milwai 
kee's  health  cai 
facilities  and  i 
industrial  giants. 

Universal  Fooc 
products  are  trul 
universal.  Red  Ste 
alone  is  a  Mihvauke 
icon.  Since  11 
Red  Star  yeast  ha 
been  made  at  the  same  site  in  Milwaukee 
Menomonee  River  Valley,  though  as  th 
company  grew  and  diversified,  it  changer 
its  name  from  Red  Star  Yeast  &  Product 
to  Universal  Foods  Corporation.  Today 
with  annual  revenues  of  $900  million 
this  Milwaukee-based  company  is  thi 
worlds  number  one  manufacturer  of  fooc 
colorings,  but  that's  only  one  part  of  it 
operations.  In  20  countries  around  th< 
world,  4,200  employees  make  a  wide 
range  of  consumer  ingredients  from  flavor: 
for  soft  drinks  to  dehydrated  vegetables  fo; 
soups  and  seasonings  to  colorings  foi 
breakfast  cereals,  cosmetics  and  even  inl< 
jet  printers. 

Pride  of  Origin 

The  integrity,  ingenuity  and  flavor  of 
Milwaukee  is  reflected  in  these  examples 
and  countless  others.  Harley-Davidson  is 
the  hallmark  of  motorcycles,  the  Pfister 
Hotel  is  recognized  as  one  of  our  country's 
most  gracious  and  it's  no  accident  that 
Midwest  Express  Airlines,  the  airline  that 
serves  warm  chocolate  chip  cookies  in  the 
air,  is  based  in  Milwaukee. 

"It  really  does  come  down  to  the 
people,"  says  Midwest  Express  Airlines 
Chairman  and  CEO  Tim  Hoeksema. 
"People  here  have  a  homegrown  dedica- 
tion to  doing  things  right.  There's  a  desire 
in  their  hearts  to  provide  a  genuine  service. 
When  people  ask  me  our  secret  to  success, 
I  tell  them  we  have  2,400  secrets  in  our 
2,400  employees.  It's  what  makes  us  great 
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James  D.  Ericson,  president  and  CEO  of 

Northwestern  Mutual,  with  a  special  friend  at 

St.  Francis  Children's  Center.    Ericson  actively 

encourages  community  service. 


and  what  makes  every  other  company  in 
Milwaukee  great." 

Northwestern  Mutual  Life,  one  of  the 
nation's  ten  largest  life  insurers,  is  the  only 
one  to  specialize  in  individual  coverage. 
Founded  in  1857,  the  firm  has  grown  into 
a  financial  services  giant  with  assets  of  $76 
billion.  Revenues  will  exceed  $13  billion 
in  1998,  and  dividends  paid  in  the  same 
period  will  reach  a  record  $2.6  billion. 

Like  other  hometown  companies, 
Northwestern  Mutual  is  proud  of 
Milwaukee.  Every  July  since  1881,  the 
company  has  invited  its  7,500  agents  and 
their  families  to  travel,  at  their  own 
expense,  to  an  annual  meeting  in  Milwaukee. 
The  four-day  convention,  one  of  Milwaukee's 
oldest  and  largest,  begins  with  a  friendly 
footrace  between  agents  and  home  office 
employees.  "It's  the  highlight  of  my  year," 
says  CEO  Jim  Ericson.  "This  meeting  is  a 
great  example  of  what  our  company  is 
about  —  our  agents'  loyalty  to  their  com- 
pany, our  loyalty  to  them  and  our  compa- 
ny's feelings  about  our  hometown.  We've 
never  considered  holding  this  meeting 
anywhere  else." 

Such  loyalty  fits  the  very  name  of 
Milwaukee,  which  is  drawn  from  an 
Indian  word  melleoiki  or  millocki,  meaning 
"gathering  place  by  the  waters."  It's  unclear 
whether  the  moniker  reflected  the  confluence 
of  the  Menomonee,  Milwaukee  and  Kin- 


nickinnic  rivers  or  the  lively  social  and  entre- 
preneurial gatherings  that  took  place  in  the 
17th  and  18  th  centuries  on  the  riverbanks, 
but  it  seems  an  apt  description  of  North- 
western Mutual  s  annual  meeting  of  agents. 

Genuine  Spirit 

Like  Northwestern  Mutual,  known  as  "The 
Quiet  Company,"  Milwaukee  has  been  a  city  of 


quiet  strength.  Few  civic  and  business  leaders  are 
willing  to  toot  their  own  horns;  the  measure  of 
the  city's  pride  has  instead  been  the  universal 
willingness  to  pitch  in  when  Milwaukee's  future 
is  at  issue. 

But  the  new  currency  in  naming  rights 
is  giving  more  visible  credit  to  the  compa- 
nies that  invest  in  the  city.  With  the  sale  of 
naming  rights  in  1997  to  Midwest  Express 
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From  royal  hotels 


We  are  the  smiling  faces 


We  are  Milwaukee's 
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Marcus  Hotels  &  Resorts 


Milwaukee  has  said  hospitality 
lite  Marcus  Hotels  &  Resorts.  With 
lodging  choices  or  the  historic,  royal, 
105-year-old  PHster  Hotel  downtown. 


The  Milwaukee  Hilton,  the  city's 
largest  convention  hotel.  Ana  Grand 
Geneva  Resort  &  Spa,  Wisconsin's 
largest,  rour-seasons  resort.  Wdcome 
to  our  hotels.  And  our  home. 
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*  Wide  range  of  business  sites  -  city, 
suburban,  airport. 

-  175-acre  Milwaukee  County  Research 
Park  -  affiliated  with  local  universities. 

•  Mitchell  International  Airport  - 
competitive  service  from  major 
airlines.  Nonstop  or  direct  service  to 
90  cities.  210  daily  departures.  Major 
air  freight  carriers. 

Interstates  43  and  94,  four  rail  lines 
and  Port  of  Milwaukee  -  convenient 
access  to  world  markets. 
Trained,  educated,  stable  workforce. 


■  .re- 


call me  at  414  278-4211. 

F.  Thomas  Ament 
County  Executive 


Continuing    Education    &    Workforce    Development 


1LCETC1.  on 


Airlines  for  the  new  convention  center 
unusual  in  that  such  large-scale  namings 
are  generally  reserved  for  sports  facilities  — 
the  Spirit  of  Milwaukee  was  launched  as  a 
new  nonprofit  civic  organization  to  pro- 
mote Milwaukee  as  a  destination  city. 
.  "The  Midwest  Express  Center  alone  is 
expected  to  generate  5,000  jobs  in  the  hos- 
pitality industry  by  2000,  with  an  annual 
economic  impact  exceeding  $100  million," 
says  Frank  Gimbel,  chairman  of  the 
Wisconsin  Center  District,  which  operates 
the  convention  center.  "The  opportunity 
for  launching  hospitality-related  business- 
es and  drawing  revenue  into  Milwaukee's 
economic  base  has  never  been  stronger." 

Civic  and  business  leaders  see  a  dual 
return  from  the  dollars  they  invest  in  the 
city;  the  economic  and  marketing  impact 
are  important,  but  equally  satisfying  is 
the  commitment  they're  making  to 
Milwaukee's  quality  of  life.  "It's  been  said 
that  Milwaukee  is  very  demanding  of  its 
businesses  and  very  demanding  of  its 
business  leaders,"  says  Midwest  Express 
Airlines'  Hoeksema,  who  serves  as  chair  of 
Spirit  of  Milwaukee.  "It's  absolutely  true, 
and  that's  a  good  thing.  Because  of  high 
expectations  and  a  high  level  of  caring  for 
their  community,  companies  are  very  good 
at  giving  back." 

The  Midwest  Express  Center,  Miller 
Park,  Humphrey  IMAX  and  the  Milwaukee 
Art  Museum's  Quadracci  Pavilion  are  but 
a  few  other  examples  of  significant  private 
investment  in  the  city.  To  celebrate  its 
tenth  anniversary  in  1994,  Midwest 
Express  Airlines  donated  $100,000  to 
develop  an  open  air  pavilion  on  the  Riverwalk. 
When  President  Clinton  and  German 
Chancellor  Helmut  Kohl  met  in  Milwaukee 
in  1996,  this  pavilion,  the  Midwest  Express 
Landing,  was  their  public  meeting  place. 

Steve  Marcus,  chairman  and  CEO  of 
Marcus  Corporation  and  chairman  of  the 
Greater  Milwaukee  Committee,  points  to 
a  leave-it-better-than-you-found-it  philos- 
ophy to  explain  the  community's  civic 
investments.  "Someone  gave  our  genera- 
tion a  performing  arts  center,  a  ball  park 
and  an  arena,"  he  says,  "and  now  we  have 
an  obligation  to  replace  and  renew  these 
things.  We're  fortunate  to  have  a  fertile  eco- 
nomic landscape,  because  it  takes  busi- 


MATC  is  an  Affirmative  Action/Equal  Opportunity  Institution  and  complies  wil/i  all  requirements  ol  the  Amencans  With  Disabilities  Act 
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Wisconsin's  12-ith  ship,  a  state  sesquicentennial 

project,  will  be  launched  in  the  spring  of  1999. 

The  schooner  will  be  utilized  in  numerous 

education  programs. 


nesses  that  are  operating  profitably  with  a 
solid  future  to  make  these  investments." 
The  newly  renovated  performing  arts 
center  bears  the  Marcus  name. 

Milwaukee  Gives  More 

The  giving  flows  outward  in  smaller 
tributaries  as  well.  In  tracking  charitable 
gifts  to  63  nonprofits  in  the  metro  area, 
the  Milwaukee  Foundation  found  a  35% 
increase  over  the  past  five  years,  or  10% 
more  than  the  national  increase  in  giving 
to  comparable  organizations.  And  the 
Milwaukee  Foundation,  founded  in  1915 
as  one  of  the  nation's  first  community 
foundations,  has  experienced  a  phenome- 
nal leap  in  its  own  assets,  from  $135 
million  in  1993  to  $252  million  in  1998. 

In  its  annual  report  on  volunteerism, 
Northwestern  Mutual  reveals  that  more 
than  1,000  of  its  employees  donate  85,000 
hours  each  year  to  200  nonprofits.  To  pro- 
mote this  involvement,  the  company's 
foundation  each  year  makes  one  $  1 0,000 
award  and  ten  $5,000  awards  to  nonprof- 
its selected  by  the  company's  top  1 1  vol- 
unteers. Over  the  last  five  years,  the  foun- 
dation has  given  away  an  additional  $15 
million. 

The  commitment  is  echoed  throughout 
the  community.  Through  the  Potawatomi 


Bingo  Casino,  the  Potawatomi  Nation 
contributes  half  a  million  dollars  to  local 
charities  and  over  $20  million  each  year  to 
support  Milwaukee's  Indian  Community 
School.  The  Wisconsin  Energy  Corpora- 
tion Foundation  allocates  over  $4  million 
each  year  for  charitable  giving.  "We're  in  the 
infrastructure  business,"  says  Wisconsin 
Energy  CEO  Richard  Abdoo,  "but  it's 


more  than  just  poles  and  wires.  There's  the 
social  infrastructure  of  our  communities  as 
well,  and  when  our  employees  get 
involved,  we  get  involved,  because  we  will 
bet  on  our  employees  every  single  time 
that  they  are  doing  the  right  thing.  They're 
creating  a  social  network  so  that  all  members 
of  our  community  can  grow  and  prosper." 
Most  people  think  padlock  when  they 


"Wisconsin's  Business 
Climate  Is  Geared 
for  Growth.' 


99 


Our  businesses  have  the  second 

lowest  tax  burden  in  the  nation, 

plus  a  60  percent  capital  gains 

exclusion,  a  balanced  budget,  and 

one  of  the  nation's  most  competitive 

Worker's  Compensation  programs. 

We  have  a  skilled  and  productive  workforce. 

Dow  Jones  ranks  us  the  third  most  productive 

manufacturing  state  in  the  country.  Education 

is  business-friendly  and  focused  on  training  a 

quality  workforce. 

Businesses  are  supported  by  an  extraordinary  infrastructure, 

with  the  third  lowest  electric  rates  in  the  nation, 

the  highest  telephone  penetration  rate,  and  a  $1  billion 

commitment  to  telecommunications  development. 

International  trade  is  growing  rapidly. 

In  ten  years  our  exports  have  tripled,  putting  Wisconsin 

in  the  top  half  of  trading  states. 

Wisconsin  is  ranked  the  third  "Most  Livable  State" 

by  the  most  recent  U.S.  Government  study 

(Morgan  Quitno  Press). 


Wisconsin  Governor 
Tommy  G   Thompson 
Chairman  of  the  Board, 
Forward  Wisconsin,  inc. 


When  you  're  ready  to  make  a  wise  move  easier, 
Forward  Wisconsin  will  provide  access  to  the 
Wisconsin  Department  of  Commerce  for 
financial  and  technical  assistance. 


the 


Forward 
Wisconsin 

Attracting  Business  to  Wisconsin 

1-800-669-1190 

e-mail:  forwardwis@commerce. state. wi. us 
www.  forwardlV/.com 


Minds  that  matter  meet  at  MSOE 

Engineering  •  Nursing 
Business  •  Technical  Communication 

The  best  minds  in  business  and 
industry  meet  here.  No  wonder,  with 
our  specialized  curricula,  industry- 
experienced  faculty  and  business-driven 
research  opportunities.  MSOE  is 
a  leader  in  applications  oriented 
education  with  graduates  that  enjoy 
a  99  percent  placement  rate. 
MSOE  -  worth  keeping  in  mind. 

Master  the  challenge. 

Experience  the  rewards. 


FOR  MORE  INFORMATION, 

CALL:  (800)  332-6763 

WEB  SITE:  www.msoe.edu 


Milwaukee  School  of  Engineering 
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Foley  &  Lardner, 
Wisconsin's  oldest 
and  largest  law  firm, 
continues  a  tradition 
of  excellence  and 
service  to  business 


FOLEY   &    LARDNER 


in  Avenue 
Milwaukee.  WI  53202 
(414)  271-2400 

wu  tu.foleyla  rdner.  co  m 

Other  offices  in  Wisconsin. 

California.  Florida.  Illinois 

and  the  Duma  of  Columbia. 

GlobaLex  member  offices  worldwide. 


Milwaukee's  skyline  provides  the  perfect  backdrop  for  Summerfest,  an  annual  11-day  music 

festival  featuring  12  stages  and  over  1,000  diverse  entertainers.   It  is  estimated  to  generate 

approximately  $65  million  during  its  run. 


hear  the  name  Master  Lock.  Not  surpris- 
ing, since  the  company's  founder  invented 
the  device  and  it  is  the  number  one 
padlock  maker  in  the  world.  But  when  res- 
idents of  Milwaukee's  northside  Metcalfe 
Park  area  hear  the  name,  they  think  good 
neighbor.  "Every  business  needs  a  soul,  a 
way  of  giving  back  to  the  community," 
says  CEO  David  Campbell.  "We  tend  to 
focus  on  our  immediate  neighborhood. 
We've  created  a  lot  of  greenspace,  we've 
given  to  the  schools  and  we've  supported 
our  employees  in  their  volunteerism.  We 
don't  just  cut  a  check,  we're  an  active  part 
of  the  neighborhood." 

City  Scores  High  on  Genuine  Fun 

While  Milwaukeeans  work  hard,  they 
play  with  equal  energy  and  enthusiasm. 


The  metro  area  has  140  county  parks  cov- 
ering more  than  14,000  acres,  64  public 
and  private  golf  courses,  240  miles  of  des- 
ignated bike  paths,  33  square  miles  of 
inland  water  and,  of  course,  49  miles  of 
Lake  Michigan  shoreline. 

Summerfest,  produced  by  Milwaukee 
World  Festival,  is  billed  as  the  biggest 
music  festival  in  the  country,  and  no 
wonder.  With  an  annual  budget  of  $15 
million  and  top-name  entertainment, 
"The  Big  Gig"  draws  nearly  a  million 
visitors  each  summer  to  the  90-acre 
Henry  W  Maier  Festival  Park  on  cool 
blue  Lake  Michigan.  Another  nine  ethnic 
festivals  —  African  World  Festival, 
Arabian  Fest,  Asian  Moon,  Festa  Italiana, 
German  Fest,  Indian  Summer,  Irish 
Fest,  Mexican  Fiesta  and  Polish  Fest  — 


What  better  place  for  two  nations  to  meet  than  the  Genuine  American  city?  German  Chancellor 
Helmut  Kohl  and  President  Clinton  greet  Milwaukeeans  on  the  Riverwalk  in  1996. 
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promise  warm-weather  fun  at  the  festival 
grounds. 

The  energy  ripples  outward  with  Jazz  in 
the  Park,  Riversplash,  Pridefesr,  Bastille 
Days  and  countless  other  celebrations 
around  the  city,  including  the  annual 
Great  Circus  Parade,  for  decades  a  spine- 
tingling,  eye-popping  tradition.  The 
Wisconsin  State  Fair  remains  the  one  place 
to  get  the  world's  best  cream  puffs,  and  the 
Holiday  Folk  Fair  and  Milwaukee 
International  Arts  Festival  provide 
activities  during  Milwaukee's  crisp,  wintry 


The  energy  and  creativity  of  new  director 
Andreas  Delfs  has  guided  the  Milwaukee 
Symphony  Orchestra  to  over  20  sold-out 
performances  during  the  1997-98  season. 


history;  $8.5  million  in  the  last  year  alone. 
Of  all  U.S.  cities,  only  Los  Angeles  raises 
more  money  for  the  arts.  While  the  arts 
entertain,  enlighten  and  inspire,  they  also 
support  the  economy.  In  1997,  the  arts 
generated  $53.1  billion  in  metro  Milwaukee 
and  supported  2,700  full-time  jobs. 

And  they  helped  to  underscore  Milwaukee's 
emerging  image  as  a  savvy  and  hip  city. 


days.  The  Arts  Festival  was  new  in  '98  and 
each  year  will  highlight  the  culture  of  a 
different  heritage  in  Milwaukee  —  Irish 
in  '99  —  with  dance,  theater,  opera, 
music,  ballet,  art  and  more. 

Artful  Sophistication 

Milwaukee  prides  itself  on  world-class 
art  and  cultural  offerings,  with  extremely 
strong  per  capita  support.  Milwaukee's 
United  Performing  Arts  Fund  has  raised 
more  than  $100  million  in  its  30-year 


"All  great  civilizations  have  been  measured 
by  the  quality  of  their  arts,"  says  Greater 
Milwaukee  Committee  Chairman 
Steve  Marcus.  "In  that  respect,  Milwaukee 
is  blessed  with  a  broad  array  of  quality 
arts  organizations  that  is  the  envy  of 
other  cities.  It's  one  of  the  leading  reasons 
for  Milwaukee's  emergence  as  a  premier 
community." 


Value  that's  built  in. 


We  may  not  be  a  household  word,  but  products  from  A.O.  Smith  are 
an  important  part  of  your  life.  Whether  it's  the  comfort  that  comes 
from  an  A.  0.  Smith  motor  in  your  air  conditioner  or  furnace,  or  the 
convenience  of  hot  water  from  an  A.O.  Smith  water  heater,  we've  been 
helping  make  people's  lives  easier  for  more  than  120  years. 

Our  purpose  is  to  offer  value  to  our  customers.  We  build  quality  into 
each  of  the  products  we  make,  to  provide  you  with  the  performance, 
durability,  and  ease  of  use  you  expect. 

Searching  for  products  that  provide  consistent  value?  Look  no 
further  than  A.O.  Smith. 


electric  motors 

residential  and  commercial 
water  heaters 

industrial  storage  systems 

fiberglass  piping  systems 


mith 

CORPORATION 

P0.  Box  23972 

Milwaukee,  Wisconsin  53223 

www.aosmith.com 
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Designed  by  celebrated  architect  Santiago  Calatrava,  the  Milwaukee  Art  Museum's  expansion 
dramatically  evokes  ship's  sails  and  masts,  as  well  as  birds  and  waves. 


The  Milwaukee  Symphony  Orchestra 
(MSO),  one  of  the  top  20  major  Ameri- 
can symphonies,  is  heard  in  nearly  every 
state  through  national  radio  syndication 
and  on  CD  on  Koss  Classics  and  Telarc. 
Its  new  music  director,  Andreas  Delfs,  cre- 


ated a  buzz  in  Milwaukee  last  year  during 
his  first  season  with  his  creative,  unusual 
programming.  His  dramatic  presentations 
—  often  incorporating  visuals  and  the- 
atrics —  represent  a  clean  break  from  the 
traditional  solemnity  of  most  orchestras. 


.ow  rates  and  an  unparalleled 

record  of  environmental  performance. . . 

Now  that's  a  partnership  you  can  live  with. 


The  Milwaukee  Metiopolitan  Sewerage  District  and  Ji   :tl  Wat 


wmmJM 


: 


' 


As  a  result,  MSO  is  selling  out  concerts  - 
nearly  40  in  the  last  two  seasons  —  at 
time  when  many  major  American  orches- 
tras are  experiencing  a  decline.  The  com 
pany  is  a  trendsetter  in  education,  too 
For  two  years  running,  MSO's  Arts  in 
Community  Education  Program  has  been 
granted  substantial  funding  by  the 
National  Endowment  for  the  Arts,  this 
year  to  the  tune  of  $200,000 

The    Milwaukee    Youth    Symphony 
Orchestra,  Florentine  Opera,  Skylight 
Opera  Theatre  and  Milwaukee  Repertory;  , 
join   MSO    as   staples 
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Milwaukee's  rich  diet  of  cultural  offerings. 
Adding  to  the  flavor  are  groups  like 
Ko-Thi  Dance,  Early  Music  Now,  Present 
Music,  Bel  Canto  Chorus,  First  Stage 
Theater,  Next  Act  Theatre,  Milwaukee 
Chamber  Theatre,  Milwaukee  Public 
Theatre,  Latino  Arts  and  a  host  of  perfor- 
mances presented  in  smaller  venues.  "The 
city's  smaller  arts  organizations  provide  a 
point  of  access  in  terms  of  audience  size 
and  ticket  price,"  says  Wisconsin  Arts 
Board  Director  George  Tzougros.  "They're 
essential  for  both  emerging  artists  and  for 
new  audience  members  who  want  to  get  a 
taste  of  this  very  vibrant  arts  community." 

Hands-On  Recreation 

Museums  are  another  of  Milwaukee's 
strengths.  From  the  award-winning 
exhibits  of  the  Milwaukee  Public  Museum 
to  the  Betty  Brinn  Children's  Museum, 
"where  kids  play  their  way  smart,"  to  the 
imaginative,  interactive  exhibits  of  the 
Discovery  World-James  Lovell  Museum  of 
Science,  Economics  and  Technology, 
Milwaukee  kids  —  and  adults  —  get 
plenty  of  hands-on  exploration  and  inter- 
action in  dreamlike  surroundings. 

The  Milwaukee  Art  Museum,  with 
roots  dating  back  to  1888,  is  in  rhe  midst 
of  completing  an  addition  that  will  make 
it  world-renowned.  The  design,  by  cele- 
brated architect  Santiago  Calatrava,  creates 
a  focal  point  in  the  glass-enclosed,  para- 
bolic-shaped reception  hall,  where  a  lou- 
vered  sunscreen,  the  Burke  Brise  Soleil, 
can  be  raised  or  lowered  to  control  the 
light  within.. The  addition,  called  the 
Quadracci  Pavilion,  will  add  160,000 
square  feet,  encompassing  new  exhibition 
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pace,  a  lecture  hall  and  a  lakeview  restau- 
ant.  Slated  for  completion  by  2000,  the 
^uadracci  Pavilion  is  being  constructed  by 

G.  Schmidt,  Milwaukee's  largest  locally 
>ased  contractor;  the  architect  of  record  is 
Cahler  Slater,  which  designed  the 
nuseum's  award-winning  1975  expansion. 

'This  expansion  plays  into  Milwaukee's 
ntimate  relationship  to  the  water,"  says 
nuseum  director  Christopher  Goldsmith. 
As  Mr.  Calatrava  himself  says,  he  has 
designed  a  building  that  reflects  the  sails, 
he  masts,  the  birds,  the  waves,  the  free- 
dom of  the  lake.  The  bridge  to  Wisconsin 
\venue  continues  the  concept  with  a  200- 
bot-long  angled  mast  and  cables  that 
•eflect  the  architect's  experience  in  bridge 
design." 


Great  Lakes  in  the  19th  century,  this  one 
will  serve  as  a  tourist  attraction  and  learn- 
ing laboratory  both  at  dockside  and  on  the 
water.  "Yes,  we're  building  a  ship,"  says 
Kim  Haines,  director  of  WLSEA,  "but 
what  we're  really  building  is  a  learning 
community."  The  ship  will  accommodate 
200  passengers  for  a  dockside  visit,  146  for 
a  day  sail  and  42  for  an  overnight  voyage, 
and  already  a  variety  of  educational  pro- 
grams, many  designed  for  at-risk  kids,  have 
been  developed. 

Genuine  Milwaukee 

Back  in  the  heart  of  downtown,  on  the 
footbridge  at  Highland  Avenue  overlook- 
ing the  Riverwalk  below,  Milwaukee's  for- 
tunes seem  destined  to  shine.  The  city's 
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Milwaukee  Institute 
of  Art  &  Design 

273  East  Erie  St,  Milwaukee  WI  532<- 

For  a  catalog  and  further 
information  please  call 


A  Riverwalk  runs  through  it,  along  with  success  and  prosperity.  Milwaukee  is  strategically  poisld 
for  continued  economic  and  tourism  growth  into  the  next  century. 


Down  the  bluff  on  the  lake,  a  more  lit- 
eral interpretation  of  Milwaukee's  lake 
spirit  is  taking  shape.  At  Municipal  Pier, 
the  Wisconsin  Lake  Schooner  Education 
Association  is  building  a  traditional 
wooden  schooner,  the  kind  that  sailed  the 
Great  Lakes  when  Milwaukee  was  young. 
A  crew  of  shipwrights  is  working  with 
some  80  volunteers  on  this  first  tall  ship  to 
be  built  in  Wisconsin  in  more  than  100 
years. 

When  the  ship  is  finished  and  launched 
in  1999,  it  will  have  a  sparred  length  of 
137  feet,  masts  that  reach  95  feet  to  the 
sky  and  a  sail  area  of  8,000  square  feet. 
Modeled  on  four  tall  ships  that  sailed  the 


character  and  personality  have  remained  a 
beacon  through  its  more  than  150  years. 
Through  sheer  civic  pride,  the  integtity 
and  inventiveness  of  its  business  commu- 
nity and  the  Midwest  appeal  of  its  people 
remain  enthusiastically  preserved. 

Milwaukee  is  a  city  that's  comfortable 
being  itself,  and  in  the  end,  that's 
what  makes  it  —  and  will  keep  it  —  the 
Genuine  American  city. 

Written  by  Molly  Rose  Teuke,  owner  of  Wild 
Rose  Editorial.  Ms.  Teuke  is  a  freelance  writer 
based  in  Madison,  Wisconsin. 

Produced  in  association  with  the  Greater 
Milwaukee  Convention  and  Visitors  Bureau. 
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Embracing  our  past. 
Educating  our  future. 


Share  in  the  magic  of  Tall  Ships 

with  this  and  future  generations  by 

helping  to  build  the  first  tall  ship 

being  built  in  Wisconsin  in  over 

1 00  years!   Become  a  part  of  our 

children's  future  by  helping  to 

recapture  a  part  of  our  past. 


Wisconsin  Lake  Schooner  Education  Assn. 

500  N.  Harbor  Dr.,  Milwaukee,  WI  53202 

414/276-7700    www.wis-schooner.org 
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The  billion-dollar  treasure  hunt  for  human  genes  is  on. 
Suddenly,  remote  little  Iceland  has  a  valuable  asset. 

Genes  for  sale 


By  Zina  Moukheiber 

What's  blond  and  blue-eyed  and 
read  all  over?  Icelandic  DNA.  It  is 
going  to  figure  in  the  hundreds  of 
millions  of  dollars  a  year  that  drug 
companies  are  pouring  into  genetic 
research. 

In  a.d.  874,  about  10,000  Vikings 
colonized  a  chunk  of  rock  in  the 
North  Atlantic  and  called  it  Iceland. 
Since  then,  their  fishermen  descen- 
dants have  kept  pretty  much  to  them- 


selves, which  explains  why  the  Ice- 
landers, now  270,000  strong,  boast 
the  clearest  bloodlines  on  the  planet. 
Drug  companies  want  to  trace  those 
lines  to  genes  underlying  disease,  and 
they  will — for  a  price.  Chalk  it  up  to 
the  initiative  of  one  man,  a  6-foot- 5 
Viking  named  Kari  Stefansson,  who 
founded  DeCode  Genetics  Inc.  in 
Reykjavik  two  vcars  ago. 

DeCode  has  a  de  facto  monopoly 


DeCode's  Kari  Stefansson 

Clear  bloodlines,  and  a  passion  for  the  family  tree. 


on  Icelandic  genetic  data,  and  it 
appears  that  the  company  will  soon 
get  the  backing  of  Iceland's  govern- 
ment. That's  enough  for  Switzer- 
land's Hoffman-LaRoche,  which  in 
February  signed  a  research  contract 
with  DeCode  worth  up  to  $200  mil- 
lion. That  sum  includes  milestone 
payments  for  discovering  genes 
involved  in  diabetes,  heart  disease 
and  psychiatric  disorders,  royalties  of 
an  undisclosed  amount  on  the  sale  of 
any  resulting  drugs,  and  the  purchase 
by  Roche  of  a  small  equity  stake  in 
DeCode. 

Stefansson,  49,  was  a  natural  for 
the  job.  As  a  professor  of  neurology 
at  Harvard  Medical  School,  he  stud- 
ied multiple  sclerosis,  a  genetically 
conditioned  disease  in  which  the 
immune  system  mistakes  nerve  tissue 
for  a  foreign  invader 
and  systematically  de- 
stroys it.  Stefansson 
sought  the  predispos- 
ing genes  among  Ice- 
landic patients  because 
their  richly  document- 
ed family  trees  and 
homogeneous  genetic 
inheritance  made  the 
task  as  easy  as  looking 
for  a  needle  in  a  box  of 

J  needles. 
Iceland  has  quite  an 
advantage  here:  Geneal- 
ogy is  a  national  pas- 
time. Stefansson  can 
trace  his  own  ancestry 
back  to  the  year  1000, 
when  Iceland  accepted 
Christianity  and  priests 
began  recording  births 
and  deaths.  To  that 
database  the  govern- 
ment adds  comprehen- 
sive medical  files  going 
back  to  1915. 

"We  might  never  find 
that  kind  of  [genetic] 
information  through 
heterogeneous  popula- 
tions, because  there's  so 
much  noise,"  says  Klaus 
Lindpaintner,  Roche's 
head  of  genetics  in 
Europe. 

You  can  even  see 
geographic  patterns  in 
blood-protein  data  for 
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Iceland:  The  western  coast,  settled  by 
Vikings  who  kidnapped  their  wives 
during  raids  on  Ireland,  is  distinct 
from  the  other  side  of  the  island, 
where  the  first  women  came  from 
Norway. 

Icelanders  also  present  a  convenient 
target  for  research.  The  public  health 
system  makes  it  simple  to  get  medical 
data,  and  public  opinion  supports  the 
use  of  it.  A  Gallup  poll  commissioned 
by  DeCode  showed  that  63%  of  Ice- 
landers favor  DeCode's  request  for  a 
national  monopoly  over  the  data, 
which  the  parliament  will  vote  on  in 
October.  "The  Icelander's  attitude  is, 
if  my  sickness  can  do  something  good 
for  curing  other  people,  then  it's  a 
good  thing,"  says  Matthias  Johan- 
nessen,  editor  of  Morgunbladid,  Ice- 
land's largest  daily. 

There  are  competing  populations 
in  the  dna  race.  Millennium  Pharma- 
ceuticals and  Myriad  Genetics,  for 
instance,  extract  DNA  samples  from 
inbred  societies  in  Finland  and  Costa 
Rica,  and  from  Utah's  Mormons.  Yet 
of  those  groups,  only  the  Mormons 
have  kept  meticulous  demographic 
records — and  those  for  only  a  centu- 
ry and  a  half. 

U.S.  venture  capitalists  bought  Ste- 
fansson's  argument.  So  far,  they  have 
put  up  $12  million. 

DeCode  has  used  the  money  to 
assemble  a  genealogy  database  of 
600,000  Icelanders  dating  back  to 
the  year  900.  To  protect  people's  pri- 
vacy, it  invited  the  government's  Data 
Protection  Commission  to  encrypt 
the  names. 

DeCode  is  also  working  with  physi- 
cians to  sign  up  patients.  For  example, 
to  find  the  gene  for  familial  essential 
tremor,  the  inherited  tendency  toward 
uncontrollable  shaking,  John  Bene- 
dict, a  participating  neurologist,  col- 
lected blood  from  116  patients  and 
400  of  their  relatives.  Before  turning 
the  samples  over  to  DeCode,  a  Com- 
mission representative  coded  the 
tube,  to  match  the  codes  in  the 
encryi  ted  genealogy  database. 

Using      automated      sequencing 

machines  from  Perkin-Elmer,  DeCode 

sequenced  the  DNA  from  the  healthy 

and  the  sick  to  locate  the  gene.  Says 

isson,    "It   took   six   months, 

is  it  would  take  two  years  in  a 

geneous  population."     uuul 


AT&T  is  buying  TCI  to  create  a  telecom 

for  the  21st  century.  To  see  how  it  could  work, 

they  need  only  check  out  Britain's  NTL. 

Telecom-to-order 


By  Caroline  Waxier 

The  day  the  news  broke  that  at&t 
was  buying  TCI,  Barclay  Knapp  was 
lunching  on  grilled  chicken  and 
tomato  ravioli  at  New  York's  Hotel 
Inter-Continental.  Sharing  the  meal 
were  high-powered  money  managers 
representing  the  Bass  brothers,  GE 
Capital  and  Neuberger  &  Berman. 

The  money  managers  strained  to 
hear  every  word  that  Knapp  said  over 
lunch  because  Knapp,  chief  executive 
of  U.K.  cable  and  telephone  company 
NTL,  had  already  taken  his  company 
where  AT&T/TCI  were  going. 

"ntl  is  already  a  successful  combi- 
nation of  cable  and  telephony," 
explains  investor  Salvatore  Muoio,  of 
S.  Muoio  &  Co.  "What  at&t  did 
today  just  validates  NTL's  strategy." 
Compared  with  companies  like  AT&T, 
WorldCom  and  Cable  &  Wireless 
Communications,  ntl,  Inc.  is  a  flea 
among  elephants — but  a  nimble  flea. 
With  expected  1998  revenues  of  just 
under  $1  billion,  it  is  the  third-largest 
cable  company  in  the  U.K.,  behind 
Cable  &  Wireless  and  Telewest. 

What  makes  NTL  unique  is  that  it 
already  bundles  telephone  service, 
cable  and  Internet  access  into  a  single 
service.  (It  also  broadcasts  radio,  TV 
and  mobile  telephone  signals  via 
1,200  transmission  towers  across  the 
United  Kingdom.) 

ntl  has  already  installed  its  cable 
and  telephone  systems  in  more  than 
950,000  British  homes,  and  has  licens- 
es to  build  in  areas  with  5  million 
homes.  In  February  it  entered  into  an 
agreement  to  pay  $600  million  for 
Comcast  U.K  Last  month  it  agreed  to 
buy  two  other  British  cable  companies 
for  $1.54  billion  in  stock  and  cash. 

NTL  combines  innovative  technolo- 
gy with  innovative  marketing,  offering 
a  wide  variety  of  choices  and  respond- 
ing rapidly  to  customer  demands.  Its 
mi  st  effective  offering  is  its  First 


Choice  entry  package,  which  offers 
local  and  long  distance  telephone  ser- 
vice, including  call-waiting  and  call- 
return,  plus  seven  cable  television  sta- 
tions and  five  network  TV  stations  for 
$15  a  month.  Its  major  competitor, 
British  Telecom,  charges  as  much  for 
telephony  alone.  Rupert  Murdoch's 
BSkyB  satellite  service  offers  a  basic 
27-channel  package  for  about  $19, 
but  no  telephone  service.  Other  U.K 
cable  providers,  like  Cable  &  Wireless 
and  Telewest,  copy  ntl's  strategy,  but 
with  fewer  choices  for  consumers. 

Lured  by  that  bargain  package, 
many  NTL  customers  quickly  sign  up 
for  add-ons.  Additional  channels  are 
nearly  $7  more  per  group.  If  an  ntl 
customer  wants  Internet  access,  he  or 
she  pays  $16  more  per  month  for 
unlimited  access  through  a  joint  ven- 
ture with  Virgin  Group's  new  Internet 
service  company,  Virgin  Net.  Soon 
NTL  will  even  offer  Internet  access  via 
television  through  its  recently  pur- 
chased NetChannel  U.K. 

ntl's  service  is  delivered  over  a 
national  and  local  telecommunications 
network  that  it  built  for  $1.4  billion. 
This  new  fiber  network,  built  from 
glass  filament,  carries  so  much  band- 
width that  ntl  can  offer  a  wide  variety 
of  services  over  a  single  channel. 

Alan  Snyder,  a  veteran  telecom 
investor  who  heads  up  Snyder  Capital 
Management,  is  a  great  admirer  of 
ntl.  He  explains:  "In  the  U.S.  folks 
laid  down  networks  for  35  to  40  chan- 
nels, then  had  to  keep  upgrading 
them,  ntl  learned  from  everyone's 
mistakes.  From  day  one  they  decided 
to  build  a  system  for  anything  that 
might  come  along  in  the  next  ten 
years — It's  like,  'Build  it,  and  we'll 
find  stuff  to  put  over  it.'" 

Owning  both  the  network  and  the 
so-called  last  mile  into  the  end  cus- 
tomer's house  gives  ntl  great  packag- 
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ing  and  pricing  flexibility.  Indeed,  it  is 
to  attain  this  so-called  last-mile  access 
that  AT&T  is  willing  to  pay  S48  billion 
for  John  Malone's  TCI. 

NTL's  low-cost  multichoice  strategy 
is  helping  it  build  market  share:  The 
company  has  a  40%  penetration  rate  in 
most  of  its  licensed  areas — almost 
twice  that  of  any  competitor.  Its  churn 
rate  is  only  12%  compared  to  25%  for 
rivals  like  Telewest. 

The  brains  behind  this  British  phe- 
nomenon are  a  pair  of  Americans, 
George  Blumenthal,  54,  and  Knapp, 
41.  Previously,  Knapp,  Blumenthal 
and  third  partner  William  Ginsberg 
ran  Cellular  Communications  Inc.,  the 

N  first  publicly  traded  cellular  com- 
panv.  Blumenthal  inherited  a  NYSE  scat 
from  his  father  and  got  into  cellular 
telephony  as  an  investor  in  Cellular 
Communications.  Blumenthal  met 
Knapp  in  1982,  when  Knapp,  trained 
initially  as  a  mathematician,  was  study- 
ing at  Harvard  Business  School. 
Intrigued  with  the  potential  of  cellular 
telephony,  Knapp  signed  on — first  for 
a  summer,  then  for  good. 


The  company's  operations  were  in 
Ohio.  At  $2,000  each  in  1987,  cellu- 
lar phones  were  priced  out  of  most  of 
the  market,  but  Knapp  came  up  with 
the  idea  of  renting  the  phones  to 
create  a  customer  base.  In  a  five-year 
transaction,  culminating  in  1996,  Cel- 
lular Communications  was  sold  to 
what  is  now  Airtouch,  for  $2.5  billion. 

From  the  sale,  Knapp  and  Blumen- 
thal held  back  several  fledgling  busi- 
nesses. These  assets,  including  what  is 
now  ntl,  have  become  the  basis  for 
three  Nasdaq  issues.  Cellular  Com- 
munications International,  run  by 
Ginsberg,  owns  a  stake  in  one  of  the 
two  cellular  licenses  for  Italy. 
CoreComm,  run  by  Knapp,  has  a  50% 
market  share  of  the  cellular  telephone 
market  in  Puerto  Rico  and  the  Virgin 
Islands,  and  is  making  inroads  in  the 
Ohio  telecom  market. 

Of  the  three,  ntl  is  the  star  per- 
former. From  the  beginning  it  has 
been  a  voracious  consumer  of  capi- 
tal— all  that  fiber  doesn't  come  cheap. 
It  has  already  borrowed  $4  billion, 
and  its  cash  flow  barely  covers  interest 


costs,  says  Aryeh  Bourkoff,  high-yield 
analyst  at  CIBC  Oppenheimer.  But  this 
is  to  be  expected  of  a  company  that 
has  deliberately  expanded  ahead  of  its 
market  and  installed  plenty  of  excess 
capacity.  Understanding  this,  some 
smart  investors  have  come  aboard. 
Capital  Group  owns  4.5%  and  Baron 
Capital  owns  8%.  Traded  on  the 
Nasdaq,  what  is  now  known  as  NTL 
was  spun  off  to  the  public  in  1991. 
Since  then,  its  stock  has  gone  from  $3 
to  a  recent  $56  a  share. 

Meanwhile,  as  if  not  satisfied  with 
giving  British  Telecom  and  Rupert 
Murdoch  a  hard  time  in  the  U.K., 
CoreComm,  a  Blumenthal/Knapp 
outfit,  is  crowding  Ameritech  in  its 
midwestern  U.S.  telephone  markets 
by  using  its  small  Ohio  network  to 
offer  consumers  a  wide  choice  of  ser- 
vices a  la  NTL.  "We've  got  3  price 
points  and  12  variations  for  each. 
That's  3  to  the  12th  power — thou- 
sands of  combinations,"  says  Knapp. 

Out  of  such  marketing  math  may 
well  come  the  model  of  the  future  of 
the  telecom  business.  WM 


"NTL  is  a  successful 
combination  of  cable  and 
telephony,"  says  Salvatore 
Muoio.  "What  AT&T  did 
just  validates  NTUs  strat- 
egy." Next  to  companies 
like  WorldCom  and  Cable 
&  Wireless,  NTL  is  a  flea 
among  elephants— but  a 
nimble  flea. 
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computers  &  communications 


High-paying  computer  jobs  are  going  begging.  But  no  shortage  lasts  forever. 

Enjoy  it  while  it  lasts 


By  Philip  E.  Ross 

The  San  Jose  Mercury  News  is 
crammed  with  help  wanted  ads  for 
programmers — dozens  of  pages  of 
new  computer  jobs  each  week.  It's  a 
job  hunter's  paradise.  Kids  just  out  of 
college  are  getting  $5,000  signing 
bonuses  and  $45,000  salaries  to  write 
garden  variety  software.  The  official 
forecast  (see  table,  p.  75)  is  for  a  short- 
age of  programming  talent  at  least 
through  2006. 

So  should  you  drop  your  career 
and  go  back  to  school  to  become  a 
software  writer?  If  the  business 
intrigues  you,  perhaps.  But  don't  do 
it  just  for  the  money. 

There's  every  reason  to  expect  that 
software  wages  will  level  off,  says 
Allan  Fisher,  an  associate  dean  at 
Carnegie  Mellon  University  who  has 
studied  the  job  market  for  computer 
programmers.  Yes,  he  says,  the  forces 
of  supply  and  demand  work  in  the 
labor  market.  Higher  prices  draw  new 
talent,  and  after  a  lag  the  price  of 
labor  comes  down. 

This  may  surprise  you  if  your 
image  of  the  computer  business  is 
framed  by  companies  like  Dell  and 
Microsoft,  but  even  this  young  indus- 
try has  had  its  ups  and  downs.  Fol- 
lowing years  of  rapid  increase  in 
demand  for  computers  and  comput- 
er skills  in  the  1980s,  there  were 
large-scale  layoffs  late  in  the  decade. 
College  students  responded  accord- 
ingly, with  a  sharp  drop-off  in  com- 
puter course  enrollments,  beginning 
in  1987. 

Students  are  responding  again  to 
the  signals  of  the  marketplace.  Fisher 
counts  a  40%  or  so  increase  in  com- 
puter enrollment  at  major  universities 
in  each  of  the  past  two  years. 

When  they  finish  their  degrees, 

today's  computer  students  will  prob- 

prosper  initially,  but  with  no 

antees  of  lifetime  employment. 

i  in  today's  superheated  market, 

teenies  are  being  axed.  Motoro- 

is  in  the  midst  of  canning  15,000 


employees.  At  Digital  Equipment 
(now  owned  by  Compaq)  employ- 
ment is  off  by  some  70,000  from 
nearly  a  decade  ago.  Right  now,  it 
isn't  tough  for  the  axed  to  find  other 
jobs,  but  that  situation  could  change. 
"This  sort  of  boom-and-bust  cycle 
was  first  noted  in  agriculture,  where 
it's  called  a  hog  cycle,"  says  econo- 
mist Julian  Betts,  a  visiting  fellow  at 
the  Public  Policy  Institute  of  Califor- 
nia, in  San  Francisco.  "The  price  of 
bacon  goes  high,  you  breed  pigs 
instead  of  cattle.  If  rye's  cheap,  no 

Seesaw  job  market 

Annual  change  in  employment* 


'89    '90    '91    '92    '93    '94    '95    '96 

'Change  from  previous  year. 

Source:  U.S.  Department  of  Labor,  via  the  Institute 
of  Electrical  &  Electronics  Engineers. 

Techies  are  in  demand  now,  but 
there's  no  smooth  path  to  prosperity. 


one  plants  it,  and  the  price  rises.  Well, 
in  the  late  1980s  and  early  1990s  the 
market  for  computer  professionals 
seemed  pretty  bad,  and  that's  reflect- 
ed in  the  smaller  number  who  gradu- 
ated in  the  mid-1990s." 

Betts  has  found  that  the  labor 
market  is  remarkably  sensitive  to  such 
coming  changes.  "It's  been  shown 
that  the  number  of  people  training  to 
be  schoolteachers  began  to  decline  in 
the  early  1970s,  a  few  years  before  the 
bain  bust  began,"  he  notes.  "Also,  I 
looked  at  how  much  undergraduates 
know  about  the  labor  market,  and 


was  surprised.  On  average,  an  under- 
graduate at  my  university  [the  Uni- 
versity of  California  at  San  Diego]  had 
remarkably  good  knowledge  of  the 
relative  pay  in  different  fields  and  for 
different  degree  levels."  The  average 
error  was  just  6%. 

Employers,  too,  are  anticipating  a 
better  balance  between  supply  and 
demand  in  the  programmer  business. 
Rather  than  raise  their  pay  structure 
high  enough  to  fill  job  vacancies,  they 
offer  signing  bonuses  and  outsource 
computer  work  to  consultants. 

Anthony  P.  Carnevale,  an  econo- 
mist at  the  Educational  Testing  Ser- 
vice, has  some  excellent  advice  for 
those  who  want  a  career  in  the  com- 
puter business:  Learn  how  to  use 
technology,  not  how  to  create  it. 

Carnevale  wrote  a  study  called 
"Education  for  What?"  His  thesis: 
Most  of  the  hiring  in  recent  years  has 
been  in  finance,  accounting  and  mar- 
keting, where  the  skill  needed  is  not 
making  technology  but  using  it.  In 
the  U.S.  economy,  he  points  out,  53 
million  people  use  technology, 
whereas  only  10  million  do  technolo- 
gy and  just  1.3  million  work  in  infor- 
mation technology. 

"It's  absolutely  true  that  technolo- 
gy is  driving  economic  change," 
Carnevale  says.  "Yet  technology  can 
be  important  and  at  the  same  time  a 
not  very  promising  field  for  employ- 
ment. Because  plant,  equipment  and 
technology  are  so  productive,  you 
can  do  more  with  them  while  using 
fewer  and  fewer  people." 

What's  happening  in  the  software 
field  is  instructive  here.  While  entre- 
preneurs like  Computer  Associates' 
Charles  Wang  are  building  great 
enterprises  via  merger,  they  are  rudi- 
lessly  laying  off  employees. 

There's  always  room  at  the  top. 
Brilliant  programmers  will  make  large 
incomes.  But  don't  kid  yourself  that 
run-of-the-mill'' techies  have  a  perma- 
nent ticket  to  prosperity.  ■■ 
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how  a  business  does  ©business 


To  take  real  advantage  oi  the  Web's  potential,  you  need  to  be  sure  your  site  is  more  than  just  another 
order  taker.  It  needs  to  be  a  hilly  integrated  rulhllment  machine.  And  now  with  the  Fandesic™ 
internet  business  solution,  yours  can  be.  It  automates  everything  horn  billing  and  accounting  to 
shipping  and  rulhllment — even  inventory  management  and  financial  reporting.  Everyone  gets  the 
inrormation  they  need — simultaneously  and  automatically — with  realtime  reporting.  So  you  always 
know  the  status  or  an  order.  And  your  site  will  never  take  an  order  lor  something  you  don't  have, 
visit  our  site  tor  more.  Or  call  1-888-349-ehiz,  ext.  200.  Your  site  will  never  come  up  short  again. 
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ir^iTTmri       parameters 


By  Andrew  J.  Kessler 


A  switch  in  time 


Packet- 
switching  is 
wonderfully 
versatile,  but 
there  is  that 
downside:  the 
electronic 
overhead. 


It  is  taken  as  axiomatic  in  venture  capital 
circles  these  days  that  packets  are  in  and  cir- 
cuits are  out.  By  this  reasoning,  most  old 
telephone  companies,  which  live  and 
breathe  circuits,  are  passe.  The  future 
belongs  to  packet-minded  companies, 
including  Sprint,  Cisco  and  Qwest. 

The  world  is  not  so  simple.  The  future, 
especially  the  future  of  Internet  traffic,  may 
belong  to  a  blend  of  packets  and  circuits. 
It's  not  going  to  be  as  easy  to  pick  winners 
and  losers. 

First,  some  definitions.  A  circuit  is  a  fixed 
communications  line  that  connects  point  A 
to  point  B.  In  the  old  days,  this  is  the  way 
all  telephone  traffic  was  carried.  You'd 
crank  a  handle  on  your  phone,  and  Gertie, 
working  the  night  shift  at  the  telephone 
company  building,  would  stick  a  plug  into  a 
hole  and  connect  you  to  the  doctor.  Gertie 
acted  as  a  switch.  Once  she  connected  the 
plug,  an  unbroken  line  of  copper  connected 
your  house  to  the  doctor's  house. 
Nowadays,  the  copper  might  be  replaced 
with  an  optical  fiber  you  share  with  a  lot  of 
other  callers,  but  the  concept  is  the  same:  a 
fixed  path  that  leads  from  A  to  B . 

Packet-switching  is  something  else  alto- 
gether. In  this  mode  of  communication,  the 
voices  or  data  files  going  from  A  to  B  are 
carved  up  into  tiny  slivers,  which  are  then 
routed  every  which  way  across  the  country 
and  reassembled  at  the  destination.  Each 
packet  has  an  address  in  it  to  tell  where  it's 
headed.  All  this  carving-up  and  reassembly 
entails  a  fair  amount  of  overhead,  but  the 
system  pays  off  in  denser  use  of  the  phone 
network.  With  circuits,  there  are  a  lot  of 
dead  air  spaces — lines  left  open  from  talkers 
pausing  or  taking  a  breath. 

Packet-switching  started  off  as  a  means  of 
handling  pure  data  traffic,  such  as  files 
being  zipped  around  a  network  of  office 
computers.  It  has  greatly  extended  its  reach 
with  the  explosion  of  the  Internet,  which 
is  very  packet-flavored.  And  now  it  is  used 
for  voice  calls — at  Qwest  and  at  Internet 
telephony  outfits. 

Packet-switching  is  wonderfully  versatile, 
but  there  is  that  downside:  the  electronic 
overhead.  Your  packets,  intermingled  with 


packets  from  everyone  else,  go  whipping 
through  routers,  bridges,  hubs,  network 
access  points,  modem  banks  and  local  area 
networks,  all  of  them  burdened  with  rout- 
ing, sorting  and  collision-avoidance  mecha- 
nisms. It  is  a  wonder  that  anything  ever 
shows  up  intact. 

We  have  now  spent  more  than  a  decade 
building  this  packet  network.  It  is  based  on 
a  now-faulty  premise:  that  80%  of  data  con- 
nections will  be  local.  That's  the  way  they 
used  to  be,  back  when  the  typical  network 
was  67  PCs  in  accounting  connected  to  a 
database  upstairs.  Now  the  typical  connec- 
tion is  you  on  the  West  Coast  trying  to 
download  a  sports  Web  page  in  Virginia. 
There  are  a  lot  of  bottlenecks,  the  router 
being  the  biggest  one.  It  is  a  traffic  cop  and 
an  intersection  put  together.  As  at  real  traf- 
fic intersections,  packets  back  up  in  queues, 
except  if  they  wait  too  long,  they  can  get 
dropped.  Your  stock  trade  may  get  lost 
behind  a  large  photo. 

The  public  switched  telephone  network, 
on  the  other  hand,  has  a  rather  cool,  effi- 
cient manner  about  it.  You  pick  up  the 
phone,  get  a  dial  tone,  dial  a  number,  are 
connected  in  a  matter  of  seconds  and  usual- 
ly have  a  quiet,  private  connection  to  your 
party.  Besides  the  occasional  government 
wiretap,  you  have  the  line  to  yourself. 

Is  there  some  way  to  combine  the  best  of 
both  worlds?  There  is.  Put  more  switches 
and  fewer  routers  into  our  telecom  net- 
work. More  Gerties  and  fewer  traffic  cops. 

Cisco,  famous  for  its  routers,  is  doing 
this  already,  having  moved  into  switches 
with  its  purchases  of  Crescendo  and 
Stratacom.  The  next  step  will  be  to  borrow 
a  page  from  the  old  Ma  Bell  "signaling  sys- 
tem," which  runs  parallel  to  those  circuits 
and  tells  the  switches  who's  calling  whom 
and  who  should  get  billed  for  the  toll 
charge.  A  similar  signaling  system,  just  now 
coming  into  data  networks,  could  someday 
make  it  possible  to  create  a  wide-open, 
high-speed  link  between  my  PC  and  that 
sports  page.  It  could  open  bottlenecks  and 
make  the  Web  a  truly  usable  mass  medium. 

Circuits  aren't  as  dead  as  they  look.  Nor 
are  all  the  phone  companies.  ■■ 


Andrew  J.  Kessler  (akessler@velcap.com;  5  a  general  partner  of  Velocity  Capital  Management, 
a  technology  and  communications  investment  company  in  Palo  Alto,  Calif. 


208 


Forbes  ■  July  27,  1998 


"All  day  long,  I'm  on  the  move.  I  need  color  printers 
that  can  go  like  the  wind. n 


Phil  Bennett 
Dir.  of  Sales  &  Mktg. 
The  Hinckley  Co. 
Custom  Yacht  Builders 


Optra  Color  45 


When  speed  counts,  you  can  count  on  Lexmark.  The  new  Optra"  Color 
family  prints  up  to  12  color  pages  per  minute  -  twice  as  fast  as  most  color 
printers.  and  the  less  time  you  spend  printing  sales  material,  the  more  time  you 
have  for  other  sails. 

you  told  us  you  want  to  print  quickly,  clearly,  easily  and  inexpensively  - 
just  as  you  do  in  black  &  white.  wlth  the  brilliance  of  vivid  color.  so  our  optra 
Color  family  does  just  that  -  at  prices  as  low  as  $449*  Call  i-8oo-lexmark 
(1-800-539-6275)  or  visit  us  at  www.lexmark.com/s/  to  see  how  the  Optra  Color 
family  blows  by  the  competition.  Exactly  what  you  want...in  print. 
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Color  1200 


l  Lexmark  International,  Inc.  All  nghts  reserved  •Estimated  street  price.  Prices  may  vary  Lexmark,  Lexmark  with  diamond  design,  and  Optra  are  trademarks  | 
of  Lexmark  International,  Inc  registered  in  the  United  States  and/or  other  countries  Other  trademarks  are  property  of  their  respective  owners. 


HONE-POULENC 
UNITING 
CIENCES  FOR 


IMPROVE  LIFE, 
WE  EXPLORE 
ALL  OF  ITS  FORMS. 


ilding  on  the  vital  links  between  plant,  animal  and  human  health.  Rhone-Poulenc  pursues  leading  edge  research  and 
nufactures  products  to  enhance  all  forms  of  life.  One  of  our  subsidiaries,  Rhone-Poulenc  Rorer,  discovers  medicines 

it  improve  human  health.  Another.  Pasteur  Merieux  Connaught.  continues  a  century-long  track  record  of  vaccine 
akthroughs.  A  third,  Rhone-Poulenc  Agro,  invents  solutions  for  improving  the  protection  and  quality  of  crops.  And 

one-Poulenc  Animal  Nutrition  together  with  Merial*  create  advances  in  animal  health.  All  life  sciences  at  Rhone-Poulenc 

rve  a  single  mission:  to  improve  the  health  and  well-being  of  people  around  the  world. 

1/50  joint  venture  with  Merck  &  Co.,  Inc.  http://www.rhone-poulenc.com    Tel:  888  776  8368 
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I^HiliMhH     insights 


By  Peter  Huber 


Making  sense  of  the 
TCI/AT&T  deal 


Forty-eight  billion  for  tci?  It's  an  awful 
lot  of  money.  But  to  make  sense  of  the 
AT&T  deal,  be  sure  to  turn  on  your  cable 
modem  first. 

Monthly  charges  run  between  $25  and 
$60.  But  I  figure  I  paid  off  six  months  of 
my  new  cable  Internet  service  in  the  first 
15  minutes  of  use.  I  was  in  the  market  for 
a  fancy  2 00 -disk  CD  changer.  About  to 
order  a  Sony  CDP-CX270  from  Crutch- 
field's  paper  catalog,  I  decided  to  give  my 
just-installed  cable  modem  a  whirl  by 
checking  the  on-line  store.  The  price  there 
was  $200  lower. 

I  also  needed  a  $400  piece  of  hardware 
for  an  office  computer  network.  I'd  planned 
to  order  from  PC  Connection's  catalog,  but 
the  speed  of  the  new  modem  again  tempted 
me  to  surf  for  price,  and  I  saved  $30  at 
Egghead.  This  cable  modem  supplies  the 
first  connection  that's  fast  enough  to  make 
on-line  comparison  shopping  bearable — 
pleasant,  even — for  a  zero-wait-state  shop- 
per like  me. 

The  more  bandwidth  I  get,  the  more  I 
want.  My  cable  company  in  Maryland 
(Montgomery  Cable,  a  subsidiary  of  Prime 
Communications)  requires  an  ordinary 
phone -line  dial-up  connection  to  kick  it  into 
action — a  clunky  but  still  common  arrange- 
ment. It  takes  me  70  seconds  to  bring  up 
Egghead's  home  page  from  a  standing  start 
off-line  in  Windows.  Establishing  the  dial- 
up  phone  connection  accounts  for  about  20 
seconds;  the  other  50  are  burned  up  by 
Windows  shuffling  my  files,  Montgomery 
Cable's  server  (verifying  my  account),  and 
the  network  and  Egghead  server  beyond. 
My  isdn  line  to  the  Microsoft  Network 
(which  uses  Uunet)  can  do  the  same  in  50 
seconds  because  ISDN  dial-up  is  almost 
instantaneous.  For  short  E-mails  and  stock 
price  updates,  Bell  Atlantic's  ISDN  line 
remains  the  fastest  option. 

But  the  cable  modem  wins  hands  down 
once  I'm  on-line  and  flipping  pages.  It  takes 
5  to  8  seconds  to  pull  up  a  new  graphic-rich 
page  with  my  cable  modem,  versus  15  to  30 
seconds  with  my  ISDN  line  and  a  minute  or 


The  more 
bandwidth 
I  get,  the 
morel 
want. 


more  on  a  regular  analog  modem.  I  expect 
the  cable  modem's  performance  to  get  a  lot 
better  than  that.  Much  of  the  choking  in 
the  Web  occurs  in  the  servers  and  routers 
higher  up  in  the  Web,  not  in  the  local  link. 
My  cable  modem  spends  a  lot  of  time  wait- 
ing for  others  upstream.  But  month  by 
month,  every  tier  of  the  Web  gets  faster. 

If  vendors  aren't  yet  clamoring  to  pump 
bandwidth  to  your  home,  they  will  be 
shortly.  Only  about  10%  of  U.S.  homes 
have  access  to  high-speed  cable  modem  ser- 
vice today,  but  60%  will  by  the  end  of 
1999.  Hughes  Electronics  and  resellers  of 
its  service  offer  high-speed  Internet  access 
via  direct  broadcast  satellite  to  all  U.S. 
households  and  businesses  with  a  line  of 
sight  to  the  equatorial  sky.  Other  broad- 
band satellite  networks  will  be  operational 
soon:  Iridium,  GlobalStar  and  Ellipso  this 
year,  Odyssey,  ICO,  Astrolink  and  Spaceway 
in  2000.  If  regulators  ever  let  them  deploy 
the  service  efficiently  and  profitably,  phone 
companies  will  join  the  fray  with  some  vari- 
ation on  the  digital  subscriber  loop  that  can 
deliver  bits  at  near-cable  speeds,  in  the  hun- 
dreds of  thousands  per  second. 

$o  forget  all  the  smart  ways  you  shop  for 
cars,  computers,  home  electronics,  razors, 
just  about  anything  sold  by  brand  name, 
from  kitchenware  to  furniture  to  jeans:  If 
you're  buying  such  things  face-to-face,  or 
from  paper  catalogs,  you're  paying  too 
much.  Bandwidth  gives  you  extraordinary 
new  power  to  compare  prices  aggressively. 
Alan  Greenspan  may  have  trouble  keeping 
track  of  how  my  cable  company  cut  the 
price  of  my  stereo  system.  But  begin  cruis- 
ing the  Web  at  a  decent  speed  and  you'll  see 
prices  collapse  before  your  eves. 

Asphalt-and-concrete  retailing  cannot 
survive  this  onslaught  of  photons.  A  handful 
of  on-line  megamarts  are  going  to  emerge 
to  sell  just  about  everything  bought  by 
people  who  know  exactly  what  they  want, 
and  want  it  cheap.  The  winners  will  be 
those  who  capture  the  vast  economies  of 
scope  and  scale  that  on-line  retailing  offers. 
And  those  who  supply  the  line.  ■■ 


Peter  Huber,  a  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  a*d  Disorder  in  Cyberspace  (Oxford  Press,  1997); 
E-mail  address:  PeterWHuber@MSN.com  Home  page:  httpV/www.phube'  com/'iuber/home.html 
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re  you  maki 


.,  s  marketplace  is  a  sea  of 
opportunity.  But  to  fully  capitalize, 
all  components  of  an  organization 
need  to  be  in  optimal  alignment. 
With  vast  experience  in  strategy, 
technology,  process  and  people, 


ng  the  most  of  all  your  strei 


Andersen  Consulting  can  help  you 
capture  your  potential.  Instead  of 
isolated  improvements,  we'll  work 
to  dramatically  improve  the  perfor- 
mance of  your  entire  organization. 
And  when  all  your  strengths  are 


working  together,  the  reward  may  be 
greater  than  you  ever  imagined. 


Andersen 
Consulting 


Visit  our  web  site  at  www.ac.com 


The 


Have  you  tried  P/G? 

Kent  International  Growth  has  a  unique  approach  to  international  investing 
If  you  accept  its  logic,  forget  the  scare  stories  and  buy  Japan. 


By  Thomas  Easton 

Buy  whatever  everyone  else  is 
buying.  That,  in  a  nutshell,  is  the 
essence  of  indexing.  For  an  interna- 
tional fund,  it  means  jumping  onto 
some  very  overloaded  bandwagons. 
The  formula  would  have  compelled 
you,  in  late  1989,  to  put  49%  of  your 
foreign  assets  in  Japan  just  before  its 
market  collapsed  by  60%.  Now  that 
the  Japanese  market  has  collapsed,  its 
weighting  in  an  index  fund  is  much 
smaller. 

Does  this  make  sense,  to  have  less 
money  in  Japan  when  it's  out  of  favor? 
Joseph  Keating,  the  46-year-old 
founder  of  the  Kent  International 

What's  the  world  worth? 


— %  allocation  by  country — 

Kent  Vanguard  Star     Market 

International       International  1997 


Australia' 

2.2% 

2.1% 

0.45 

Austria' 

0.8 

0.7 

0.10 

Belgium' 

1.4 

1.3 

0.29 

Denmark 

1.0 

0.7 

0.39 

Finland 

0.9 

0.7 

0.36 

France' 

8.3 

8.6 

0.32          I 

Germany' 

10.9 

9.9 

0.21          fy 

Great  Britain' 

22.0 

19.1 

1.03 

Hong  Kong' 

1.9 

3.0 

1.08 

Ireland 

0.2 

0.7 

0.33           i* 

Italy' 
Japan' 
Malaysia' 
Netherlands' 
New  Zealand 


4.6 
18.5 
1.1 
5.3 
0.2 


0.21 
0.35 
0.52 
0.88 
0.27 


Norway 

Singapore' 

Spain' 

Sweden' 

Switzerland' 


0.5 

0.7 

0.20 

0.7 

0.9 

1.08 

3.8 

3.3 

0.28 

2.9 

2.6 

062 

6.8 

7.3 

1.71 

Other  countries2 
Two-year  return 


7.7 


5.8 


Expenses  per  $100  in  assets      $1.30 


$0.35 


■Exposure  to  15  of  the  EAFE  countries  can  be  directly  purchased  through  the  use  of  WEBS,  or 
World  Equity  Baskets  The  composite  expense  ratio  would  be  1.19%.  Includes  Latin  America. 
Eastern  Europe,  the  Middle  East  and  developing  markets.  Vanguard  imposes  0.5%  purchase 
fee.  with  proceeds  added  back  to  fund. 


Markets  value  countries  as  differently  as  they  do 
companies.  A  low  price-to-GDP  ratio  is  like  a  bargain  P/E. 


f;^: 


Joseph  Keating 
of  the  Kent 
International  fund 
Buy  economies, 
not  markets. 


Growth  Fund,  doesn't  think  so.  He 
has  come  up  with  a  radically  different 
way  to  balance  an  index  fund:  invest  in 
proportion  to  a  country's  economy. 
The  result  is  that  he  buys  more  of  the 
out-of-favor  stock  markets,  and  less  of 
the  popular  ones,  than  a  conventional 
index  manager  would  buy. 

Depressed  though  it  is,  Japan's 
economy  is  still  powerful,  with  a  gross 
domestic  output  of  $4.3  trillion  for 
1997.  In  relation  to  that,  the  com- 
bined market  value  of  Japanese  stocks 
seems  rather  low  at  $1.5  trillion.  Take 
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the  ratio  of  these  two  quantities:  price 
to  GDP.  You  could  call  it  the  p/g  ratio. 
Japan's  p/g  ratio  is  0.35,  much  lower 
than  the  ratio  in  the  U.S.,  Great 
Britain  or  Switzerland  (see  table,  oppo- 
site). By  the  standard  of  p/g,  Japan 
looks  cheap. 

So,  reasons  Keating,  why  not 
overweight  Japan  a  bit?  He  does  just 
this  by  using  gdp  instead  of  market 
cap  as  the  guidepost  in  his  index 
fund.  That  pushes  up  his  Japanese 
allocation  from  21%  to  25%.  The 
Kent  fund  is  also  overweighted 
i  vis-a-vis  the  cap-weighted  index)  in 
Switzerland  and  to  a  lesser  extent 
Italy  and  Spain.  It  is  underweighted 
in  France  and  Germany. 

Does  this  contrarian  style  help 
returns?  A  little.  In  the  last  five  years 
Kcating's  fund  has  averaged  an  annual 
return  of  10.7%  before  expenses, 
about  a  point  ahead  of  the  9.5%  deliv- 
ered bv  the  Morgan  Stanley  Capital 
International  Europe,  Australasia,  Far 
Fast  index.  After  expenses  of  1 .3%  for 
the  retail  class  of  shares,  the  fund 
landed  a  tad  behind  the  index. 

More  to  the  point  is  how  Kent 
International  Growth  compares  with 
the  leading  international  index  fund. 
In  this  respect  it  looks  very  good.  In 
the  two  years  the  Vanguard  index  fund 
has  been  available,  it  has  lagged  by 
two  percentage  points  behind  the 
Kent  fund.  The  Vanguard  fund  is  also 
slightly  more  volatile. 

Keating,  the  chief  investment  offi- 
cer for  the  asset  management  sub- 
sidiary  of  Old  Kent  Bank  in  Grand 
Rapids,  Mich.,  came  up  with  the  idea 
for  his  fund  while  trying  to  structure 
an  investment  policy  for  his  bank's  not 
very  risk  tolerant  trust  customers. 
Keating's  theory  was  that  over  time 
•the  value  of  foreign  markets  would 
recognize  the  underlying  economic 
power  of  each  country — that  is,  that 
high  p/g  ratios  would  tenci  to  recede, 
and  low  ones  to  advance.  The  weight- 
ing by  GDP  gave  Keating  a  relatively 
low  exposure  to  Asia  when  it  was 
riding  high,  and  a  higher  exposure  to 
Europe  when  it  was  slumping.  Now 
the  exposures  are  beginning  to 
reverse. 

To  be  sure,  the  p/g  ratio  glosses 
over  real  differences  from  country  to 
country  in  corporate  finance.  You'd 
expect  a  low  p/g  where  the  custom 


(as  in  Japan)  is  for  high  levels  of  debt 
financing,  or  where  (as  in  Italy)  a  rel- 
atively large  share  of  economic  activi- 
ty is  undertaken  by  state-owned  or 
familv-owned  enterprises.  Nonethe- 
less, the  recent  reversal  of  fortunes 
between  Japan  and  Europe  suggests 
that  a  regression  to  the  mean  may  be 
at  work  here. 

Keating  isn't  trying  to  make  a 
killing.  "At  the  very  least,  it  is  a  way  to 
distill  some  of  the  more  manic  quali- 
ties from  investing,"  he  says.  "So  far, 
we've  been  pleased  by  the  low  risk, 
but  ultimately  we  think  there  will  be 
significantly  larger  reward." 

Interested?  If  you  are  investing  at 
least  $100,000,  you  can  get  into  the 
institutional  share  class  for  the  Kent 
fund,  shaving  0.25%  off  your  annual 


expenses.  That  brings  the  cost  down 
to  1.05%.  Another  approach  is  to 
copycat  the  weightings  in  assembling 
a  portfolio  of  webs  country  funds  on 
the  American  Exchange.  WKBS,  how- 
ever, have  pretty  stiff  annual  expenses 
themselves,  ranging  from  1%  to  1.7%. 
To  get  the  cheapest  portfolio, 
albeit  one  that  tracks  the  Keating 
philosophy  only  crudely,  go  to  Van- 
guard. Put  most  of  your  foreign  allo- 
cation into  the  Vanguard  Star  Total 
International  Index  Fund  (expenses, 
0.35%,  and  a  0.5%  upfront  fee  that 
goes  to  the  fund);  supplement  this 
with  an  investment  in  the  Vanguard 
Pacific  Fund  (same  fee  structure),  in 
order  to  tilt  your  weightings  back 
toward  Japan  and  other  out-of-favor 
Asian  markets.  ■■ 


Goldilocks 
funds 


Some  fund  families  are  just  too  small 

to  suit  your  needs,  some  too  large  to  beat  the  market. 

Can  you  find  one  that  is  just  right? 


By  Mary  Beth  G  rover 

How  no  you  choose  a  fund  family? 
You  can  go  with  a  giant  like  Fidelity 
Investments.  It  has  243  funds,  one 
for  every  possible  investment  need. 
The  problem  is  that  Fidelity  is  just 
too  darn  successful.  Its  10  largest 
U.S.  stock  mutual  funds  have  more 
than  $10  billion  each  in  assets.  It's 
pretty  hard  to  beat  the  market  with  a 
giant  fund. 

You  could  go  to  the  other 
extreme — to  a  tiny  fund  group  like 
Oak  Associates  or  Skyline.  Their 
stock  funds  are  doing  well  and  are 
small  enough  to  keep  doing  well. 
Problem:  These  families  don't  give 
you  a  balanced  diet.  Neither  has  such 
staples  as  a  municipal  bond  fund  or  a 
money  market  fund. 

Is  there  maybe  something  in  the 
middle — big  enough  to  offer  a  full 


menu,  small  enough  to  have  man- 
ageable-size funds? 

There's  Safeco.  This  $5.3  billion 
family  of  19  mutual  funds  offers  a 
pleasing  combination  of  low  costs  and 
good  performance.  Two  of  its  funds, 
Safeco  Equity  Fund  and  Safeco 
Income  Fund,  rank  as  Forbes  Best 
Buys  (Forbes,  Feb.  9)  by  dint  of  their 
superior  performance  and  low  cost. 

Safeco's  no-load  stock  funds  carry 
an  average  expense  ratio  of  only 
0.9%,  versus  1.2%  for  the  average 
domestic  equity  fund.  Safeco  Munic- 
ipal Bond  Fund  runs  up  annual 
expenses  of  0.5%,  below  the  0.7% 
average  for  its  peers,  and  has  deliv- 
ered an  above-average  return  the  last 
three  years. 

Unlike  at  Fidelity,  funds  are  just  a 
sideline  for  Safeco  Corp.,  an  insur- 
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Safeco  fund  managers  Richard  Meagley 
and  Thomas  Rath 
Room  to  maneuver. 


EN 


ance  and  financial  services  outfit  in 
Seattle.  But  maybe  that's  just  as  well 
for  the  investor  since  funds  can  be 
spoiled  by  success.  At  Fidelity  Magel- 
lan a  huge  $700  million  stock  posi- 
tion has,  at  1%  of  assets,  a  barely 
noticeable  impact  on  results. 
Magellan  is  thus  sort  of  limited  to 
buying  the  biggest  companies,  lest  its 
portfolio  become  unmanageable. 

Contrast  Safeco  Equity,  the  largest 
of  Safeco's  eight  stock  funds.  Says 
Richard  Meagley,  manager  of  the 
fund:  "I  have  an  advantage.  With 

Just  right 


$1.8  billion  in  my  fund,  I  can  totally 
focus  on  my  50  names."  Over  the 
past  five  years  Safeco  Equity  has 
returned  22%  annually,  in  line  with 
the  Standard  &  Poor's  500  stock 
inflex  and  3.4  points  ahead  of  Magel- 
lan. Largest  holdings  are  Chase  Man- 
hattan, Hartford  Financial  and  Kim- 
berly-Clark. 

Forbes  rates  Safeco  Equity  an 
"average  risk"  fund.  Lower  on  the 
risk  spectrum  is  the  $465  million 
Safeco  Income  Fund.  Run  by 
Thomas  Rath,  it  is  full  of  stocks  with 


Fund  family 

Cap-weighted 

Assets 

Number  of 

Average 

annualized 

3/31/98 

U.S.  stock 

expenses 

performance 

($mil) 

funds* 

per  $100 

6/30/88- 

3/31/98 

Invesco  Funds  Group 

17.1% 

$15,180 

12 

$1.13 

Scudder  Investor  Services 

17.0 

21,648 

7 

1.02 

Columbia  Funds  Management 

16.9 

3,874 

4 

0.87 

Neuberger  &  Berman  Management 

16.9 

14,080 

6 

1.02 

Safeco 

16.4 

3,613 

4 

0.88 

Value  Line 

15.5 

1,207 

4 

0.90 

Warburg  Pincus 

15.2 

3,252 

3 

1.13 

Jones  &  Babson 

15.1 

2,669 

5 

1.00 

USAA  Investment  Management 

13.3 

5,961 

4 

0.82 

•Funds  having  more  than  $50  million  in  assets  and  three  years  of  performance. 

Sources:  Forbes:  Morningstar. 

A  good  fund  family  offers  funds  with  three  things:  manageable  size, 

good  performance  and  low  costs. 

The  families  pictured  here  have  them  all. 


dividend  yields  higher  than  the 
market's — value  stocks  like  Philip 
Morris  and  Texaco.  With  growth 
stocks  leading  the  market  for  the  past 
three  years,  Rath's  fund  has  lagged 
the  market  but  beat  its  peers. 

Safeco's  hottest  fund  these  days  is 
Safeco  Growth,  run  by  Thomas 
Maguire.  Spurred  by  Maguire's  bet  on 
radio  broadcasters  like  SFX  Broadcast- 
ing and  American  Radio  Systems,  it's 
up  a  gorgeous  57%  over  the  past  year. 
This  has  forced  Maguire  to  expand  his 
portfolio  to  159  stocks  from  the  79  he 
owned  a  year  ago,  but  with  $1.6  bil- 
lion in  assets  it  is  still  a  long  way  from 
having  Magellan's  size  problem. 

Safeco  has  an  intriguing  entry  in 
the  small-cap  field  with  its  $57  mil- 
lion Small  Company  Stock  Fund. 
The  fund  is  up  41%  over  the  past 
year.  The  1.3%  expense  ratio  is  well 
below  average  for  funds  of  this  type. 
Large  weightings  are  in  the  technol- 
ogy and  health  care  sectors,  including 
such  companies  as  Ovid  Technologies 
and  Pentegra  Dental  Group. 

Safeco  isn't  the  only  medium-size 
fund  company  that  is  worth  a  look. 
The  table  at  left  shows  nine  no-load 
fund  families  with  stock  fund  assets 
between  $1  billion  and  $25  billion 
and  below-average  expense  ratios. 
Note:  Safeco  and  Columbia  offer 
broker-sold  versions  of  their  mutual 
funds.  Skip  them  and  opt  for  the 
no-loads.  M 
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The  i1 

Hundreds  of  Japanese  stocks  trade  at  less 
than  half  the  cash  they  have  in  the  bank. 

What  would  Ben 
Graham  say? 


By  Thomas  Easton 

Ben  Graham  defined  a  value  play  in 
these  terms:  You  buy  a  company  for 
two-thirds  or  less  of  its  net  current 
assets — current  assets  minus  all  liabil- 
ities. In  principle,  you  could  buy  a 
company  at  this  price,  liquidate  its 
inventory  and  receivables,  dump  the 
plant  and  equipment  in  the  East 
River  and  still  make  a  tidy  profit. 

Quaint  as  it  may  seem  today,  there 
were  bargains  aplenty  of  this  sort 
when  Graham  espoused  this  style  of 
investing  in  a  series  of  articles  in 
Forbes  in  1932. 

Believe  it  or  not,  there  are  many 
such  stocks  currently  available  in 
Japan  after  its  many  years  of  a  bear 
market.  P.  Nicholas  Edwards,  the  37- 
year-old  manager  of  Warburg  Pincus' 
Japan  Growth  and  Japan  OTC  funds, 
estimates  that  half  of  the  3,000  pub- 

Dollars  for  pennies 


Company/-:-;"." 

Cash 
rich 
ratio* 

Recent 
price 

Tokyo  Tourist/service 

229 

¥160 

Tostem  Viva/retail 

224 

221 

Nishikawa  Keisoku/precision  instruments 

213 

450 

Takigami  Steel  Construction/metal  products 

208 

390 

Sanko  Junyaku/pharmaceuticals 

189 

195 

Nova/service 

188 

390 

Nippon  Filing/household 

178 

540 

Emori/wholesale 

172 

411 

Japan  Process  Development/software 

172 

400 

OMW/machinery 

168 

3,390 

Sanyu  Construction/construction 

168 

655 

Takada  Kiko/machinery 

166 

520 

,.  ...  ......                                                                        ■   -■■  :                -,?  'w; 

These  companies  all  sell  for  below  liquidation  value. 
Could  times  be  that  bad? 


licly  traded  Japanese  firms  sell  for  less 
than  book  value.  Of  those,  about  200 
sell  for  less  than  the  net  cash  on  their 
balance  sheets. 

Edwards  defines  net  cash  the  way 
Graham  defined  net  current  assets, 
except  he  doesn't  even  count  inven- 
tories and  receivables.  Throw  the 
entire  company  into  Tokyo's  Imperi- 
al Moat,  keeping  only  the  bank 
accounts,  and  pay  off  all  the  creditors. 
What's  left  is  double  your  investment. 
Maybe.  Many  of  these  200  com- 
panies are  losing  money,  and  the 
Japanese  do  not  cotton  to  liquida- 
tions. A  lot  of  these  outfits  will  keep 
losing  money,  burning  through  that 
cash  you  are  buying  at  50  cents 
on  the  dollar.  Edwards  invents  a 
novel  negative  discounted  cash  flow 
analysis:  Figure  out  current  wealth 
minus  future 
losses  to  deter- 
mine the  years 
before  the  com- 
pany goes  broke. 
Still,  unless 
Graham's  princi- 
ples don't  work 
in  Japan,  there 
are  lots  of  bar- 
gains there.  "In 
the  U.S.,  some 
of  these  would 
have  been  taken 
over  and  some- 
one would  have 
done  something 
positive  with 
the  cash,"  says 
Edwards.  If  fi- 
nancial reform 
really  does  come 
to  fapan,  some- 


Fund  manager  Nicholas  Edwards 
Japan:  the  dark  side  of  investing. 


thing  similar  could  happen  there. 

A  promising  sign  on  the  Tokyo 
exchange:  increased  insider  buying  by 
other  corporations.  In  April  NCR 
Corp.  offered  just  under  $300  mil- 
lion for  the  30%  of  its  Japanese  sub- 
sidiary it  doesn't  already  own.  It  is 
getting  quite  a  good  deal:  The  Japa- 
nese shares  trade  for  just  over  book, 
whereas  their  U.S.  equivalents  are 
valued  at  2M  times  book.  Dozens 
more  deals  like  this  are  in  the  works, 
according  to  Edwards. 

A  word  of  caution:  In  late  June 
Edwards  went  to  the  high-class 
Ginza  district  to  visit  a  finance  com- 
pany selling  for  a  mere  10%  of  stated 
book.  He  discovered  that  a  lot  of 
that  book  value  consisted  of  repos- 
sessed property  carried  at  what  may 
be  unrealistic  valuations.  Edwards 
passed  on  it. 

Interested  in  some  Ben  Gra- 
hamesque  bottom-fishing  in  the 
Tokyo  market?  We  asked  Barr  Rosen- 
berg Investment  Management  to  list 
a  few  smaller  Japanese  stocks  selling 
at  50%  or  less  of  their  net  cash, 
defined  as  cash  less  all  liabilities. 
Given  Edwards'  experience  widi  that 
loan  company,  we'd  recommend 
buying  a  batch  of  these  shares  rather 
than  sinking  much  money  into  any 
one.  Among  the  bargains  there  will 
be  some  rotten  vegetables.  H 
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The  Test: 
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Tuesday.  November  25.  1997  •  Business 


Asian  Virus  Spreads 

financial  miracle  to  meltdown 


troiP^ 
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The  Results: 


BEATING  THE  INTERNATIONAL  AVERAGES       1 

Life  of      Morningstar 
1  Year        3  Years       5  Years        Fund           Rating 

International 
Growth  Fund 

33.8% 

232% 

177%  16.3% 

•••• 

Upper  International 
Funds  Average 

19.5% 

14.1% 

13.3%  n/a 

n/a 

International 
Discovery  Fund 

31.4% 

29.5% 

n/a    21.8% 

1 4/1/94 ) 

••••• 

Upper  International 
Small-Cap  Funds  Average 

14.4% 

13.4% 

ix/di     n/a 

n/a 

Average  Annual  Total 
Of  March  31, 1998.  Fun 

letums  As  Of  March  31, 1998.  Morningstar  Performanc 
ds  Rated  For  The  Overall  Period  Among  722  International 

'  Ratings  As 
Stock  Funds. 

The  Next  Step:  Call  American  Century 


Nothing  like  a  major  crisis  to  show  what  your 
international  fund  is  made  of.  That's*  why  the 
performance  of  our  International  Growth  and 
International  Discovery  funds  has  been  so 
impressive.  Both  funds  use  a  bottom-up  approach, 


focusing  on  rapidly-growing  companies,  rather 
than  betting  on  entire  countries.  While  past 
performance  doesn't  guarantee  future  results, 
these  funds  have  exceeded  category  averages,  year 
after  year.  To  find  out  more,  call  1-800-345-2021. 


OneSourcep 


Please  ask  for  a  prospectus  with  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it 
carefully  before  you  invest.  Please  consult  a  prospectus  for  information  about  other  share  classes.  Naturally,  past 
performance  can  'I  guarantee  future  results.  These  figures  are  for  investor  class  shares  and  assume  all  dividends  were  reinvested. 
Investment  return  and  the  value  of  your  principal  will  fluctuate,  and  the  final  value  of  your  investment  may  be  more  or  less 
than  what  you  started  with.  The  Upper  International  Funds  average  is  an  average  of  funds  that  invest  tlieir  assets  in  securities 
with  primary  trading  markets  outside  the  U.S.  The  Upper  International  Small-Cap  Funds  average  is  an  average  of  funds  that 
invest  at  least  65%  of  their  assets  in  equity  securities  of  non-United  States  companies  with  market  capitalization  less  than  $1 
billion  U.  S.  The  Upper  averages  are  not  investment  products  available  for  purchase.  You  should  keep  in  mind  tliat  international 
investments  are  subject  to  special  risks,  such  as  currency  fluctuation  or  political  instability.  The  International  Discovery 
fund  invests  primarily  in  stocks  of  smaller  companies  which  are  subject  to  greater  short-term  price  volatility  than  the  stocks 
of  larger,  more  well-established  companies. 

Morningstar  proprietary  ratings  reflect  risk-adjusted  performance  as  of  3/31/98.  These  ratings  may  change  monthly,  and  are 
calculated  from  the  fund 's  three-  and  five-year  (when  available)  average  annual  total  returns  in  excess  of  90-day  Treasury 
bill  returns,  with  the  appropriate  fee  adjustments  and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury 
bill  returns.  International  Discovery  has  a  five  star  rating  for  three-years  out  of  722  international  stock  funds. 
International  Growth  has  a  five  star  rating  for  three-years  and  a  four  star  rating  for  five-years  out  of  722  and  311 
international  stock  funds.  10%  of  the  funds  in  an  investment  category  received  five  stars;  the  next  22.5%  received  four 
stars.  ©1998  American  Century  Services  Corporation,  Funds  Distributor,  Inc.  News  headline  used  by  permission 
from  The  Gazette  neivspaper, -Montreal,  Quebec,  Canada,  November  25, 3997. 

Charles  Schwab  &  Co.,  Inc.  (member  SIPC/NYSE)  provides  recordkeeping  and  shareholder  services  for  shares  purchased 
through  its  Mutual  Fund  OneSource'  service.  fbs 


American 
Century. 


1-800-5-NO-LOAD 


1-800-345-2021 
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Cheap  portfolio 
insurance 


Our  specially  constructed  short-sale  portfolio 
once  again  did  what  it  is  supposed  to  do: 
perform  much  worse  than  the  market. 


By  Peter  Brimelow  and  Mark  Hulbert 

The  FoRBES/Hulbert  short-sale  portfolio  is  based  on  our 
combination  of  two  top-performing  advisory  services,  the 
Value  Line  Investment  Survey  and  the  Zweig  Performance 
Ratings  Report.  (Though  Zweig's  performance  ratings  no 
longer  are  published,  they  continue  to  be  calculated.  They 
were  exclusively  provided  to  Forbes  by  David  Katzen, 
who  is  portfolio  manager  for  the  just-launched  Zweig 
mutual  fund  that  will  use  a  similar  model:  the  Euclid 
Market  Neutral  Fund.) 

As  would  be  expected  in  a  powerfully  rising 
market  (since  the  portfolio  was  last  published — 
in  our  Feb.  23  issue — the  dividend-reinvested 
Wilshire  5000  has  risen  11.2%),  the  short 
sales  in  our  FoRBES/Hulbert  short-sale 


Mark  Hulbert,  editor  of  the  Hulbert 
Financial  Digest,  is  a  Forbes  columnist 
E-mail:  mark@hulbertdigest.com 


portfolios  did  not  produce  a  profit;  they 
rose  3.8%,  including  dividends.  We  prefer 
our  short  selections  to  make  money,  of 
course.  And  they  have,  on  several  occa- 
sions we've  offered  them.  (Previous  port- 
folios>  Dec.  1,  1997;  July  28, 1997;  Oct.  7, 
1996;  Jan  22, 1996;  July  31, 1995). 

But  our  real  aim  is  that  our  short 

selections   merely  underperform   the 

market.  That  way  they  can  be  used  as  a 

hedge  against  your  long  positions.  You 

may  lose  money  on  them,  but  your  gain 

on  your  long  positions  should  more  than 

compensate.  And  if  you  make  money  on 

our  short  selections,  you  are  in  effect 

being  paid  to  take  out  insurance.  Cheap 

insurance — because  if  you  use  your  long 

positions  as  collateral,  you  don't  even  have  to  put  up  cash. 

Overall,  during  the  entire  time  we've  been  offering 

these  short  portfolios,  the  Wilshire's  total  return  has  been 

a  gain  of  81.9%.  By  contrast,  our  shorts  gained  only 

4.5% — that  is,  if  you  had  shorted  them,  you  would  have 

lost  4.5%.  Thus,  to  guarantee  no  market  risk  whatsoever, 

our  program  would  have  charged  an  insurance  premium 

of  4.5%  over  three  years — around  1.5%  per  year.  And  it  still 

provided  investors  with  nearly  an  80%  profit. 

The  theory  behind  our  short  screen  is  this:  Reviewing 
the  Hulbert  Financial  Digest's  investment  letter  data- 
base, we  found  that  by  combin- 
ing the  systems  of  the  top- 
performing     Value    Line 
Investment  Survey  and 


Effective 
insurance 

Our  shorts  lagged  the 
market— eventually. 


12% 


February 


June 

Sources:  Hulbert  Financial  Digest;  Wilshire  Associates. 
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CUSTOMER     NEED 


SOLUTION 


i 


This  Australian 

banker  needs  an 

unconventional  solution 

When  Australia's  Colonial  Group  acquired  Colonial  State  Bank,  keeping  up  with 
the  competition  was  not  what  they  had  in  mind.  They  wanted  to  leapfrog  years  ahead 
of  their  nearest  rivals,  so  they  appointed  ALLTEL  to  manage  their  banking 
information  systems,  integrate  their  financial  software,  and  make  major  improvements 
to  their  voice  and  data  networks.  After  twelve  months'  search  for  the  right  partner,  only 
ALLTEL  offered  the  proven  expertise  they  were  looking  for,  and  shared  their  commitment 
to  doing  the  unconventional  with  conventional  tools  and  finding  better  solutions. 


1-888-2-ALLTEL 


www.alltel.com 


./aura 


ALWAYS  MORE  THAN  YOU  THOUGHT 


IL«. 


portfolio 


Our  new  short-sale  suggestions 


Ticker    Company/business 


Portfolio  One 


BA  Boeing/aerospace 

CYM  Cyprus  Amax  Minerals/mining 

XON  Exxon/oil 

HPH  Harnischfeger  Indus/heavy  equipment 

N  Inco  Ltd/mining 


Sales  Profits  EPS 
($mil)            CSmil) 
Latest  12  months — 


P/E 


$48,193 
3,190 

116,934 
2,649 
2,253 


$-686.0 
-2.0 

8,159.0 
-20.8 
-24.0 


$-0.70 
-0.01 
3.30 
-0.49 
-0.43 


Yield 


1.3% 

6.0 
2.3. 
1.4  ■ 
0.7 


-Price- 


Market 

recent       52-week —  value 

high  low  ($mil) 


•  $44.56  $60.50 

13.25  26.81 

71.38  76.00 

28.31  44.81 

13.63  31.88 


KMB  Kimberly-Clark/personal  products  12,358  817.4 

MOT  Motorola/telecom  manufacturing  30,038  1,035.0 

NKE  Nike/apparel  &  shoes  9,619  623.1 

RD  Royal  Dutch  PetroleumVoil  118,391  7,137.0 

SAFC  Safeco  Corp/insurance  5,280  430.0 

SC  Shell  Transport  &  Trading*/oil  51,243  3,102.0 


Portfolio  Two 


AEP  American  Electrical  Power/electric  utility  6,840  598.4 

AN  Amoco/oil  30,467  2,432.0 

AMP  AMP/computer  peripherals  5,747  458.9 

ELY  Callaway  Golf/sporting  goods  851  119.4 

D  Dominion  Resources/electric  utility  7,937  368.8 


1.47 
1.71 
2.10 
2.10 
3.26 
1.90 


3.16 
2.50 
2.10 
1.69 
1.96 


2.2 
0.9 
1.0 
2.8 
3.1 
3.1 


5.3 
3.6 
3.1 
1.4 
6.3 


45.88 
52.56 
48.69 
54.81 
45.38 
42.38 


45.38 
41.75 
34.38 
19.69 
40.75 


59.44 

43.25     ; 

90.50 

48.56 

64.13 

37.75     1 

60.38 

48.00     1 

56.00 

42.50     ! 

47.31 

38.50 

52.00 
49.50 
56.69 
38.38 

42.94 


41.44 
38.63 
33.50 
17.81 
34.88 


25,559 
31,415 
14,009 
117,253 
6,406 
70,228 

8,641 
40,264 
7,542 
1,472 
7,972 


IFF  Intl  Flavors  &  Fragrances/specialty  chemicals  1,417  217.6 

LZ  Lubrizol/specialty  chemicals  1,685  146.0 

MKG  Mallinckrodt/health  care  products  2,342  -290.2 

MOB  Mobil/oil  55,923  3,099.0 

NFG  National  Fuel  Gas/natural  gas  utility 1,237  35.3 


NSM  National  Semiconductor/computer  peripherals         2,537  -99.0  -0.61  NM  0.0  13.13  42.88  13.06  ;      2,156 

NHY  Norsk  HydroVenergy                                       13,596  669.0  2.92  15  ;     2.2  44.13  61.25  41.75  10,108 

BOH  Pacific  Century  Financial/regional  bank                 1,279  138.0  1.73  14  2.7  24.00  28.06  20.31  1,924 

PLL  Pall  Corp/filters                                                 1,076  97.2  0.77  27  3.0  20.50  !      25.56  19.38  !       2,544 

PD  Phelps  Dodge/copper  production 3,691  434.7  i        7.25  8  3.5  57.19  87.94  56.13  3.355 


ROK  Rockwell  Intl/electrical  equipment 

SNT  Sonat/gas  producer  &  pipeline 

TE  TEC0  Energy/electric  utility 

TX  Texaco/oil 

W  Westvaco/paper  &  lumber  products 


7,930 
4,211 
1,877 
41,296 
2,973 


475.0 
147.1 
191.0 
1,887.0 
156.4 


2.30 
1.62 
1.46 
3.60 
1.54 


21 

2.1 

48.00 

24 

2.8 

38.63 

18 

4.6 

26.81 

17 

3.0 

59.69 

18 

3.1 

28.25     ; 

61.63 
54.25 
28.50 
65.00 
37.50 


44.31 
36.00 
22.75 
49.06 
27.63 


Pric 


9,432 
4,251 
3,530 
32,282 
2,866 


i  of  June  30.  These  stocks  are  not  necessarily  currently  shorted  by  the  Euclid  Market  Neutral  Fund  *Sells  as  an  AOR.  NM: 

Sources:  Value  Line  Investment  Survey; 


Not  meaningful. 

The  Zweig  Cos.;  Market  Guide  via  OneSource  Information  Services. 


These  stocks  are  rated  as  likely  losers 
by  Value  Line  Investment  Survey  and 
the  ranking  system  of  the  former 
Zweig  Performance  Ratings  Report. 


Zweig  Performance  Ratings  Report 
services,  we  could  improve  results. 
Value  Line  does  not  explicitly  recom- 
mend short  sales,  but  we  take  the 
overlaps  from  its  least  desirable  cate- 
gory (its  Group  Five)  with  Zweig' s 
(its  Group  Nine).  This  is  Portfolio 
One  (see  table). 

We  also  take  the  overlaps  between 
Value  Linens  Group  Five  and  Zweig*  s 
next  least  desirable  categorv  (its 
Group  Eight).  Reason:  Ziveijfs  Group 
Nine  composes  less  of  its  stock  uni- 
verse than  Value  Line's  Group  Five. 
And  the  explicit  short-sale  recommen- 


dations that  Zweig  used  to  provide 
were  sometimes  (confusingly)  drawn 
from  its  Group  Eight.  These  overlaps 
constitute  Portfolio  Two. 

Warning:  Shorting  is  dangerous. 
The  best-performing  stock  on  Febru- 
ary's list,  and  thus  the  worst  short 

Profitable  hedge 

As  hoped,  our  shorts 
underperformed. 


i 

Portfolio 


Wiishire  50i  )  versus 
short  porl 
through  Jupp  30,  1998 


Wiishire 


sale,  was  Waste  Management.  It  rose 
47.3%.  That  would  have  hurt.  By 
contrast,  the  worst  performers,  and 
thus  the  best  shorts,  were:  Inco 
(-23.2%),  Millipore  (-25.5%),  Oxford 
Health  Plans  (-26.4%).  Which  is  why 
we  say  diversify — if  you  want  this  kind 
of  portfolio  insurance,  buy  at  least  a 
dozen  of  our  short  selections. 

Another  warning:  This  strategy  is 
not  for  those  with  weak  stomachs.  Our 
short  portfolios  have  often  spent  some 
time  ahead  of  the  market — in  other 
words,  a  hedging  strategy  would  have 
been  underwater.  It  happened  again 
diis  time  (see  chart,  p.  220).  They  have 
always  corrected  themselves,  thank 
goodness.  But  it's  a  warning  diat  while 
our  system  has  performed  well,  noth- 
ing is  guaranteed.  M 
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George  Gilder  and  Forbes  Magazine 

Present 


■1   N  D    W  J 


The  Gilder/FoRBES  Telecosm  Conference 
September  15-17, 1998 

Resort  at  Squaw  Creek 
Lake  Tahoe,  California 


~B  LCTW< 


r 


Speak 

(partial  list) 


Telecom,  technology,  public 
policy  opinion  leaders  and 
the  investment  community 
gather  for  candid  discussion 
on  the  New  Paradigm. 


Topics      Include 

The  Innovator's  Dilemma 

Petabits  Per  Second 

Investing  in  the  Telecosm 

The  Walkin'  Man  Panel  (Dumb  Networks) 

Satellites  and  Orbital  Technology 

Network  Computing 

Moron's  Law 

Wireless  Megahertz 

Software  Environment  in  a  Broadband  World 

Bandwidth  Blowout  Enablers 

The  Age  of  Spiritual  Machines 

Misinformation  in  an  Information  Age 


Lawrence  J.  Ellison 

Chairman  and  CEO, 
Oracle  Corporation 


James  Q.  Crowe 

President  and  CEO, 

Level  3 

Communications,  Inc. 


Marc  Andreessen 

Executive  Vice 

President,  Products, 

Netscape 

Communications 

Corporation 


■ 

Tom  Evslln 
P    I    U    S     ."  Chairman  and  CEO, 

ITXC  Corp. 

Clayton  Christensen,  Harvard  Business  School 

Dave  House,  Bay  Networks,  Inc. 

Kevin  N.  Kalkhoven,  Uniphase  Corporation 

Rich  Karlgaard,  Forbes  Magazine 

John  A.  Roth,  Nortel 

Eric  E.  Schmidt,  Novell,  Inc. 


Registration  Fee:  $3,950.00 


Steve  Forbes 

President  and  CEO, 

Forbes  Inc.; 

Editor-in-Chief, 

Forbes  Magazine 


e  r  s 


n* 


Robert  M.  Metcalfe 

Vice  President, 
Technology, 
International  Data 
Group 


George  Glider 

President, 

Gilder  Technology 

Group,  Inc. 


Brian  L.  Halla 

Chairman,  President 
and  CEO, 
National 
Semiconductor 
Corporation 


Steve  Frank 

Founder, 
MangoSoft  Corp. 


Joseph  P.  Nacchio 

President  and  CEO, 
Qwest  Communications 
International,  Inc. 


Conference  Partners 


»:   212-499-3521 
Fax:   212-499-3324 
Email:  telecosm@forbes.com 
Internet:  www.forbes.com/conf/telecosm 


ATKEARNEY     #|  Bay  Networks  f]Z  ~  1 

NORTEL 


Vh»rt  latttm»tl»§  Htw 


KeyCorp 


NORTHERN  TELECOM 


FAQEraUlT'   fkNAis6ANd 


IRIDIUM 

Stedcase      fajzi  umehage 


These  securities  have  not  been  registered  under  the  Securities  Act  of  1933  and  may  not 
be  offered  or  sold  in  the  United  States  or  to  U.S.  persons  except  in  accordance  with  the 
resale  restrictions  applicable  thereto.  This  announcement  appears  as  a  matter  of  record 
only. 

March  1998 


SAN  LUIS 


SANLUIS  Corporation,  S.A.  de  C.V. 

(incorporated  in  the  United  Mexican  States) 


U.S.$200,000,000 

8.875%  Notes  due  2008 


Chase  Manhattan  International  Limited 


Banco  Nacional  de  Mexico,  S.A. 
Donaldson,  Lufkin  &  Jenrette 
HSBC  Markets 


Credit  Suisse  First  Boston 

Dresdner  Bank  Lateinamerika  AG 

Salomon  Smith  Barney  International 


©  1998  The  Chase  Manhattan  Corporation 


The  overall  market 


Richard  P.  Howard,  manager  of  the 
$1.1  billion  T.  Rowe  Price  Capital 
Appreciation  Fund,  looks  for  stocks 
selling  for  less  than  the  market  value 
of  their  assets.  "There  aren't  many 
left,"  Howard  complains.  Among  his 
exceptions:  Amerada  Hess  (ahc, 
$55),  a  stock  that  has  been  flat  since 
the  start  of  the  year.  Even  with 
today's  depressed  energy  prices, 
Howard  thinks  the  oil  and  gas 
reserves  on  Amerada's  balance  sheet 
are  worth  more  than  $75  per  share. 

Howard  also  likes  Loews  (ltr, 
$91),  the  holding  company  con- 
trolled by  Laurence  Tisch.  Howard 
claims  that  Loews'  largest  unit,  CNA 
(insurance),  alone  is  worth  $80.  He 
thinks  that  Loews'  tobacco,  hotel, 
and  watch  businesses,  plus  Diamond 
Offshore  (drilling)  could  be  worth 
another  $30  per  Loews  share. 


Special  focus 


Seasonally  adjusted  retail  sales  rose  0.9% 
in  May  and  are  up  4.7%  for  the  first  five 
months  of  1998.  The  retailers  below 
should  do  better  than  that — their  profits 
are  expected  to  grow  at  least  14%  this 
year.  These  retailers  sell  for  no  more  than 
14  times  estimated  1998  profits,  versus  a 
predicted  P/E  of  26  for  the  S&P  500. 


On  sale 

Company 

Recent 
price 

EPS 

growth* 
97  vs  '98 

1998 

P/E* 

Braun's  Fashions 

$11.00 

17% 

9 

Brookstone 

15.25 

15 

14 

Duckwall-ALCO  Stores 

17.38 
27.94 

14 

10 

Fabri-Centers  of  America 

20 

14 

Lillian  Vernon 

16.81 

14 

14 

Micro  Warehouse 

15.69 

33 

14 

Paul  Harris  Stores 

13.38 

23 

12 

REX  Stores 

12.63 

14 

12 
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3500 
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The  Barra  All-US  price  index  as  of  7/2/98 

Market  value:  $12.8  trillion 

P/E:  25.4 

P/E  minus  negative  EPS:  23.7 

Price/book:  3.9 

Yield:  1.3% 


12-month  closeup 


Closeup  on  the  markets 


Index  or  investment 

2-week  change 

%  change  from 
1  year  ago  5-year  high 

Barra  All-US  index 

3.8% 

_| 

22.9% 

-0.5% 

StP/Barra  Growth  index1 

4.2 

| 

29.2 

-0.3 

SI P/Barra  Value  indei 

3.0 

| 

20.5 

-1.4 

Dow  lones  industrials 

2.4 

_l 

14.3 

-2.0 

SIP  500 

NYSE 

Nasdaq 

PSE  Tech  TOO3 

EAFE4 

CRB  futures  index 

Gold   (Comex  spot) 

Yen6  (per  JUS) 

3.6 
3.2 

6.8 
5.8 
2.7 
1.5 
0.4 
2.3 

| 

25.0 

-0.2 

_J 

22.6 

0.0 

1 

29.1 

-1.2 

1 

17.7 

-4.6 

_J 

4.0 

-2.1 

■ 
1 

■ 

-8.9 

-18.1 

-9.3 

-29.1 

23.8 

-3.6 

Oil  (W  Texas  Intermediate) 

23.1 

|     -25.9 

-45.5 

The  best  and  worst  performing  stocks 


Best 

Recent 
price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

Cygnus 

$10.25 

58% 

$-0.68 

Advanced  Fibre  Comm 

$17.94 

-55% 

$0.46 

Precision  Response 
Netscape  Communications 

8.56 

41.31 

49 
48 

0.37 

Parametric  Technology 

16.06 

-46 

0.93 

-0.61 

Theragenics 

14.81 

-46 

0.45 

Noven  Pharmaceuticals 

Cablevision  Systems 

9.38 

48 

-0.42 

IKON  Office  Solutions 

13.88 

-40 

1.12 

80.69 

46 

-4.44 

Warranted! 

3.94 

-38 

0.49 

The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Trucking 

16.8% 

16.8% 

Agriculture,  food 

-1.4% 

7.3% 

Water  transport 

11.1 

5.9 

Pharmaceuticals 

-0.5 

23.0 

Life  insurance 

10.9 

25.9 

Precious  metals 

0.1 

4.9 

Photographic,  optical 

9.8 

24.4 

Containers 

0.2 

-1.1 

Real  estate 

9.3 

2.2 

Chemicals 

0.4 

19.2 

'Estimated 

Sources:  Market  Guide  via  OneSource  Information 
Services:  IBES  Express. 

Data  for  period  ending  7/2/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  3A  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  *A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  slndex  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Consensus  estimate. 
"Shows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups. 
Principal  source:  Barra,  Inc.,  Berkeley,  Calif.  Earnings  estimates:  IBES  Express. 
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Spread  over 

Treasurys 

Total  returns 

Security1 

Basis  points 

Security 

1  year 

3  years" 

AA  corporates 

35 
22 

AAA  corporates 

10.4% 

8.1% 
8.4 
11.9 
7.9 
7.7 

AAA  industrials 

Ginnie  Maes 
Junk  corporates 
Municipals 
Treasury  bonds 

9.6 

11.0 

8.7 

11.4 

Ginnie  Maes 

Junk  corporates 
Municipals 

75 

417 
-50 

A  long-term  Treasury  bond  yielding 
only  5.6%  may  sound  like  a  bad 
investment.  Especially  when  the  stock 
market  returns  that  much  in  a  good 
month.  Also,  there  is  always  the 
danger  that  interest  rates  will  increase 
sharply  and  substantially  reduce  the 
bond's  value.  Yet  Treasurys  today  are 
a  better  deal  in  some  ways  than 
they've  been  in  years. 

The  bottom  left  chart  illustrates 
the  disparity  between  inflation  and 
the  yield  on  ten-year  Treasury  bonds. 
The  real  (inflation-adjusted)  return 
for  ten-year  Treasurys  is  3.8%. 

Then  consider  the  low  yield  on 
stocks.  Though  cash  dividends  on 
stocks  and  interest  rates  on  bonds  can 
rise  and  fall  independently,  the 
second  quarter  may  have  ushered  in 
a  shift.  While  equities  trounced  bonds 
in  the  first  quarter  (when  the  s&P 
500  returned  13.9%  versus  1.5%  for 
the  Goldman  Sachs  U.S.  Treasury 
Index),  the  second  quarter  was 
another  story  The  s&P  500's  3.3% 
gain  was  only  60  basis  points  ahead 
of  the  2.7%  gain  in  the  Treasury 
Bond  Index.  Ten-year  Treasury  yields 
now  exceed  the  average  equity  yield 
by  a  factor  of  4-to-l. 

The  Treasurys  owned  by  Franklin 
Templeton's  Strategic  Income  Fund 
comanager  Christopher  Molumphy 
are  mostly  in  a  four-to-five-year 
maturity  range.  Molumphy  doesn't 
expect  much  upside  movement  in 
interest  rates.  He  also  thinks  investors 
aren't  being  paid  an  adequate  premi- 
um on  long-term  Treasurys  (see  top 
chart,  left). 

"Unless  they're  buying  them  to 
redeem  at  face  value,  investors  should 
consider  [Treasury  bonds]  with  ten 
years  of  maturity  or  less,"  he  says. 

According  to  Thomas  Doe,  pub- 
lisher of  the  Municipal  Market  Advi- 
sor, the  spread  between  tax-free  bonds 
and  Treasurys  also  makes  municipal 
bonds  attractive  these  days.  Low  inter- 
est rates  are  enticing  large  new  issues 
to  market.  For  example,  the  Long 
Island  Power  Authority  recently  sold 
$5  billion  in  debt  to  the  public. 


Note:  Most  information  provided  by  Barra,  Inc.,  Berkeley,  Calif.  Data  through  6/30/98.  'A  basis  point  is  equal  to  one-hundredth  of  a  percentage  point.  -Yield  on  10-year 
Treasurys.  'The  trailing  12-month  mc-ease  in  the  overall  Consumer  Price  Index.  "Composite  maturities.  ^Source:  Credit  Suisse  First  Boston.  "Spread  between  long-maturity 
municipal  bonds  and  30-year  U.S.  Treasury  bonds.    Source:  Lehman  Brothers.  "Annualized. 
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ComNet/San  Francisco  —  a  new  event  with  a  winning 
reputation  for  delivering  real  solutions  and  technologies  to 
enterprise  networking  professionals.  Get  all  your  questions 
answered,  preview  all  of  the  hottest  new  product  introduc- 
tions, network  with  your  peers  and  hear  the  industry's  leading 
experts  probe  today's  issues  and  debate  future  trends. 

Two  Conferences  Set  the  Direction  for 
Enterprise  Networking  Professionals 

—  aimed  at  the  needs  of  network  managers 
/and  other  technologists.  It  combines  pure  technology  issues 
with  the  challenges  of  implementing  today's  technology. 

—  focused  on  the  specific 
needs  of  business  executives  responsible  for  balancing  the 
costs  and  benefits  of  burgeoning  network  technologies. 

Conference  tracks  include: 

1  •  Ins  and  Outs  of  Network  Access     •  Legacy  to  IP  Challenges 
•  Data  and  Voice  Convergence         •  Business  Impact  of  IP 
•  •  IP-Driven  Desktop  •  IP  and  WANs 

1  •  Technologies  &  Appli-cations  in  Remote  Access 

•n  hard  hitting  tutorial'  examine  the  most 
critical  wide  area  enterprise  networking  issues. 


LRK 


Inspiring  Keynotes  &  Super  Sessions  set  the  tone  for  the 
event  with  lively  debates  and  thoughtful  commentary. 


An  Exhibit  Floor  Packed  with 
Hundreds  of  New  Products! 

Experience  hundreds  of  exhibits  showcasing  the  innovative 
technologies  and  solutions  that  are  shaping  the  future  of 
enterprise  networking,  including: 

•  internetworking  &  LANs  •  remote  &  wireless  access 

•  switching  technologies  •  security 

•  carrier/WAN  services 


to  reg 

or  call  800-545-EXPO  today! 
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Mark  your  calendar  NOW 
for  ComNet/San  Francisco! 

September  30  -  October  2,  1998 

Moscone  Convention  Center,  Hyatt 
Regency  Embarcadero  &  Palace  Hotel 
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RfMiin  Ate  ess  &  Tun  ommutinc 


PAVILION     AT     COMNET 


Introducing  the 
Remote  Access 
&  Telecommuting 
Pavilion! 

Come  explore  the  latest  applications  and  technolo- 
gies that  are  driving  the  telecommuting  explosion 
and  enabling  over  1 1  million  workers  to  access  the 
network  and  work  effectively  and  efficiently  from 
branch,  home  and  remote  locations.  Combined  with 
the  Technologies  &  Applications  in  Remote  Access 
conference  track,  ComNet/San  Francisco  is  the  place 
to  identify  the  cutting  edge  solutions  that  connect 
remote  workers  to  the  rest  of  the  enterprise. 

SPECIAL  BONUS: 

Register  for  any  ComNet  Conference  or 
Tutorial  Package  by  August  28th  and  receive 
the  official  ComNet  Leather  Portfolio  —  a 
$50  value  —  and  save  $100!  Register  by 
July  17th  for  a  ComNet  SuperPass  and  enjoy 
additional  savings! 


Send  me  more  information  about  ComNet/San  Francisco! 

J  Attending     J  Exhibiting  I    cor 

Name 

Title  


Company. 
Address 

City 


State 


Zip. 


Phone 
email  _ 


.Fax 


Mail  to:    1400  Providence  Highway,  P.O.  Box  9127,  Norwood,  MA  02062. 
Fax  to:  781-440-0357  THIS  IS  NOT  A  REGISTRATION  FORM. 
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Warren  Buffett 
Sage  stock  on  sale. 


Buffett  at  a  discount 

_^^   A  few  Berkshire  Hath- 

'^^^    away  investors  have 
found  an  easy  way  to  make  extra 
money  from  their  stock.  There  is 
currently  a  5.8%  spread  between 
General  Re's  market  price  and 
its  value  in  terms  of  Berkshire 
Hathaway  stock.  Why?  Because 
the  risk  arbitragers  who  would  ■■■■ 

normally  get  on  both  sides  of 
the  transaction  and  narrow  the  spread  have  been 
frustrated  because  of  difficulty  in  borrowing  Berk- 
shire stock  for  their  short  sales.  They  have  this  diffi- 
culty because  so  much  Berkshire  stock  is  held  by 
loyal  shareholders  in  their  own  names  and  isn't  pur- 
chased in  margin  accounts. 

Berkshire  stockholders  who  are  aware  of  this  situa- 
tion are  rushing  to  lend  their  shares  to  arbs.  If  they 
do  so,  their  accounts  get  credited  with  the  market 
value  of  their  shares — currently  $78,300  each.  By 
investing  that  credit  balance  in  T  bills,  they  can  earn 


about  5%  annually  or  1.67%  for  the  four  months  it 
will  take  to  complete  the  merger. 

That's  $1,300  on  every  share  of  stock. 

For  smaller  investors  this  presents  an  opportunity 
to  get  Berkshire  stock  at  a  discount  to  the  market  by 
purchasing  General  Re.  Here  is  how  it  works:  Buffett 
is  offering  0.0035. shares  of  Berkshire  Class  A  stock 
or  0.105  shares  of  Berkshire  Class  B  stock  (nonvot- 
ing) for  every  General  Re  share.  Gen  Re  sells  at  $259 
a  share;  it's  worth  $274  in  terms  of  Berkshire  stock. 

Keep  in  mind  you  have  to  buy  lots  of  Gen  Re's 
stock  to  create  one  share  of  Berkshire:  286  shares  of 
Gen  Re  creates  one  share  of  Berkshire  A,  and  9.5 
Gen  Re  shares  gets  one  share  of  Berkshire  B.  But 
you  create  Berkshire  A  at  $74,000  when  it  is  actually 
trading  at  $78,300,  and  you  get  Berkshire  B  for 
$2,467  when  the  market  price  is  $2,616. 

Even  if  the  merger  were  to  fall  through,  Gen  Re 
remains  attractive  on  its  own.  Morgan  Stanley  analyst 
Alan  Zimmermann  estimates  the  stock  was  worth 
$289  to  $310  a  share  even  before  Buffett  targeted 
the  insurer.  -Robert  Lenzner 


MVP  at  a  rookie  price 

^^^  Sometimes  solid  operating 
~^^^  performance  isn't  enough  to 
get  Wall  Street's  attention. 

Take  the  case  of  Denver- based 
Gart  Sports  ( NASDAQ:  GRTS).  Since 
shares  began  trading  in  January  its 
stock  attracted  almost  no  attention 
until  it  made  a  recent  unsolicited  bid 
to  buy  70%  of  $1.5  billion  sporting 


From  the  sidelines  to  the  playing  field 
Number  two  isn't  good  enough  for  Gart. 


goods  giant  The  Sports  Authority. 
Gart  began  trading  early  this  year  at 
$14  but  drifted  as  low  as  $12 — 
despite  nine  consecutive  quarters  of 
same-store  sales  growth  and  a  49% 
increase  in  earnings  in  1997. 

The  company  is  a  60-year-old 
sporting  goods  retailer  best  known 
west  of  the  Rockies.  Its  45,000- 
square-foot  sporting  goods  "super- 


stores" are  renowned  for  service  and 
selection,  and  do  a  big  business  sell- 
ing ski  equipment  and  apparel  embla- 
zoned with  team  logos  such  as  the 
Denver  Broncos. 

In  1992  lbo  investor  Leonard 
Green  got  a  78%  stake  in  the  compa- 
ny and  three  years  later  tapped  Doug 
Morton  to  run  it.  Morton  has  quietly 
transformed  it  into  one  of  the  most 
profitable  operations  in  sporting 
goods  retailing.  That's  just  for 
starters.  Now  he's  out  to  build  the 
country's  preeminent  sports  retailer. 
In  January  Gart  merged  with  Sport- 
mart  (1997  revenues,  $435  million), 
a  troubled  rival  twice  Gart's  previous 
size.  The  merger  will  boost  Gart's 
sales  from  $238  million  to  $700 
million  and  double  the  number  of 
stores  to  123.  It  also  gives  Gart  a 
dominant  position  in  key  markets  like 
Chicago,  Los  Angeles,  Denver  and 
Salt  Lake  City.  Morton's  team  has 
already  saved  $9  million  in  shared 
efficiencies. 

Now  Morton  is  trying  to  outbid 
Venator  Corp.,  owner  of  Foot  Locker 
and      ..imps,  to  buy  the  nation's 
biggv  si  sporting  goods  chain,  The 
Spor     Authority,  with  a  $20-per- 
sharc  debt-financed  cash  offer.  The 
deal  v  ould  give  Gart  $2.5  billion  in 
sales  and  330  stores  coast  to  coast. 

Mitchell  B«  rtlett,  analyst  with 


Dain  Rauscher  Wessels,  says  that 
Gart  is  worth  $25,  even  if  it  doesn't 
win  the  takeover  battle.  Since  the 
announcement,  its  stock,  at  $13,  is 
up  less  than  $1  and  still  trades  at  only 
1 1  times  earnings.  "They're  one  of 
the  best  operators  in  the  business, 
and  Wall  Street  hasn't  picked  up  on 
it  yet,"  says  Bartlett. 

-Leigh  Gallagher 


Fundamentalist 
with  fundamentals 

^^^   Paxson  Communications 
"^^    (amex:  pax)  has  given 
stomach  ulcers  to  quite  a  few  ana- 
lysts. During  the  last  18  months  the 
West  Palm  Beach,  Fla. -based  TV 
broadcasting  company's  stock  has 
swung  wildly,  doubling  to  $14.50  a 
year  ago,  then  falling  by  half  a  few 
months  later,  and  then  rebounding 
to  a  recent  $11.63. 

Wall  Street  considers  its  chairman, 
Lowell  (Bud)  Paxson,  63,  founder  of 
the  Home  Shopping  Network,  to  be 
the  Don  Quixote  of  broadcasting. 
Paxson  is  attempting  to  build  the 
nation's  seventh  TV  network  around 
reruns  of  family  shows  like  Dr. 
Quinn,  Medicine  Woman  and 
Touched  by  an  Angel.  He's  borrowed 
$750  million  to  accomplish  this. 
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Paxson's  Fundamentalist  Christian 
fervor  and  claims  of  talking  to  God 
has  The  Street  wondering  if  the  guy 
has  his  feet  on  the  ground.  One  of 
the  few  bulls  on  the  stock  is  actually  a 
junk  bond  analyst,  Bishop  Cheen  of 
First  Union  Capital  Markets. 

"Sure,  Bud  talks  to  God.  But  so 
does  Pat  Robertson.  Rupert  Mur- 
doch paid  Robertson  S 1 .9  billion  for 
Family  Channel  when  The  Street 
thought  it  was  only  worth  S 1 .2  bil- 
lion," notes  Cheen.  "Maybe  God 
listens." 

Right  now  Paxson's  86  TV  stations 
broadcast  mostly  infomercials  and 
specialized  programs  like  Bloomberg 
Business  Television  over  UHF  signals. 
But  starting  Aug.  31  Pax  Net  will 
launch  its  new  family  programming 
network  into  over  80  million  homes 
on  weekdays,  and  show  infomercials 
and  religious  programs  from  mid- 
night until  6  a.m.,  and  on  weekends. 

The  company's  currently  throwing 
off"  cash  at  about  a  $42  million  annu- 
al rate,  which  covers  interest  costs  but 
not  capital  expenditures.  However, 
Paxson  has  already  borrowed  more 
than  enough  to  cover  that  for  two 
years,  and  Cheen  expects  cash  flow  to 
climb  to  SI 50  million  next  year 
under  the  new  format.  At  that  cover- 
age of  interest  and  capital,  outlays 
would  be  at  least  3.5  times. 

The  key,  says  Cheen,  is  that  Paxson 
controls  all  of  the  programming  and 
distribution  and  thus  all  of  its  adver- 
tising inventory.  This  means  he 
doesn't  have  to  split  ad  revenues  with 
anyone.  "CBS  and  Fox  have  network 
advertising  spots  and  affiliate  spots  for 
sale.  Paxson  owns  all  of  its  affiliates 
and  its  programming,"  says  Cheen. 
"It's  a  new  model;  the  question  is 
execution."  To  that  end,  Paxson  has 
attracted  veteran  TV  executive  Jeff 
Sagansky  as  chief  executive  with 
about  7  million  shares  in  options. 

Based  on  the  number  of  TV  homes 
Paxson  reaches,  Cheen  thinks  the 
company  is  worth  over  $2  billion — 
about  $21  per  common  share  after 
subtracting  debt  and  preferreds — not 
including  the  value  of  Paxson's  con- 
tent or  its  20%  stake  in  the  Travel 
Channel.  He  thinks  Paxson  is  a  prime 
takeover  candidate  in  today's  hot 
merger  market. 

-Matthew  Schifrin   h 
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Largest  International  No-Load  Manager 

CAPITALIZE  ON 
EUROPE'S  OPPORTUNITIES 


How  $10,000  Invested  2/28/90 
Would  Have  Grown  vs.  Competitors 


I  European  Stock  Fund 
Q  Lipper  European  Region 
Funds  Average 


T.  Rowe  Price  European  Stock 
Fund  invests  in  large  and  small 
European  companies  positioned  to 
benefit  from  opportunities  arising 
throughout  this  dynamic  region. 
And,  as  the  chart  shows,  the  fund 
has  outperformed  the  average  of 
its  peer  funds  since  its  inception 
(2/28/90).  International  invest- 
ing has  special  risks,  including 
currency  fluctuation  and  limited 
geographic  focus.  Of  course,  past 
performance  cannot  guarantee  future  results.  No  sales  charges. 


Call  24  hours  for  your 
n  free  investment  kit 
including  a  prospectus 

1-800-401-4764 

www.  tiuwepricc.com 


Invest  With  Confidence 

T.RoweRiee 
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"34.56%,  2  1 .61%,  and  13-32%  are  the  fund's  average  annual  total  returns  for  the  1-year,  S-year,  and  since 
inception  periods  ended  3/31/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital 
gain  distributions  since  inception  Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at 
redemption  than  at  original  purchase.  (Source:  Upper  Analytical  Services,  Inc.)  ^Strategic  Insight Simfund.  Read  the 
prospectus  carefully  before  investing.  T,  Rowe  Price  Investment  Services,  Inc.,  Distributor.  ESF042708 
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Concerned  About  Taxes? 


WE      CAN      HELP 


At  Muhlenkamp,  we  manage  money 

to  maximize  after  tax  returns. 

In  9  years,  we've  paid  only  2  capital 

gains  distributions,  totaling  36t. 


MUHLENKAMP  FUND  AVERAGE  ANNUAL 
RETURNS  FOR  PERIODS  ENDED  3/31/98 

ONE  YEAR 

46.8% 

THREE  YEAR 

34.9% 

FIVE  YEAR 

20.5% 

LIFE  OF  FUND 

SINCE  11/88 

17.7% 

>  100%  No  Load  >  Low  Turnover 
FOR  A  PROSPECTUS 

CALL  1-800-860-3863 

www.muhlenkamp.com 

E3  Muhlenkamp  Fund 

Please  read  the  prospectus  carefully  before  you  invest.  Past  performance 
does  not  guarantee  future  results  Fund  shares  when  redeemed  may  be 
worth  more  or  less  than  original  cost. 


Give  us  yours  on  America's  future. 

If  you're  concerned  about  Social  Security,  health  care,  taxes  and  other  issues  facing  our  country,  here's  a  unique 
opportunity  to  give  your  two-cents'  worth.  Come  to  "Building  A  Better  Future:  An  Exercise  In  Hard  Choices."  You'll 
learn  more  about  the  challenges  America  faces  as  our  population  ages.  And  you'll  get  to  voice  your  opinions 
in  a  comprehensive  report  to  the  President,  Congress  and  the  media.  Participants  will  include  distinguished 
economic  and  political  experts  on  both  the  national  and  local  levels,  representing  a  wide  spectrum  of  views. 
For  more  information  please  call  (202)  547-4484,  or  visit  our  web  site  at  www.americanexpress/advisors.com. 

A   joint   project   of   the   Committee   (or    a    Responsible    Federal    Budget   ond   American    Express    Financial    Advisors 


COMMITTEE  FOR 
A  RESPONSIBLE 
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Norman,  OK  •  Long  Beach,  CA  •  Cincinnati,  OH 

Denver,  CO  •  Dallas,  TX  •  Greensboro,  NC  •  Seattle,  WA 

New  York,  NY  •  Boston,  MA  •  Ft.  Lauderdale,  FL 
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Bv  David  Dreman 
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Beware  of  torpedoes 


The 

"Goldilocks 
economy"  is 
about  to  lose 
its  fairy-tale 
quality. 


The  s&p  500  is  levitating  at  28  times 
trailing  earnings  and  the  IPO  sector  is  in 
la-la  land.  One  of  the  major  props  under 
today's  market  is  the  belief  that  strong 
earnings  are  a-coming.  If  they  aren't  .  .  . 
need  I  say  more? 

This  is  not  a  time  to  let  yourself  be 
lulled  into  complacency  by  the  decade- 
long  bull  market.  Analysts  are  predicting 
that  the  earnings  growth  will  continue, 
but  analysts  are  notorious  optimists.  We 
made  a  study  based  on  ibes  data.  It  found 
that  every  January  between  1982  and 
1997  analysts  as  a  group  forecast  a  22% 
increase  in  the  earnings  of  the  s&P  index. 
Actual  earnings  were  up  7.6%. 

Are  analysts'  estimates  likely  to  be  more 
accurate  this  time  around?  No. 

While  first-quarter  s&P  earnings  were 
up  3.8%  from  the  year-earlier  figure,  over- 
all corporate  profits  were  actually  down 
2.8%,  following  a  1.1%  decline  in  the 
fourth  quarter.  Nevertheless,  analysts  esti- 
mate an  8%  gain  for  the  full  year. 

To  realize  the  gain,  a  rapid  acceleration 
of  earnings  growth  is  projected  as  the  year 
progresses.  The  consensus  estimate  is  for  a 
4.2%  rise  in  the  second  quarter,  moving  up 
to  a  10.1%  increase  in  the  third,  and  a 
whopping  14%  in  the  fourth. 

No  way  can  this  happen.  The  Asian 
financial  and  economic  crisis  has  spread  to 
Latin  America  and  Eastern  Europe, 
notably  Russia.  This  will  have  an  increas- 
ingly negative  effect  on  our  export  indus- 
tries, from  commercial  aircraft  to  heavy 
equipment  to  PCs.  This  combination  of 
rapidly  rising  imports  and  slumping 
exports  has  already  resulted  in  the  U.S. 
balance-of-payments  deficit  reaching  near- 
record  levels  in  the  first  five  months. 
Price-cutting,  and  the  lower  value  of  earn- 
ings repatriated  from  foreign  currencies,  is 
likely  to  hit  s&P  profitability  increasingly 
hard  as  the  year  progresses. 

Stock  and  bond  markets  are  both  doing 
cartwheels  at  the  almost  nonexistent  infla- 
tion of  recent  months,  but  remember  this: 
A  good  part  of  the  restraint  on  prices 
comes  from  the  falling  prices  of  Asian 
imports — which  increases  price  pressures 
on  U.S.  companies. 


Stacked  against  these  realities,  those 
rosy  earnings  forecasts  look  just  plain  silly. 
The  "Goldilocks  economy"  is  about  to 
lose  its  fairy-tale  quality.  Investor  disillu- 
sionment could  cause  a  sharp  correction — 
or  worse — in  the  months  ahead. 

In  my  new  book,  Contrarian  Invest- 
ment Strategies:  The  Next  Generation,  I 
show  that  earnings  disappointments  do 
not  affect  all  stocks  equally.  Earnings  tor- 
pedoes devastate  the  favorites,  while  doing 
almost  no  damage  to  the  1ow-p/e  and 
other  contrarian  groups. 

My  advice,  then,  is:  If  you  can  realign 
your  portfolio  without  paying  large  capital 
gains  taxes,  sell  bubble  companies  and 
blue-chip  growth  stocks  trading  in  the 
stratosphere.  Switch  into  defensive  stocks. 
Here  are  a  few: 

Atlantic  Richfield  (79,  arc)  will  have 
tough  profit  comparisons  in  1998  because 
of  El  Nino  and  other  factors  causing  a  tem- 
porary oversupply  of  oil,  which  by  late  June 
had  dropped  prices  to  an  11 1^-year  low.  But 
earnings  should  increase  by  20%  next  year, 
with  further  gains  ahead.  The  stock  trades 
at  a  p/e  of  15  and  yields  3.6%. 

Texaco  (60,  tx).  Earnings  are  likely  to 
be  off  25%  this  year  before  rebounding 
25%  to  30%  in  1999.  TX  represents  good 
defensive  value  at  a  p/e  of  18  times  still- 
depressed  1999  estimates  and  yields  3%. 

Tidewater  (33,  TDW)  is  down  over  50% 
from  its  12-month  high  in  a  major  selloff 
in  oil  service  stocks.  With  the  likelihood  of 
oil  prices  firming  up  from  their  near- 
record  lows  of  recent  weeks,  the  stock  is 
cheap  at  a  p/e  of  8  on  depressed  current 
fiscal  year  earnings  and  yields  1.8%. 

Toys  "R"  Us  (24,  toy)  has  fallen  almost 
50%  from  its  mid-Nineties  high  as  a  result 
of  a  slowdown  in  earnings  growth  and  now 
trades  at  a  significant  discount  to  both  the 
leading  retailers  and  the  market.  With  fresh 
management,  growth  rates  should  speed  up 
at  this  valuable  retail  franchise,  which 
appears  undervalued  at  a  p/e  of  14. 

Provident  Financial  Group  (50,  pegi)  is  a 
regional  bank  operating  in  several  states. 
Earnings  growth  could  continue  at  a  10% 
or  better  rate.  The  stock  trades  at  a  p/e  of 
17  and  yields  1.6%.  W 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Red  Bank,  N.J.  His  latest  book  is  Contrarian  Investment  Strategies:  The  Next  Generation. 
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By  Martin  Sosnoff 


Stocks  for  cowardly  lions 


I've  awakened  in  the  predawn  with  this 
most  bearish  image.  The  symbolism  is 
simple  and  stark — a  sombrero.  The  S&P  500 
touches  down  at  100  in  the  summer  of 
1982  (that's  the  left  brim),  climbs  to  1100 
(the  peak)  and  then  spends  years  descending 
gendy  back  to  the  right  brim  of  100. 

Could  it  happen  here?  Reality  in  Japan 
and  Korea  and  Hong  Kong.  But  unthink- 
able here. 

The  sombrero  image  bugs  me,  as  evi- 
dence piles  up  that  earnings  for 
the  s&p  500  are  decelerating 
and  may  flatten  out.  Oil,  tech- 
nology and  basic  industrials  are 
suffering  margin  contraction 
from  pricing  and  weakening  rev- 
enues. Southeast  Asia  does  blow 
a  cloud  over  our  stock  market, 
making  earnings  forecasts  iffy 
for  prime  multinationals  like 
Coca-Cola,  3M,  Boeing. 

But  there  are  powerful  coun- 
tervailing forces.  The  wealth 
effect  that  Alan  Greenspan  wor- 
ries about,  as  he  is  paid  to  worry 
about  inflation,  looms  as  a  huge 
stabilizing  force  for  our  domes- 
tic economy. 

The  wealth  effect  explains  ^^^^^ 

the  buoyancy  of  retail  sales, 
homebuilding  and  the  high  plateau  of 
auto  volume.  The  wealth  effect  is  the  sus- 
taining motive  power.  Try  buying  an  apart- 
ment on  Fifth  Avenue  or  a  Picasso  at 
Sotheby's.  You  will  be  outbid  by  a  dozen 
hands.  There  is  a  year's  wait  for  the  Mer- 
cedes sport  utility  vehicle,  which  is  assem- 
bled down  South.  Everyone's  complaining 
about  escalating  prices  for  airline  tickets 
and  the  long  lines  for  check-ins.  AMR  is  still 
at  10  times  forward  12 -month  earnings 
power,  as  few  analysts  have  dared  raise 
their  numbers  for  1999. 

Many  of  us  are  hiding  in  health  care  and 
financial  services.  Health  care  is  impervi- 
ous to  the  economic  cycle,  and  the  finan- 
cial are  at  reasonable  valuations  compared 
with  the  S&P  500,  but  not,  historically, 
bargains.  I  never  thought  I  would  be  com- 
fortable in  a  stock  like  Pfizer,  at  40  times 
1999's  earnings,  but  I  am.  Wal-Mart's  rev- 


The  wealth 
effect  that 
Alan 

Greenspan 
worries  about 
looms  as  a 
huge  stabiliz- 
ing force  for 
our  domestic 
economy. 


enue  growth  line  is  so  strong,  the  compa- 
ny is  thinking  of  lowering  prices  further 
rather  than  increase  gross  margins.  You 
pay  for  this  in  the  market,  but  Wal-Mart  is 
the  Pfizer  of  retailing  with  a  great  three- 
year  outlook.  I'm  not  turning  my  back  on 
Allstate,  either.  The  analysts  are  afraid  of 
Geico  and  State  Farm  going  for  share  of 
market  and  driving  down  premium  rates. 
This  is  happening,  but  Allstate  is  tough 
competition.  I  don't  discount  someone 
coming  for  them,  either.  It's 
just  too  cheap  at  16  times 
present  earnings. 

The  media  sector  gets  my 
money,  too.  What  could  be  more 
xenophobic  than  the  New  Tork 
Times  or  cable  television?  You 
start  with  Time  Warner  and  work 
your  way  through  the  content 
companies  like  Liberty  Media, 
and  to  Murdoch's  News  Corp., 
which  is  dirt  cheap. 

Murdoch's  sale  of  TV  Guide  is 
a  defining  event  that  corrects  an 
overpayment  of  at  least  a  billion 
when  he  bought  it  from  Walter 
Annenberg,  who  then  bid  for  a 
lot  of  great  contemporary  art, 
including  Picasso's  "Au  Lapin 
Agile."  Murdoch  has  created  the 
Fox  TV  network  at  a  fraction  of  what  Disney 
paid  for  ABC. 

The  media  moguls  missed  the  renais- 
sance in  radio  assets  and  the  explosion  of 
the  Internet.  It  just  proves  there's  no 
monopoly  on  brains.  It's  what  the  Justice 
Department  is  missing  in  the  Microsoft 
situation.  Microsoft  is  cheaper  than  Pfizer, 
and  the  market's  just  beginning  to  wake 
up  to  this,  so  msft  makes  my  Cowardly 
Lion  list  of  growth  stocks.  Sotto  voce,  I 
bought  back  America  Online.  If  AT&T 
wanted  it  and  Microsoft  was  interested, 
I'm  in  good  company. 

The  only  way  you  trace  out  the  som- 
brero formation  is  disappointing  earnings 
for  stocks  like  ge,  Microsoft,  Coca-Cola 
and  Pfizer.  But  the  odds  of  that  happening 
aren't  even  close.  That  sombrero  is  just 
a  bad  dream.  Forget  it  and  enjoy  the 
bull  market.  M 


Martin  Sosnoff  is  chief  investment  officer  of  Atalanta/Sosnoff  Ca>  ital  in  New  York  and  author  of  Silent  Investor,  Silent  Loser. 
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fAKE  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 


The  FORBES  Stock 
Market  Course 


Every  investor  should  own  The  Forbes  Stock 
Market  Course,  the  practical  handbook  that 
Provides  the  goals  of  today's  smartest 
investors  —  and  the  strategies  they  use  to 
reach  them. 


PARTIAL  LIST  OF  TOPICS 


How  to  choose  a  broker — Broker  commissions — How  to  place 
an  order  —  Sources  of  information  —  Market  patterns  (how  to 
chart  stock  market  movement)  —  Dollar-cost  averaging  — 
Buying  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
—  Indexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
Bonds  and  preferred  stocks  —  Derivatives  including  options  — 
How  to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through''  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89. 50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 


Order  Form 
and  Guarantee 


NAME 


(please  print) 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  80-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  S89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  831 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 
□  Amex    □  MasterCard    □  Visa    □  Diners  Club 


ADDRESS 


Name: 


CITY 


STATE 


ZIP 


Number: 


Exp.  Date:        / 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

*Buyers  in  NY,  CA,  GA,  MO,  IL,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 


SMC831 


trends 

By  Robert  S.  Salomon  Jr. 


Stocks  to  avoid,  stocks  to  buy 


A  spate  of  articles  in  the  London  Econo- 
mist and  elsewhere  likening  the  U.S.  stock 
market  to  the  bubble  in  Japan  has  raised 
fears  that  our  market  is  wildly  overpriced. 

I  disagree.  High-priced,  yes — but  tulip- 
mania  level,  no.  In  his  most  famous  book, 
Extraordinary  Popular  Delusions  and  the 
Madness  of  Crowds,  Charles  Mackay  tells 
us  what  tulip  bulbs  went  for  at  the  height 
of  market  mania  in  Amsterdam  in  the 
1 7th  century. 

One  rare  tulip  could  buy:  "2  lasts  of 
wheat;  4  lasts  of  rye;  4  fat  oxen;  8  fat  swine; 
12  fat  sheep;  2  hogsheads  of  wine;  4  tuns  of 
beer;  2  tuns  of  butter;  1,000  lbs.  of  cheese; 
a  complete  bed;  a  suit  of  clothes;  and  a 
silver  drinking  cup." 

Our  stock  market  is  nowhere  near  this 
level.  My  view  is  that  the  price  risk  in  the 
U.S.  stock  market  is  no  greater  than  10% 
to  15%  from  the  present  level.  If  you  think 
I  am  too  optimistic  and  expect  a  greater 
decline,  you  can  protect  yourself  by 
buying  a  put  option  on  the  s&P  500.  To 
keep  the  cost  tolerable,  the  strike  price  on 
the  put  would  have  to  be  10%  to  15% 
below  the  current  market.  The 
cost  of  this  out-of-the-money 
put  runs  about  3%  per  year.  Call 
it  portfolio  insurance  with  a 
10%  to  15%  deductible. 

Even  if  you  don't  want  to 
spend  an  annual  3%  on  insur- 
ance, you  can  buy  some  protec- 
tion against  a  prospective 
decline  by  carefully  pruning 
your  portfolio.  Get  rid  of  con- 
cept stocks  (i.e.,  companies 
with  no  earnings)  and  other 
speculative  holdings.  Stay  with 
companies  with  strong  and 
tested  fundamentals  that  sell  at       ■■■■■■ 
discounts  to  their  growth 
rates — that  is,  stocks  whose  price/earn- 
ings ratios  are  lower  than  their  projected 
rates  of  earnings  growth. 

A  correction  would  cause  most  stocks  to 
decline:  However,  some  companies  would 
suffer  fundamentally  as  well  because  their 
revenues  are  tied  to  the  level  of  the  stock 
market.  I  believe  mutual  fund  management 
companies  and  the  life  annuity  companies 


With  a  home 
office  we 
can  continue 
to  work 
hard  without 
sacrificing  time 
spent  with 
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are  vulnerable  in  this  respect.  I  would  sell 
mutual  hind  giant  Franklin  Resources  (54, 
ben)  and  Hartford  Financial  Services 
(117,  hig) — along  with  its  majority-owned 
subsidiary  Hartford  Life  (56,  hli),  the 
largest  factor  in  the  variable  annuity  field. 

If  these  are  fields  to  avoid,  which  are  the 
promising  areas?  Anything  to  do  with  the 
growing  trend  toward  people's  working  at 
home.  The  driving  force  here — and  it  is  a 
powerful  one — is  the  desire  to  have  more 
family  time  by  eliminating  the  drudgery 
and  waste  of  commuting.  Through  the 
Internet  and  reasonably  priced  office 
equipment,  a  home  office  can  easily  dupli- 
cate the  conditions  in  a  regular  office — 
and  at  a  manageable  cost.  Furthermore, 
the  Tax  Act  of  1997  liberalized  the  rules 
regarding  the  deductibility  of  costs  associ- 
ated with  an  office  at  home. 

I  started  a  home  office  3%  years  ago  to 
manage  investments.  As  a  result,  my  part- 
ner and  I  work  full  days  with  no  time  lost 
commuting.  For  us  it  is  the  best  of  both 
worlds  because  we  can  continue  to  work 
hard  without  sacrificing  time  spent  with 
our  children. 

The  stocks  I  currently  favor 
to  participate  in  this  trend  are 
Compaq  (29,  cpq),  Staples 
(31,  spls)  and  Xerox  (104, 
XRX).  I  have  mentioned 
Compaq  and  Xerox  in  previous 
columns;  Staples  is  a  new  rec- 
ommendation and  deserves 
some  elaboration. 

Staples  is  the  second-largest 
office  supply  superstore  chain 
in  the  U.S.,  but  number  one  in 
terms  of  profitability  and 
growth.  The  company  has  a 
■MMM       stated  objective  of  increasing 
earnings  at  an  annual  rate  of 
30%,  which  it  has  been  exceeding  easily. 
Staples  has  been  expanding  in  Europe 
and  has  recently  entered  the  catalog  busi- 
ness with  the  acquisition  of  Quill.  Earnings 
are  estimated  to  be  75  cents  this  fiscal  year 
ending  in  January  and  $1.05  for  next  year. 
This  is  a  well-managed  company  that  pro- 
vides an  excellent  long-term  opportunity 
and  sells  at  a  discount  to  its  growth  rate.  WM 


Robert  S.  Salomon  Jr.  is  principal  and  cofounder  of  Stamford.  Conn.-bi  <ed  ST  I  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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The  biggest  names 
in  IT  have 
Iready  RSVPU. 


I 


Xerox's 

G.  Richard  Thoman 


They  are  some  of  the  hottest  issues  in  information  technology  (IT)  today.  So  it's  no  coincidence  they're 
also  some  of  the  hottest  keynotes  at  GartnerGroup's  Symposium/ITxpo  98.  Register  now  for  the 
world's  most  prestigious  IT  event  and  reserve  your  seat  for  an  eye-opening  look  at  IT's  hottest  trends, 
companies  and  products.  225  sessions,  25  tutorials,  an  interactive  IT  learning  lab  and  the  in-demand 
insight  of  GartnerGroup  analysts  make  Symposium  the  place  to  be  if  you're  anyone  in  IT. 

12-16  October  1998    Lake  Buena  Vista,  Florida,  USA 
www.gartner.com/symposium    1-800-778 1997    +1-203-316-6757 


COGartnerGrou 


w  oartneruroup 


The  future  of  IT. 


exchange 

By  Andrew  J.  Krieger 


The  sun  also  sets 


In  the  Mar.  23  issue  of  Forbes  I  wrote 
that  the  yen  was  getting  set  for  a  downward 
move  toward  the  ¥150  to  the  U.S.  dollar 
level.  Since  that  time  it  has  indeed  fallen 
from  ¥125  to  ¥146.50,  thereby 
effectively  reaching  my  target.  I 
had  specifically  recommended 
that  my  readers  purchase  one- 
year  ¥140-to-¥150  dollar  call 
spreads  at  a  cost  of  0.5%. 

Take  profits  on  this  position 
now  at  a  price  of  2.33%,  a  sub- 
stantial return  for  13  weeks.  On 
a  $1,000  commitment  you 
would  realize  nearly  $4,660. 

Do  I  believe  the  dollar's  rise  is 
over?  No.  But  option  volatility 
levels  have  reached  ailtime  highs, 
so  option  valuations  are  pumped 
up  much  more  than  usual.  Fur- 
thermore, the  spot  market  is  dis- 
playing near-panic  characteristics. 
The  likelihood  is  growing  of  a 
sharp  corrective  reaction  to  tern-       mmmmmmam 
porarily  halt  the  dollar's  rise. 
Don't  be  greedy.  Take  your  profits. 

This  does  not  mean  I  am  bullish  on  the 
yen.  Eventually  I  feel  the  dollar  may  very 
well  attain  levels  closer  to  ¥160/U.S.  dollar, 
and  on  a  climactic  selloff,  the  yen  could 
tumble  well  beyond  that  level.  The  currency 
market  has  concluded  that  the  measures  the 
Japanese  government  has  proposed  taking 
are  inadequate  to  check  Japanese  deflation. 
The  recently  approved  ¥16  trillion  fiscal 
spending  package  is  simply  the  latest  in  a 
long  line  of  fiscal  spending  that  has  pro- 
duced no  recovery.  Japanese  deflation  per- 
sists, domestic  demand  is  weak,  bank  lend- 
ing is  virtually  nonexistent  and  unemploy- 
ment is  worsening.  Japan  is  a  very  rich  coun- 
try, but  economic  conditions  such  as  these 
will  eventually  deplete  its  great  wealth. 

Ultimately,  Japan  will  need  a  shock  to 
make  the  necessary  changes  in  domestic 
policy — and  a  further  meltdown  in  the 
Nikkei  could  very  well  be  the  requisite  shock. 
Reflation  is  a  must,  and  in  fact,  Japan  needs  a 
dosage  of  inflation.  Japanese  consumers  must 
feel  that  prices  are  likewise  on  a  rising  path  so 
that  private  spending  will  accelerate. 


The  dollar 
may  very  well 
attain  levels 
closer  to  160 
yen,  and  on 
a  climactic 
selloff,  the  yen 
could  tumble 
well  beyond 
that  level. 


But  any  turnaround  will  take  a  lot  of 
work.  It  is  hard  to  assess  the  impact  of  an 
asset  deflation  in  excess  of  $10  trillion  such 
as  Japan  has  experienced  since  1990,  but 
the  economic  paralysis  that 
Japan  is  now  enduring  is  a  fairly 
natural  by-product.  Bank  bal- 
ance sheets  must  be  cleaned  up 
of  their  $700  billion  in  bad  loans 
and  lending  must  resume.  The 
Bank  of  Japan  can  print  yen  day 
and  night,  but  a  real  recovery 
will  come  only  when  banks  lend 
and  people  spend. 

Japan's  status  as  the  world's 
second-largest  economy  and  the 
largest  creditor  means  that  its 
problems  are  the  world's  prob- 
lems— and  these  problems  go 
very  deep.  They  include  an  aging 
population,  high  levels  of  federal 
debt,  a  capital -impoverished 
banking  system  and  an  overregu- 
a^M^M      lated  economy.  With  its  scandal- 
ridden,  policymaking  civil  service 
largely  stripped  of  its  power,  Japan  must 
also  address  the  challenge  of  shifting  policy 
formation  from  the  bureaucracy  to  the  leg- 
islative branch  of  government.  In  other 
words,  there  will  need  to  be  major  political 
reforms  along  with  economic  reforms.  No 
wonder  Japan  seems  virtually  paralyzed. 

Japan's  woes  are  exacerbated  by  a  region- 
al sickness  that  looks  quite  frightening. 
Heavy  storm  clouds  are  gathering  over  Asia 
and  the  risk  is  that  in  time  the  storm  will 
spread  to  Europe  and  North  America.  Ulti- 
mately, the  responsibility  rests  on  the  shoul- 
ders of  Japan's  policymakers,  but  to  date 
they  have  not  been  up  to  the  task  of  carry- 
ing the  load. 

Conditions  in  Asia  will  probably  get  much 
worse  before  they  get  better,  but — given  the 
likely  volatility — discretion  right  now  is  the 
better  part  of  valor,  and  I  recommend  clos- 
ing out  my  suggested  bet  on  a  declining  yen. 
If  the  dollar  sells  off  in  a  corrective  move, 
then  I  would  recommend  the  purchase  of  a 
¥150-to-¥160  to  the  dollar  call  spread  for  a 
price  of  0.9%  and  reinvesting  a  portion  of  the 
profits  from  the  ¥140-¥150  spread.  M 


Andrew  J.  Krieger  is  managing  director  of  KB  Currency  Advisors,  Inc.,  a  foreign  currency  investment  management  and  hedging/overlay  firm  based  in  Fort  Lee, 
N.J.  He  is  author  of  The  Money  Bazaar. 
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"DIGEX's  expertise  in 
running  complex  Web 
sites  for  large  companies 
is  unsurpassed.  But  as 
an  emerging  firm 
competing  against  some 
of  the  world's  largest 
and  best-known  names, 
DIGEX  needs  to  create 
awareness  and  credibility 
with  executive  decision- 
makers. Running  our 
ads  in  Forbes  helps  build 
credibility  for  DIGEX. 

To  us,  Forbes  represents 
"big  business,"  but  with 
an  entrepreneurial  edge. 
Forbes  readers  are  risk- 
takers,  those  not  afraid  to 
challenge  the  status  quo." 

Earl  Galleher,  President 
DIGEX  Web  Site  Management, 

'  DIGEX 

1TERMEDIA  COMMUNICATIONS  COMPANY 
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Running  our  ads  in  Forbes 
lelps  build  credibility  for  DIGEX." 


|rect  access  to  fearless,  innovative  managers  and  entrepreneurs.  A  fiercely  loyal  readership, 
e  most  efficient  reach  of  today's  business  decision-makers  including  "top  management," 
liddle  management,"  and  "total  management."*  What  more  could  an  advertiser  want? 


rbes-for  insightful  business  reporting  as  tough  as  business  itself. 

r  more  information  about  advertising  in  Forbes  go  to  www.forbesmedia.com 
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A  Quote  for  Every 
Occasion 

More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 

( There  is  no  true,  lasting  success 
in  business,  without  success  in  the 
business  of  living,  of  life"  'f^ 

— B.  C.  FORBES,  Founder  of  Forbes  Magazine 
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Quotations 

THOUGHTS  ON 
THE  BUSINESS  OF  LIFE 
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"By  necessity,  by  proclivity 
and  by  delight,  we  all  quote." 

—RALPH  WALDO  EMERSON 

"Life  begets  life.  Energy  creates 
energy  It  is  only  by  spending 
oneself  that  one  becomes  rich. 

—SARAH  BERNHARDT 


A  Gift  for  Every  Occasion! 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers. 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetically 
by  subject— from  ability  to  zeal— for  easy  access  and  endless 
inspiration. 

Over  3,000  contributors  in  all— business  leaders  and  mavericks, 
philosophers  and  pundits,  poets  and  politicians— from  across  the 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  $40.00  plus 
shipping  and  handling.  [C14] 


To  Order  by  Phone,  Call  Toll-Free:  1-800-876-6556 
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Let  us  now  praise  famous  woodwinds. 

The  fine  art 
of  the  clarinet 

By  Albert  Innaurato 


Anyone  who's  heard 
the  opening  of 
Gershwin's  "Rhap- 
sody in  Blue" 
knows  what  a  clarinet  in  the 
right  hands  can  do.  There's 
that  huge  sweep  up  to  a  jaunty, 
bluesy  riff,  calling  all  souls  to 
rise  up  and  jam — in  joy, 
sorrow,  hilarity  and  goohness. 
At  least  that's  the  way  Stan- 
ley Drucker  plays  it — and  luck. 
ily  he's  on  Leonard  Bernstein's 
Gershwin  collection.  Drucker 
is  the  world's  finest  clarinet 
player,  bar  none. 

The  clarinet  has  always  been 
a  much-maligned  woodwind. 
Richard  Wagner  has  his  little  musical 
joke  on  clarinet  players  in  Act  II  of  his 
opera  Siegfried.  The  hero  fashions  an 
instrument  out  of  a  handy  woody 
shoot — basically  a  clarinet — and  pro- 
ceeds to  make  the  most  appalling 
noises.  Hah,  hah,  hah. 

One  thing  Wagner  got  right.  Play- 
ing the  clarinet  well  is  damned  hard, 
and  a  good  many  professional  players 
end  up  sounding  a  lot  more  like 
Siegfried  than  Drucker.  A  clarinetist 
blows  into  this  Iitrie  reed,  manipulat- 
ing it  with  the  tongue  and  mouth,  and 
that's  supposed  to  get  some  kind  of 
sound  out  of  a  piece  of  wood.  Maybe, 
if  you  kill  yourself,  you  can  get  some 
tone  to  vibrate  evenly;  but  then,  can 
you  use  your  fingers  to  tune  those 
vibrations  into  recognizable  pitches? 
And  can  you  do  that  real  fast,  and  keep 
the  pitches  true? 

Stanley  Drucker  can.  The  preco- 
ciously musical  son  of  immigrants,  he 
was  encouraged  to  play  the  clarinet  in 
the  days  when  the  swing  bands  of 
Benny  Goodman  and  Artie  Shaw 
made  the  clarinet  look  like  a  potential 
meal  ticket.  Drucker  soon  proved  it 
was  a  lot  more  than  that.  He  started 
formal  lessons  at  10  and  became  prin- 
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cipal  clarinetist  of  the  Indianapolis 
Symphony  Orchestra  at  16 — which 
makes  him  a  Mozart  among  clar- 
inetists. He  joined  the  New  York  Phil- 
harmonic at  19  and  has  remained  there 
for  half  a  century.  Somebody  once  said 
only  the  mediocre  get  better;  genius 
can  just  do  it,  period. 

But  for  how  long?  As  a  player  ages, 


every  physical  change  affects 
his  sound.  The  tongue  thick- 
ens and  loses  flexibility.  Reflex- 
es slacken;  breath  shortens. 
Drucker  is  69,  but  looks  40 — 
and  sounds  16. 

The  concert  held  to  cele- 
brate Drucker's  50th  anniver- 
sary in  May  at  Manhattan's 
Avery  Fisher  Hall  showed  why. 
He  started  by  playing  Bela 
Bartok's  murderous  "Con- 
trasts" (commissioned  by 
Benny  Goodman — for  $300!) 
at  a  "preconcert"  recital.  Such 
recitals  usually  draw  only  a 
handful  of  devotees,  but  for 
Drucker  the  hall  was  full.  I've 
played  the  piano  part — Bela,  forgive 
me! — with  good,  very  indulgent  clar- 
inetists. But  I've  never  heard  anything 
like  this.  The  first  movement  cadenza  is 
a  wild  cascade  of  notes  over  two 
octaves  where  the  rhythm  keeps  shift- 
ing. Drucker  "swung"  it  fast,  every 
note  in  tune,  his  tone  glorious.  The 
audience,  famous  wind  players  from 


The  musical 
Drucker  family 

Stanley  Drucker's  wife,  Naomi,  was  a 
clarinet  prodigy  in  her  own  right  when 
Stanley  met  her — they've  been  married 
42  years.  "It  was  awe  at  first  sight,"  she 
says  of  their  meeting.  She  has  a  beauti- 
ful and  distinctive  tone  of  her  own,  which 
comes  through  on  the  New  York  Legends 
cd  she  made  with  Stanley,  not  to  men- 
tion her  work  with  the  American  Chamber 
Ensemble. 

Music  runs  in  the  family.  Son  Leon 
studied  cello.  "We  never  went  to  bed," 
remembers  daughter  Rosanne.  "We'd 
wait  up  for  Dad  after  his  concerts,  then 
sit  around,  have  spaghetti  and  talk  about 
everything  in  music."  When  Leon  and 
Rosanne  gravitated  to  rock,  the  parents 
accepted  that.  "We  heated  the  garage 


and  added  extra  electricity  for  the 
amps,"  remembers  Naomi,  "and  we 
closed  all  the  doors." 

Leon  is  best  known  as  "Lee  Rocker," 
virtuoso  stand-up  bass  player  in  the 
Eighties  rockabilly  band  Stray  Cats.  He  is 
now  carving  out  a  solo  career  with  his 
new  cd  No  Cats.  Daughter  Rosanne 
Drucker  sings  on  that  cd  and  has  just 
completed  her  first  solo  cd  as  singer  and 
songwriter. 

In  the  Drucker  household,  the  style  of 
the  music  that  fills  the  rooms  matters 
little;  the  spirit  behind  it  is  everything. 
"Elvis  was  great  because  he  was 
authentic,"  says  Stanley  Drucker. 
"That's  what  a  great  musician  does — 
you  channel  this  thing  that's  real  inside 
you  outward.  You  can  always  tell  the 
phonies,  even  when  they  have  a  lot  of 
skill.  There  are  only  two  kinds  of  music: 
good  and  bad."      -A.I. 
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around  the  world  and  half  the  profes- 
sional musicians  in  New  York  City, 
gasped  and  broke  into  wild  cheers. 

An  hour  later,  during  the  concert 
proper,  he  played  the  killer  first  clarinet 
part  in  the  world  premiere  of  The 
Spider  and  the  Fly  by  David  Del  Tredi- 
ci.  Then  he  played  the  solo  in  Aaron 
Copland's  "Clarinet  Concerto"  (also 
commissioned  by  Benny  Goodman). 
His  recording  of  this  with  Leonard 
Bernstein  is  one  of  the  most  beautiful 
stretches  of  music  I  know.  In  the  slow 
first  movement  he  spins  the  tune  out 
like  Caruso.  He  takes  the  jazzy  second 
movement  very  fast,  his  articulation  of 
notes  at  a  dizzying  pace.  The  sheer 
sound  he  makes  is  fantastic. 

Goodman's  name  comes  up.  "He 
was  an  excellent  player — in  everything," 
Drucker  says.  "But  in  classical  music  he 
was  too  serious,  too  rigid.  It  has  to  be 
free,  you  have  to  take  chances.  Those 
people  out  there  have  to  feel  what 
you're  doing  in  their  bones." 

The  New  York  Philharmonic  has  a 
reputation  as  the  world's  meanest 
orchestra.  In  his  dressing  room, 
crammed  with  bouquets  from  the 
international  elite  of  classical  music,  the 
one  that  moves  Drucker  most  is  from 
the  flute  section.  In  a  world  where  one 
instrumental  section  has  to  negotiate 
to  walk  through  the  territory  of  anoth- 
er, Drucker  gets  the  love  of  his  musical 
colleagues.  He  deserves  it.  n 


A  selected  Drucker  discography 

Stanley  Drucker 

Copland  Clarinet  Concerto.  Conducted  by 
Leonard  Bernstein.  Deutsche  Grammophon. 

New  York  Philharmonic— The  Historic  Broad- 
casts: 1923-1987  (10  cds).  Drucker  and  Bern- 
stein in  the  world  premiere  of  John  Corigliano's 
"Concerto  for  Clarinet  and  Orchestra" — one  of 
the  most  fantastic  performances  ever.  Also, 
much  Drucker  solo  and  lead  clarinet  work  from 
1948  on,  with  great  conductors.  New  York  Phil- 
harmonic Special  Editions. 

New  York  Legends.  Chamber  works — some 
with  his  wife,  Naomi.  Cala. 

Leon  Drucker  (Lee  Rocker) 

Stray  Cats:  A  Retrospective  (1981-92).  Big 
hits,  rare  takes,  unpublished  broadcasts.  EMI. 

Built  for  Speed.  Another  Stray  Cats  album.  EMI. 

No  Cats.  First  solo  album.  Upright  Records. 

Rosanne  Drucker 

Rosanne  Drucker.  To  be  released  late  1998. 
Compass/Cakewalk  Records. 
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With  Ken  Price,  ceramics  goes  beyond  being  crafts 
and  becomes  art. 

Go  ahead— touch  it 


By  Robert  Goff 


Is  Ken  Price  a  sculptor  or  a  potter?  Who  cares? 


Ken  Price  would  like  you  to 
forget  museum  rules  and 
touch  the  artwork.  "The 
tactile  sense  is  a  lost 
aspect  of  sculpture,"  laments  the 
63 -year-old  artist  from  Venice, 
Calif.  He  encourages  you  to  prod, 
probe  and  run  your  hands  over  his 
ceramic  forms,  with  their  mysterious 
cavities  and  luscious  surfaces: 
"When  people  stick  their  fingers 
inside,  they  become  much  friendlier 
with  the  piece." 

Forget  the  fusty  distinction 
between  arts  and  crafts;  Price's 
ceramics  are  both  abstract  and  func- 
tional, both  pottery  and  sculpture. 
In  the  candied  shards  of  his  1972 


"Gaudi  Cup,"  a 
mundane  vessel  is 
humorously 
deconstructed.  In 
"Stamp  of  the 
Past,"  from  1989, 
what  looks  like  a 
pocked  purplish 
meteor  exposes  its 
interior,  glazed  a 
velvety  yellow.  In 
the  center  a  dark 
geometric  portal 
invites  a  wary 
finger.  Price's 
works  are  filled 
with  apprehensive 
whimsy — shocking 
colors,  alluring 
textures  and  dan- 
gerous subtexts. 

Museums  like 
the  Art  Institute 
of  Chicago,  Hous- 
ton's Menil  Col- 
lection and  the 
Walker  Art  Center 
in  Minneapolis  are 
collectors.  And 
New  York's  Met- 
ropolitan Museum 


of  Art  just 
acquired  two  Price 
pieces.  Yet  both  Sotheby's  and 
Christie's  still  relegate  Price  to  their 
20th-century  decorative  arts  depart- 
ments. "They  don't  know  what 
they're  talking  about,"  declares  an 
annoyed  Stephen  Alpert,  a  Boston 
entrepreneur.  Alpert,  60,  has  been 
following  Price  for  20  years,  collect- 
ing from  each  major  period  of  his 
career.  He  blames  Price,  in  part,  for 
the  lack  of  serious  attention  paid  to 
his  work.  "He  isn't  enough  of  a  self- 
promoter,"  says  Alpert. 

A  disciple  of  legendary  California 
ceramist  Peter  Voulkos  at  the  Otis 
Art  Institute  in  the  1950s,  Price  was 
among  the  first  to  rebel  against  the 
demure  esthetic  code  of  American 
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your  freedom?" 

— American  Bar  Association 

"I'm  going  to  teach  my 
kids  to  search  out  what 
they  want  to  do,  and  go 
after  it  with  everything 
they  have.  Because  the 
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freedom  to  be  the  best 

W 

we  can  be  is  the  greatest 

luxury  we  have  in  this 

I 

country." — Cal  Ripken,  jr., 
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baseball's  world  record  holder 
for  consecutive  games  played 
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"1  always  told  my  kids — 

if  you  want  to  be  good 

n 

Mr 

at  anything,  you  have  to 
work  at  it  with  dedication, 
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determination  and  desire. 
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In  our  family  we  learned 

to  celebrate  our  freedom 

by  making  the  most  of 

our  choices." — Cal  Ripken, 

Sr.,  Orioles  Hall  of  Fame, 

Cal,  jr.  's  dad  and  role  model 
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Men:  Want  to  dress  smartly?  Just  study  those  old  photos  of  the 
1  Duke  of  Windsor. 


ceramists.  Instead  of  prim  and 
proper  designs,  he  experimented 
with  rough  edges;  bright  colors 
applied  with  abandon  replaced  care- 
ful, earthy  glazes.  He  was  influ- 
enced by  Picasso  and  Miro — both 
of  whom  did  ceramic  work — and  by 
the  madcap  Barcelona  architecture 
of  Antoni  Gaudi. 

Some  critics  insist  on  finding  a 
crude  sexual  symbolism  in  the 
curves  and  cavities  of  his  forms. 
"I'd  like  to  take  these  people  out  on 
a  bus  tour  in  the  country  and  say, 
hey,  this  is  a  cave,  not  genitalia," 
glowers  the  sculptor. 

Collectors  like  Alpert  are  undis- 
mayed by  the  auction  houses'  con- 
descending attitude,  and  shell  out  as 
much  as  $45,000  for  new  works 
and  more  for  older  pieces.  On  the 
rare  occasion  a  piece  turns  up  at 
auction,  bidding  can  be  heated. 
Last  March  a  small  cup  estimated  at 
Sotheby's  for  $3,000  to  $5,000 
sold  for  $8,000. 

As  for  Price,  he  doesn't  give 
much  thought  to  how  his  work  is 
labeled.  "I  just  make  the  stuff,"  he 
shrugs.  "The  dealer  decides  what  it 
costs,  the  critic  decides  what  it 
means."  For  the  Greeks,  earthen- 
ware was  both  functional  and  spiri- 
tual. Ken  Price's  work  is  the  con- 
temporary continuation  of  that  lofty 
tradition  and  a  good  buy  if  you  can 
get  it.  m 
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Do  like  the  Duke 


By  Bruce  Boyer 


Ti 


hey  told  you  mixing  checks 
and  stripes  is  a  fashion  no- 
no  only  slightly  less  egre- 
gious than  wearing  white 
socks  with  brogues  and  a  navy-blue 
suit.  They  told  you  wrong.  Browse 
through  any  issue  of  any  men's  mag- 
azine and  you  see  things  recom- 
mended that  were  considered  fashion 
felonies  ten  years  ago:  A  double- 
breasted,  chalk-stripe  suit  with  a 
striped  shirt  and  a  woven  hounds- 
tooth-check  tie.  Or  a  checked  shirt 
and  striped  tie  with  a  plaid  sport 
jacket.  All  worn  with  suede  shoes 
and  fancy  hosiery. 

We're  not  talking  about  the  25th 
reunion  of  Cedar  Rapids 
High.  We're  talking 
Uomo  bleeping  Vqguel 

The  irony  is,  this  isn't 
new  and  it  didn't  come 
from  out  of  nowhere.  It 
came  from  England  60- 
odd  years  ago,  from  the 
sartorial  imagination  of 
one  man:  Edward,  Duke 
of  Windsor.  Failed 
monarch  and  political 
numbskull  he  might 
have  been,  but  boy 
could  that  guy  dress! 
Edward  did  more  to 
influence  the  way  men 
dress  than  probably  any 
man  this  century.  Still 
does. 

There's  a  photo  of 
the  Duke  taken  for 
Vogue  in  1964  by  famed 
fashion  photographer 
Horst  in  which  the 
Duke  looks  so  with-it 
it's  hard  to  believe  it 
was  taken  34  years  ago. 
There  he  stands,  wear- 
ing a  marine-blue,  shot 
land  tweed  suit  with  a 
bold,  white  window- 
pane  overplaid,  pale 
blue  checked  spread- 


collar  shirt  and  plaid  silk  tie.  If  he 
were  walking  down  the  street  today, 
he  would  still  be  the  absolute  glass  of 
fashion  and  the  mold  of  form. 

That  was  the  thing  about  Wind- 
sor: He  always  looked  like  the  New 
Man.  There  are  even  earlier  photos 
of  him  in  which  everyone  else  looks 
thoroughly  Victorian — except  Wind- 
sor. The  Victorians  tended  to  believe 
that  respectability  and  comfort  were 
at  war.  Compared  with  the  stiff, 
heavy  suits  of  his  father's  generation, 
Windsor's  suits  were  suppler  and 
more  lightly  constructed  and  had  a 
slightly  easier  cut.  That  was  long 
before  Armani. 


Always  the  glass  of  fashion  and  the  mold  of  form. 
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Acura 
www.acuTa.com 

Allen-Edmonds 
www.aHenedmonds.com 

Alliant  Utilities 
www.alliant-energy.com 

ALLTEL 
www.alltel.com 

Andersen  Consulting 
www.ac.com 

Archer  Daniels  Midland 
www.admworld.com 

AT&T 
www.att.com/traveler 

Barry  Kaye  Associates 
http  ://www.barry  kaye.com 

CellNet  Data  Systems 
www.cellnet.com 

Charles  Schwab  a  Co.,  lnc 
http  ://www.schwab.com 

Continental 
www.flycontinental  .com 

Deere  ft  Company 
www.deere.com 

Discover  Brokerage  Direct 
www.discoverbrokcrage.com 

Fairchild  Aerospace 
www.fairchilddomier.com 


Fireman's  Fund 
www.the-fund.com 

Franklin  Templeton  Distributor's  Inc. 
http://www.franklin-templeton.com 

Henderson  Land  Development  Co.  Ltd. 
www.hld.com 

Hilton  HHonors 
http  ://www.hilton.com 

Honeywell 
www.honeywell.com 

The  Hong  Kong  China  and 

Gas  Company  Limited 

www.hkcg.com 

International  Watch  Company 
www.iwc.ch 

Intrigue.   By  Oldsmobile 
www.oldsmobile.com 

Iowa  Department  of  Economic  Development 
http ://  w  w  w.  smart  .state,  ia .  us 

1PSC0  Inc. 
www.ipsco.com 

Janus  Funds 
wwwjanusfunds.com 

Johnson  Controls 
wwwjci.com 

Lexmark 
www.lexmark.eom/s/ 

Malaysia  Airlines 
http  ://www.malaysiaairlines.com.my 


Nokia  Display  Products,  Inc. 
www.nokia.com/americas 

Northwestern  Mutual  Life  Insurance 
www.northwesternmutual.com 

Pandesic 
http :// w  w  w.  pa  ndesic.com 

The  Peninsula  Hong  Kong 

www.peninsula.com  or 

email  at  pen@peninsula.com 

PeopleSoft 
www.peoplesoft.com 

PGEtE  Energy  Services 
www.pgees.com 

Shangri-La  Hotels  Et  Resorts 
www.shangri-la.com 

T.   Rowe  Price  Dividend  Growth  Fund 

042707DGF 

http  ://www.  troweprice.com 

T.  Rowe  Price  European  Stock  Fund 

042708ESF 

http  ://www.troweprice.com 

T.  Rowe  Price  Tax  Efficient  Balanced  Fund 

042706TEB 

http://www.troweprice.com 

Toyota  in  America 
http  ://www.  toyota.com/usa 

US  Airways 
www.usairways.com 

Virginia  Economic  Development  Partnership 
www.YesVirginia.org 


The  latest  "innovations"  from  the 
Duke's  closet  include  the  resur- 
gence of  the  spread-collar  shirt  and 
brown  suede  shoes  worn  with  a 
blue  or  gray  suit,  but  a  long  list  of 
others  have  come  before.  Credit 
the  Duke  with  Fair  Isle  sweaters, 
tartan  everything,  midnight- blue 
dinner  jackets  (once  again  gaining 
popularity  since  the  eye  perceives 
them  as  more  black  than  actual 
black),  backless  formal  waistcoats, 
argyle  socks,  the  regimental  stripe 
tie  and  the  drape-cut  suit. 

Back  in  the  late  1920s  men  knew 
they  were  imitating  the  Duke,  and 
did  so  quite  consciously.  He  was 
openly  considered  among  the  best- 
dressed  young  men  in  the  world, 
and  men  would  have  their  tailors 
copy  whatever  outfits  he  was  pho- 
tographed wearing;  one  gent  from 
Chicago  even  left  a  standing  order 
with  Windsor's  own  tailor  to  dupli- 


cate every  outfit  Windsor  ordered. 
The  Duke  was  the  Golden  Boy  of 
the  Jazz  Age,  the  First  Salesman  of 
the  British  Empire.. 

Today  this  political  disaster 
remains  the  font  of  inspiration  for 
the  majority  of  men's  clothing 
designers  and  manufacturers  alike. 
Ralph  Lauren  has  made  a  career 
emulating  the  Duke,  and  everyone 
from  Armani  to  Zegna  has  paid 
homage.  When  Windsor's  memen- 
tos went  up  at  auction  last  Febru- 
ary, the  bidding  for  the  Duke's  old 
wardrobe  was  particularly  heavy. 
Crit  Rawlings,  president  of 
Oxxford  Clothes,  dropped  $12,650 
on  a  silk  suit.  In  all,  the  Duke's  25 
suits,  sport  jackets  and  formal  out- 
fits took  in  $773,145. 

You  want  to  know  how  a  guy 
ought  to  dress?  Forget  the  fashion 
mags;  check  out  the  auction 
catalog.  m 


The  truth 
about  the 
Windsor  knot 

Gifted  as  he  was  with  a 
suit  and  tie,  the  Duke  of 
Windsor  was  not  infallible 
in  fashion.  He  once 
invented  a  pair  of  safari 
shorts  with  deep  cuffs 
that  could  be  unbuttoned 
and  lowered  for  longer 
leg  protection.  Uh,  no.  A 
blue  bowler  hat  as  an 
alternative  to  somber 
black  went  nowhere  fast. 
Windsor  started  a  brief 
but  mad  rush  for  plus 
fours  in  South  America, 
where,  as  the  Duke 
describes  it  in  Windsor 
Revisited,  "as  a  result  of 
my  visit,  [plus  fours] 
became  the  accepted 
country  wear  of  the 
Argentineans."  Go  figure. 

Some  of  his  far-out 
stuff  may  yet  make  a 
comeback.  Windsor 
owned  a  wonderful  green 
velvet  cord  smoking 
jacket  with  grosgrain 
lapels  and  cuffs  which 
was  bought  at  auction  by 
Brioni.  The  cigar-and-mar- 
tini  crowd  just  might  go 


all  the  way  in  this  one. 
But  to  set  the  record 
straight:  Windsor  never 
invented  the  Windsor 
knot  for  ties,  nor  even 
tied  one,  when  you  get 
right  down  to  it.  At  the 
time,  men  thought  the 
Duke  achieved  his  extra- 


plump  knot  by  wrapping 
the  tie  twice,  in  a  more 
cumbersome  version  of 
the  four-in-hand  knot.  Not 
so.  The  Duke  simply  had 
his  tiemaker  sew  a  thick- 
er lining  into  his  cravats. 
Sometimes,  it  helps  to 
be  a  duke.  -B.B. 


The  commodif  ication 
|  of  crap 

On  July  2  intrepid  collectors  had  a 

chance  to  bid  on  a  container  of  the 

little-known    Italian    artist    Piero 

n  Manzoni's  excrement  at  Sotheby's 

)  London.  The  august  auction  house 

|  sold   "Merda   d'artista   no.    35," 

■  dating  from  1961,  for  £17,250,  or 

about  $28,800. 

The  30  grams  of  vintage  human 
feces  are,  assures  Sotheby's,  "natural- 
ly preserved"  in  a  signed,  num- 
bered— and  well-sealed — tin.  Man- 
zoni  produced  90  tins  in  all,  each 
labeled  in  Italian,  English,  French  and 
German.  The  auda- 
cious artist  priced  his 
excrement  off  the 
going  rate  for  gold. 
This  is  not  a  com- 
panion piece  to 
Marcel  Duchamp's 
famous  Dadaist  urinal 
of  1917.  Manzoni  (1933-63)  was  a 
member  of  the  European  "actionist" 
movement.  The  actionists  believed  that 
the  act  of  making  art  is  as  important  as 
the  art  itself.  Take  this  idea  far  enough 
and  you  get  Manzoni,  who  rates  an  art 
historical  footnote  for  being  among  the 
first  to  use  his  own  body  as  both 
medium  and  end  product. 

As  it  turns  out,  you  would  have 
done  better  investing  in  art  world  crap 
than  in  gold.  At  the  height  of  the 
booming  Eighties  art  market, 
Christie's  London  sold  a  Manzoni  tin 
for  $67,700,  roughly  $2,257  per 
gram.  More  recently,  Milan's  Finarte 
sold  a  tin  in  1996  for  just  under 
$30,000— nearly  $1,000  per  gram. 
Today  gold  sells  for  a  mere  $9.45 
per  gram. 

Sotheby's  sold  "Merda"  along  with 
other  works  from  the  collection  of 
Swiss  dental  tycoon  Philippe-Guy 
Woog,  who  made  his  fortune  by 
inventing  the  first  electric  toothbrush. 
Woog's  collection  included  such 
respected  abstract/conceptual  painters 
as  Robert  Ryman,  Yves  Klein  and 
Lucio  Fontana. 

Many  art  world  ideas  that  once 
seemed  radical  now  look  like  schoolboy 
stunts.  Manzoni's  "Merda"  is  no 
exception — but  proves  that,  once  sanc- 
tified by  the  art  world,  anything  can 
have  value.  -Robert  Goff 


244 


Forbes  ■  July  27,  1998 


■  When  the  going  gets  tough,  the  tough 
j  go  trout  fishing  with  their  daughters. 

The  terror 
and  sadness 
of  midlife  crisis 

By  Jessica  Maxwell 


from  their  trauma,  Dodson  discovered  that  fathers  and 
daughters  bond  differently  than  fathers  and  sons,  whose  rit- 
uals are  a  staple  of  American  letters.  Maggie  took  on  die  role 
of  caretaker.  "I  assumed  she  was  okay.  But  she  was  just 
putting  up  a  good  front  to  protect  my  feelings."  Dodson 
discovered  this  the  hard  way,  when  Maggie  exploded  at  a 
dude  ranch  in  Colorado  after  some  older  girls  teased  her 
about  still  believing  in  Santa  Claus.  "I  made  the  mistake  of 
telling  her,  'For  God's  sake,  Maggie,  grow  up.'  She  burst 
into  tears,  then  accused  me  of  breaking  my  'pinkie  promise' 
I'd  made  to  her  about  never  getting  a  divorce.  Her  emo- 
tions were  so  deep.  I  don't  think  Jack  would  have  reacted 
the  same  way." 

"Men  have  been  having  the  hardest  time,"  he  explains. 
"They're  unsure  of  how  they're  supposed  to  behave,  so 


T 


iterature,  James  Dodson  points 

out,  has  not  dealt  well  with  men 

trying  to  find  their  way  through 

emotional  adversity,  "whether 
it's  Teddv  Roosevelt,  whose  mother  and 
daughter  died  the  same  day,  or  Thomas 
Jefferson,  who  lost  his  wife  and  daughter 
while  he  was  in  his  prime."  There's  sad- 
ness in  men's  lives,  he  says,  but  men  have 
not  been  able  to  talk  about  it. 

In  Faithful  Travelers  Dodson  fills  some 
of  this  vacuum.  The  book  was  something 
of  an  accident.  He  had  planned  to  write  a 
runny  story  about  an  overworked  middle- 
class  family  rediscovering  itself  on  the  back 
roads  of  America.  Suddenly  he  found  him- 
self in  the  midst  of  a  wrenching  divorce, 
and  a  big  hole  opened  up  in  his  life.  The 
family  travelogue  turned  into  an  odyssey 
of  healing  with  his  daughter,  Maggie,  then 
7  years  old,  as  they  roamed  the  country 
trout  fishing  and  binding  their  emotional 
wounds. 

Published  in  mid-May  of  this  year,  Faithful  Travelers 
swiftly  struck  a  chord  with  forty-something  parents.  The  first 
printing  of  50,000  copies  sold  out  in  three  weeks.  Midlife 
male  pain  as  a  literary  genre  now  occupies  several  moist  and 
clammy  shelves  in  the  modern  library.  Dodson  is  the  class 
act  here.  He  isn't  preachy,  he  isn't  saccharine,  he  doesn't 
drown  the  reader  in  pop  psychology.  "I  wTote  about  terror 
and  sadness,"  he  says.  "I'm  44;  why  is  my  marriage  falling 
apart?  One  of  the  things  I've  learned  is  that  I  don't  have  any 
answers.  Maybe  that's  the  path  to  enlightenment." 

Dodson,  in  his  own  view  of  himself,  is  a  bit  of  an  irascible 
coot,  with  a  long  list  of  fears  that  include  "chat  rooms," 
"baseball  salaries,"  "my  mother  being  alone,"  "Rupert  Mur- 
doch" and  "the  idea  of  bringing  harm  to  my  children." 

This  last  takes  work.  "There's  no  dress  rehearsal  for 
fatherhood,"  said  Dodson  recendy  from  his  home  in  Maine. 
"It's  here  in  your  face  every  minute.  In  the  evening  I  want 
nothing  more  than  ten  blissful  minutes  of  quiet.  I  never  get 
it  because  my  children  want  to  argue  about  everything  from 
animal  maintenance  to  the  existence  of  angels." 

Out  on  the  road  with  Maggie,  as  they  sought  to  recover 
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fatherhood  is  being  redefined."  In  Faithful  Traveler  he 
redefines  his  own  role  and  tries  to  help  others  do  the  same. 
"Men  turn  to  sex,  drugs,  booze,  too  much  golf,  fishing  all 
the  time.  Look  at  the  character  Silent  Sam  in  my  book. 
He's  a  composite  of  three  of  my  best  friends,  all  of  whom 
had  breakdowns  that  summer.  I  retrieved  their  desperate 
messages  the  day  Maggie  and  I  hit  Mount  Rushmore. 
They're  highly  successful  men,  and  all  three  hit  their  early 
40s  and  had  a  meltdown.  All  three  of  them  also  had  very 
distant  fathers:  Two  had  alcoholic  fathers;  the  other's  was 
a  workaholic." 

The  way  Dodson  sees  it,  the  journey  with  Maggie  may 
have  saved  him  from  a  similar  fate.  "When  we  left  Maine, 
my  faith  had  been  shaken.  Then  there  was  this  catalog  of 
minor  disasters,  and  I  realized  that  what  was  running 
through  our  days  was  a  kind  of  shared  faith — we  knew  we'd 
returned  to  a  new  kind  of  family,  and  both  of  us  knew  we'd 
be  okay." 

If  you  are  a  male  of  that  dangerous  age,  don't  reach  for 
another  martini  or  schedule  another  36  holes  of  golf.  Go 
read  this  book.  If  you  are  a  woman  who  wants  to  under- 
stand the  modern  male  species,  do  the  same.  HM 
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System.  HRLE  Info-Pak 


24  Hr.  Hotline  888  490  4989 


Real-time  Quotes 

Stocks,  Commodities,  Options  &  News 

delivered  continuously  via  the  Internet! 

Signal  Online 


DATA  America's  leading  provider  Get  started  fast! 

BROADCASTING  °'  real-time  market  data  to  www.dbc.com/sm 

CORPORATION  the  individual  investor.  888  200  101 1  xl80i 


business  opportunities  educational  services : 


hred-it 


To  Success 


'  Shredding  for  over  35,000 

companies  in  North  America. 
•  World  leader  in  mobile  document 

shredding  and  recycling. 
'  Offering  a  unique,  proven 

franchise  system  successful  in 

over  50  markets. 
'  Business  to  business  service; 

national  account  program; 

training;  exclusive  territories. 
'  Excellent  opportunities  nation 

wide. 

'  Featured  in  Forbes,  March  1997. 
Caii:  Doug  Warren 

(905)  855-2856  E^t.  237 

E-mail:  doug@shredit.com 


PARTNER  WANTED 

Profitable  high-tech  Counter  Spy"' 
shops/cafes  opening  in  upscale 
malls  /  key  mktg  areas.  Cash  in  on 
exploding  Spy /privacy/protection 
market.   Fax  (212)  983-1278  or  call 

Mr.  Frank®  1-800-685-6374 
Counter  Spy  Sliops  of  May/air  London 
a  CCS  Intl.  Company  -  Mfr  mux  1959 


OFFSHORE 

CORPORATIONS 


•  Protection,  Privacy,  Tax  Free 

•  Nominees,  Bank  Accts.  Credit  Cards 
'  Licensed  Offices:  L:is  Vegas  -  Ibssau 

•  Flat  Kate  Fees.  Ne>  ada  Corps.  $95 


\  ORDER  BY  PHOSE   FREE  1SFO 

1-800-997-2550 


Bachelors  -  Masters  -  PH.D.i 


Credit  for  work  experience  •  No  classroom 

attendance  •  Accelerated  degree  program* 

Send  Resume  for  no  cost  evaluation 

i*ttton  International/  fr 

*•**"*  "^ 

PO.  Box  1138  •  Bryn  Mawr,  PA  19010 
Fax:  610-527-1008  ♦  E-mail:  washuniv©op.net 


The  Leader  in  Distance  Learn 
ing  for  20  Years 


»Associate»Bachelor»Master«Doctor 

Business  (Mgmt,  HRM.  Health  Carel 

Management  of  Technology 

Psychology 

Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  F 

Santa  Ana,  CA    92705 

800/477-2254  www.scups.edu 
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GET  A  COLLEGE  DEGRE 
IN  27  DAYS 

BS/MS/MBA/PhD.,  etc.  Gradu 
ation  ring  available,  transcript, 
diploma.  Yes,  it's  real,  legal, 
guaranteed  and  accredited. 
1-800-689-8647,  24/hours. 


University  Degrees 

Bachelors.  Master"s.  Ph.D.s. 

Take  courses  using  texts^ihoneAriail/EmaiL 

No  classes.  Low  costs. 

Columbia  Pacific  University 

105  Digital  Drive.  Novate  CA  94949 

800-552-5522  -  http://wvrtv.CPUrav.edu 


ABSOLUTELY  FREE  EVALUATION 
Bachelor's-Master's~Ph.D.  Degrees 
Based  on  life  and  work  experience 
Confidential-Fast-Student  Loans 
www.arrc.org  800-951-1203 
International  Fax:  812-285-8891 
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MARKET  CLASSIFIED 

To  spotli<jltt  yoinsjiccio/typrndttct  orseivice  to  an  affluent  executive  audience: 
Calt Linda  Loren  (J  12}  260-0620  or  Fax  (212)  260-8183  or 

E-mail:  lloren@forbes.com 


Forbes 


commercial  real  estate 


EVELOPMENT 
JPPORTUNITY 

The  Port  of  Houston  Authority 

is  now  accepting  proposals  for  the 

sale/lease  of  an  entire  block  in 

downtown  Houston,  Texas. 


Adjacent  to  this  location  is  the  new 

[Ball  Park  at  Union  Station  Development 

[(the  future  home  ol  the  Houston  Astros), 

due  to  open  in  the  year  2000. 

The  property'  is  also  located  near 

George  R.  Brown  Convention  Center. 


opt  in»  Proposals  now  through  August  31,  1998 


TO 


7 


]  ■  DDQ  D 

iDQ\7an 

3DO  □□ 


GEORGE  R 

BROWN 

CONVENTION 

CENTER 


For  more 
information  call: 

Port  ol  Houston 
Authority 

Brenda  McDonald 

713.670.2679 

Fax  713.670.2639 


,ks/authors/publishers 


franchising 


EW  AUTHORS 

PUBLISH  YOUR  WORK 

ALL  SUBJECTS  CONSIDERED 

Fiction,  Biography, 

Religious.  Poetry,  Children's 

AUTHORS  WORLDWIDE  INVITED. 

MINERVA  PRESS 

)  MOMPTON  SOAD  LONDON  ENGLAND  SvV"?  30Q 


travel  &  fitness 


Fitness  Guide:  Where  to  Work  Out 
n  You're  on  the  Road.  "A  well-orga- 
i  reference  to  hotel  facilities,  health 
s.  spas,  fitness  and  dance  classes  in 
15  most  popular  U.S.  destinations"- 
Magazine.  Available  in  bookstores, 
ine,  or  bv  mail.  Send  $14.95  to 
ne  Press  Publishing,  PO  Box  340R, 
NY  10159-0340.  212-647-0921. 
/MasterCard  call  ADL  800-343-4002. 


Franchise 

your  business! 

Call  lor  Information  on  franchising 

your  business  or  seminars  scheduled 

throughout  the  country. 

Francorp' 


gemstones 


Jewelry  and  Gems. 

Diamonds,  Pearls  and  Fine  Gold  Jewelry. 

Member:  Jewelers  Board  of  Trade. 

Please  call  or  Fax  for  Quote  or  Information. 

Free  Catalog  and  Diamond  List  Available. 

R.L.  International  Services,  Inc. 

Toll  Free:  (888)  470-7955 

Fax:  (973)  470-8895 


H!liil;H-3:U77nire 


Microsoft  Office  Pro  97  Single  User  Utense  S189 
Microsoft  Office  Pro  97  Full  Ver.  CD/Man  S239 
NEW!  WINDOWS  95  OSR  2.5  CD/ManlBoot  $109 
Windows  95  OSR  2.X  Single  User  License  S64 
Microsoft  Project  98  CD  S239 

Microsoft  Visual  C++  Pro  5.0  CD  S179 
Microsoft  Visual  Basic  Pro  5.0  CD  S179 
MS  NT  Server  10  Client  License  S749 
MS  BackOffice  Small  Business  Server/25 
H  User  Padjgem^TteduifrkeLirJunoe  SOU  More  S1695 
MS  Windows  NT  Client  4.0  20  Clint  Ik  Pick  $439 
MS  Windows  NT  Workstation  4.0  CD  S169 
NOVELL  Intranetware  4.11  w/  25  User  tic.  $1*39 
NOVELL  Intranetware  4.11  w<  50  User  Lie  $2689 


Adobe  Pagemaker  6.5  $389 

Adobe  Photoshop  4.0  $369 

Adobe  Illustrator  7.0  $275 

Corel  WordPerfect  Suite  CD  8.0  $99 

CorelDraw  8.0  w/  Photopaint  &  Dream  3D  $219 
Lotus  SmartSuite  97  CD  $79 

Macromedia  Director  6.0  8,  Studio  AE     $989 
MS  Super  Bundle  CD-SUPER  Deal!!!      $329 

Office  Pro  97  w/  Manual,  Encarta  98,  Cinemania  97, 
3-D  Movie  Maker,  MS  Money  97.  MS  Works  4.0, 
Golf  3.0,  CD  Sampler!  Great  Starter  for  a  new  PC! 
OIALIR  INQUIRIIf  WILCOMI 
100%  Money-Back  Guarantee 

^(IP  left     MM  KB     CorP°r3,e  POs  & 

:    WM    |  IW      j  MM  I  HH        CODS  WELCOME 
MONDAY  -  SATURDAY  9AM-6PM  PACIFIC  STANDARD  TIME 

MftNin  l*r*>«tu«j(«  «• 

3620  Wade  Blvd.,  Los  Angeles,  CA  90066 

Prices  subjea  to  change  without  notice  All  trademarks  are  property 
of  then  respective  owners.  Call  for  pricing  on  products  not  listed. 


home  furnishings 


W  Buy  Direct!  ^ 

from  North  Carolina,  furniture  capital  of  the 
world  Shop  and  save.  In  home  delivery. 
Over  400  manufacturers  to  choose  from. 

llr mbwu  It BNR1  ikk Company 
^        P.O.  Box  1548,  Mt.  Airy,  NC  27030       a 
■k.     18001  334-9094  •  (336)  786-6151     ^ 


business  opportunities 


OFFSHORE 


Private  Bank  for  Sale 

call  for  FREE  report!!! 

Call:  800-733-2191 

Worldwide  Business  Consultants 


H-I.XH.HMEgE 


Class  1  offshors  llcsnss.  Fast 
licensing.  Now  legislation.  US 
SBS.OOO.  Other  offshore 
services  too.  Call  Todayl 


Carson  Registered  Agents 

Carson  City,  Nevada  USA 

Tel:  (702)  883- 1  944 

Fax:  (702)  883-0267 


S  OVER  TWO  BILLIONS 


WORTH  OF  BUSINESSES  FOR  SALE  BY  OWNERS 

MAJOR  MANUFACTURING  TO  SMALL  RETAIL  SHOPS 

CONVENIENCE  STORES  •  RESTAURANTS  ■  MOTELS 

Save  Thousands  of  Dollars  •  No  Brokerage  Fees 

CALL  US  TOLL  FREE  1-800-999-SALE 
NATIONWIDE -To  Buy  or  Sell 
MANY  OFFER  OWNER  FINANCING 
GREAT  WESTERN  BUSINESS  SERVICES,  INC. 


fine  art 


DALI 

Collect  Rare,  Authonti 

Limited  Edition* 
from  the  #1  source. 

CALL  FOR  CATALOG 

1  800  999  DALI 
or  (310)651-4714 


SILVERSTATE    FINE   ART 


corporate  gifts 


Timely 
Reminder 


Sampler  Offer- Just  $15.00. 
For  our  deluxe  logo  watch,  Never-fade 
guarantee.  Lifetime  warranty.  Specify 
man's  or  woman's  size.  Send  your  color 
logo  on  stationery  or  business  card  and 
$1 5.00  per  watch  (plus  sales  tax  in  CA 
only).  Limit:  5  at  this  sampler  price. 
Order  now.  819  Cowan  Road 

Dept.  FM 

/American  Tel:  1-800-717-1339 

IMMSIS    Fax:650-097-1730 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

1  Main  St.,  Greenville,  KY  42345 

1-800-844-3100  or  FAX  502-338-9605 


PITALIST    TOOL 


reach       the 


Noughts  on  the  business  of  life 


The  other  day  a  nationally  known  management  engineer  was  asked  why  the  measures  he  took  to  set 
wobbly  companies  on  their  feet  hadn't  occurred  to  the  companies'  executives  long  before.  "The 
answer,"  he  said,  "is  usually  yes-men.  The  fellows  at  the  top  don't  know  what  to  do  because  they  don't 
know  what's  wrong.  The  fellows  below  usually  do.  But  will  they  tell  things  to  the  boss?  Nothing  doing. 
The  boss,  they  say,  wouldn't  take  it  the  right  way."  Whether  the  boss  really  wants  to  be  yessed  or  not 
is  beside  the  point.  The  rank-and-filers  think  he  does,  and  that's  enough.  -B.C.  Forbes 


I  i  The  world  is  divided 
into  two  types  of 
people:  those  who 
love  to  talk,  and 
those  who  hate 

|q  to  listen. 
|  James  Thorpe 


The  most  important 
thing  in  acting  is 
honesty.  Once 
you've  learned  to 
fake  that,  you're  in. 
Samuel  Goldwtn 


Most  thinkers  and 
theoreticians  build 
castles  and  mansions 
and  live  in  a  hut 
beside  them. 
Soren  Kierkegaard 


|  If  a  man  doesn't 
1  keep  pace  with  his 
*  companions,  perhaps 

it  is  because  he 

hears  a  different 

drummer. 

Henry  David 

Thoreau 


Before  following  the 
leader,  find  out  who 
the  leader  is. 
Dave  Weinbaum 


I  I  have  known  a  vast 
&  quantity  of  nonsense 
I  talked  about  bad  men 
not  looking  you  in 
the  face.  Don't  trust 
that  conventional 
idea.  Dishonesty 
will  stare  honesty 
out  of  countenance 
any  day  in  the  week, 
if  anything  is 
to  be  got  by  it. 
Charles  Dickens 


Man's  capacity  for 

justice  makes  demo- 
cracy possible,  but 
man's  inclination 
to  injustice  makes 
democracy  necessary. 
Reinhold  Niebuhr 


Dreams  are  the  true 
interpreters  of  our 
inclinations,  but 
Art  is  required  to 
sort  and  understand 
them. 
Montaigne 


Liberty  is  being 
able  to  invest 
your  time,  talents 
and  money  as  you 
choose  and  to 
partake  of  the 
rewards  of  your 
investments.  Without 
that  economic  free- 
dom, political 
freedom  is  a  sham. 
Bruce  C.  Woods 


Changing  your  mind 

does  not  involve 
a  transplant. 
Robert  Half 


We're  urged  to  stand 

for  what  is  right, 
For  honor,  country, 

state  and  town; 
But  when  the  hard 

decisions  rise, 
The  first  thing  said 

is  "Let's  sit  down." 
Art  Buck 


Where  all  is  but 
dream,  reason  and 
argument  are  of  no 
use,  truth  and  knowl- 
edge nothing. 
John  Locke 


Democracy  is  the 
wholesome  and 
pure  air  without 
which  a  socialist 
public  organization 
cannot  live  a  full- 
blooded  life. 
Mikhail  Gorbachev 


History  is  facts  that 
become  lies  in  the 
end;  legends  are  lies 
which  become  history 
in  the  end. 
Jean  Cocteau 


The  one  duty  we  have 
to  history  is  to 
rewrite  it. 
Oscar  Wilde 


A  Text .  .  . 

For  him  that 
is  joined  to  all 
the  living  there 
is  hope:  for  a 
living  dog  is 
better  than  a 
dead  lion. 
-Ecclesiastes  9:4 

Sent  in  by  James  Berhow, 
Farmington,  Minn.  What's 
your  favorite  text?  Forbes 
Book  of  Quotations:  Thoughts 
on  the  Business  of  Life  is 
given  to  senders  of  Bible 
texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-800-876-6556. 
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LIBRARY 


SMALL  WONDER 

The  Libretto  100CT  is  the  world's  smallest,  lightest, 
most  portable  computer  designed  to  run  Windows 
95  or  Windows  NT.  It's  just  8.3"x5.2"x1 .4" 


HIGH  PERFORMANCE 

Enjoy  a  Pentium'  processor  with  MMX"  technology 
166MHz,  the  support  of  two  Type  II  or  one  Type  III 
PC  Card,  optional  modem  or  CD-ROM.  It's  all  there. 


mt^'_  Toshiba's  Libretto"  100CT.  It's  not  just  a  mini-notebook.  It's  a  major  milestone.  From  e-mai 

/mCl  ^  and  spreadsheets  to  full-blown  presentations,  the  Libretto  100CT  does  what  a  Windows 

Vj*/  based  desktop  does — at  half  the  size  of  a  notebook.  You  can  actually  fit  TIME  Magazine: 

pentium  Machine  of  the  Year'  in  your  coat  pocket.  Highly  unusual  for  a  device  that's  Windows  91 


corn; 
mis; 


01W8  Toshiba  America  Information  Systems.  Inc  Ubretto  is  a  trademark  of  Toshtoa  An  ■      ■  - '  Tnehon  Systems  Inc  Intel  Inside      ; )  And  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of  Intel  Corporation  All  products* 
names  mentioned  am  the  property  of  the*  respective  compenjes  •  Refers  ■  .  ubrerto  SOCT  "Lea-  •  ites  based  on  36-month  lease  with  1 0%  down  payment  and  (air  market  vakje  purchase  option  at  thee 


I 


tfjf 


RELIABLE  SERVICE  &  SUPPORT 

Call  us  toll-free  and  no  matter  where  you  are  in 
the  world,  our  Express  Notebook  Depot  repair 
service  will  get  you  up  and  running  in  record  time. 


(.1  ly,    you    can    now 
4£vW         tease  the  Libretto  100CT  for  just  $71  a  month'.' 


It  weighs  2.35  lbs.  It  runs  Windows®  95  and  NT. 
It's  worth  looking  into. 


nd  NT  compatible  with  a  monstrous  2.1  billion  byte  hard  drive.  All  encased  in  a  sleek,  surprisingly 
compact  package  created  exclusively  by  Toshiba.  The  Libretto  100CT.  An  accomplished  piece  of 
hardware  for  accomplished  professionals,  now  offered  at  attractive  lease  rates.  Simply  put,  don't 
miss  your  window  of  opportunity.  Get  yours  by  clicking  www.toshiba.com  or  calling  1-800-TOSHIBA. 


TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 


af  the  lease  term  Lease  rates  shown  based  on  Libretto  at  $2,499  and  for  transactions  between  $25,000  and  $50,000  Other  lease  options  may  be  available.  Financing  available  through  Toshiba  Financial  Services  to  qualified  commercial 
:ustomers  Rates  are  subject  to  change  without  notice.  All  specifications  and  availability  are  subject  to  change.  Offer  valid  in  the  US  only. 
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RS  FILED  316 


JSTTO  D&O  P 


42%  OF  OUTSIDE  DIRECTORSStlRjJ 


NO  ONE  KNOWS  MORE  ABOUT  THE  RISKS.  NO  ONE  OFFERS  MORE  WAYS 


URAL  C 


IFFSAVE 


V  EiR  SS  2 


YED  HAD  PERS 


ALLY  BEEN  SUED 


nrivaled  expertise  in  loss  mitigation  and  avoidance,  it's 


ing  we  handle  one  in  three  of  all  securities  claims 


litigation  cases.  Call  your  broker  or  simply  visit  www.aig.com 


ROTECT  AGAINST  THEM.    MANAGEMENT  LIABILITY  COVERAGE 


AIG 


AMERICAN  INTERN  AT  IONAL  COM  PA  NIES.  70  PINE  ST. .  DEPT.  A.   NEW  YORK.  NV  10270 
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THE  COVER 

94  Freeware  children 

A  bunch  of  Silicon  Valley 
rebels  want  to  set  operating 
systems  free.  Wonder  what 
Microsoft  thinks  about  that. 

By  Josh  McHugh 

ALSO  OH  THE  COVER 

42  "Elvis"  is  in  the  house 

Larry  Ellison  is  back  to  work 
at  Oracle,  along  with  his 
"I  hate  losing"  mentality. 
By  Julie  Pitta 

50  In  to  Africa 

When  Jean-Raymond  Boulle 
left  Hope,  Ark.  for  Kinshasa, 
the  doings  got  dirty. 

By  Richard  C.  Morais 

112  Crap  dealers 

Thinking  about  those  15% 
mortgage  REITs?  Don't! 

By  Scott  Wool  ley 

MANAGEMENT, 

STRATEGIES, 

TRENDS 

45  Jackpot  investing 

PowerbalTs  Charles  Strutt 
likes  his  chances  in  bonds. 

By  William  P.  Barrett 

46  Greener  Pastures 

Will  Gateway  and  its  cows 
fare  better  in  California? 

By  Michelle  Conlin 

47  Live  long  and  prosper 

The  IRS  has  goodies  for 
those  who  keen  breathing. 

By  Laura  Saunders 

47  It's  payoff  time 

CNN's  starting  to  spread  the 
cash  among  brothers  in  arms. 

By  Brigid  McMenamin 

48  Stop  shouting,  already 

Traditions  die  hard,  but  tech- 
nology will  silence  the  pits. 

By  Bruce  Upbin 

54  Fly  high,  fly  cheap 

Two  upstart  carriers  take  on 
the  transatlantic  giants. 
By  Peter  Spiegel 


88  Father  would  kvell 

Citigroup's  Heidi  Miller  joins 
the  ranks  of  power  women. 

By  Scott  McCormack 
and  Robert  Lenzner 

89  Log  lust 

Forget  the  Bendey,  what  you 
really  need  is  a  log  cabin. 

By  Michelle  Conlin 

91  Volvo  gets  sexy 

Merger  talks.  A  sleek  new  car. 
What  happened  to  "safe"? 

By  Jay  Akasie 

104  Got  a  life,  need  a  job 

Robert  Half  is  talent  agent 
to  the  info  age  working  class. 

By  Ann  Marsh 

ENTREPRENEURS 

60  Up  &  Comers 
Dummies  all? 

IDG  built  a  business 
around  stupidity. 
Question  is,  will  it  sell  in 
the  IPO  market? 

By  Silvia  Sansoni 

60  Growing  pains 

Join  us  in  the  startup  clinic, 
where  you  have  questions 
and  we  have  answers. 

By  Luisa  Kroll 

61  Moshing  on  the  Net 

When  MacFest  went  quiet, 
the  nightclubs  got  wired. 

By  Peter  Newcomb 

62  Malibu  mellow 

Higher  Octave  lives  and 
breathes  New  Age, 
except,  of  course,  when 
it  comes  to  sliding-scale 
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The  best  things  are — sometimes — free 

At  the  huge  Comdex  trade 
show  last  fall  in  Las  Vegas, 
Josh  McHugh  of  our  Silicon 
Valley  bureau  was  browsing 
the  lower  level  where  booth 
rents  are  cheaper  and  the  low- 
rent  outfits  tend  to  congre- 
gate. He  noticed  a  cluster  of 
booths  manned  by  resellers  of 
Linux  software.  Curious,  he 
thought.  Linux  is  freeware — 
that  is,  anyone  can  reproduce 
it  without  paying  because  the 
code  has  been  made  public.  It 
is  produced  by  idealistic  young 
people  who  think  information 
should  be  free.  So  why  was 
anyone  spending  money  pro- 
moting it?  "It  was  then  I  realized  that  free  software  was  becom- 
ing a  business  for  people  who  could  service  it  and  add  features  to 
it,"  says  McHugh.  "It  was  becoming  a  commercial  factor."  At  a 
Linux  "tech  talk"  in  Santa  Clara  in  July,  McHugh's  idea  crystal- 
lized into  this  issue's  cover  story.  Intel,  of  all  people,  was  spon- 
soring the  event.  "This  establishment  Silicon  Valley  outfit  takes 
freeware  seriously,"  says  McHugh.  "When  they  heard  I  was  work- 
ing on  a  story  about  freeware,  they  contacted  me  and  offered  to 
help."  Why  so?  They  regard  freeware  as  a  counterweight  to 
Microsoft,  and  they  want  to  be  sure  that  whatever  code  the  free- 
ware people  write  can  run  best  on  Intel  microprocessors.  Open- 
source  programming  hero  Linus  Torvalds  quieted  techno-heck- 
lers  who  were  razzing  an  Intel  engineer  for  being  so  proprietary 
about  new  Intel  products. "Don't  worry,"  said  Torvalds, "we've 
got  everything  we  need.  When  [Intel's  new  chip]  comes  out,  we'll 
get  it  running  in  a  couple  of  weeks."  The  jeers  turned  into  wild 
applause.  To  understand  why  freeware  is  on  its  way  to  playing  an 
ever  bigger  role  in  the  software  industry,  see  "For  the  love  of 
hacking."  It  starts  on  page  94. 

Congratulations 

We  are  pleased  to  announce  a  raft  of  editorial  staff  promotions. 
To  Assistant  Managing  Editor:  Steve  Kichen.  To  National  Editor: 
Robert  Lenzner.  To  Senior  Editor:  Mary  Beth  Grover,  Brigid 
McMenamin,  Julie  Pitta.  To  Senior  Editor  (Statistics):  Tina  Russo 
McCarthy  and  Shlomo  Reifrnan.  To  Associate  Editor:  Josh 
McHugh  and  Kerry  Dolan.  To  Staff  Writer:  Carleen  Hawn, 
Stephan  Herrera,  John  Gorham.  To  Senior  Reporter:  Scott  McCormack. 


Qr^.    <&■  9^U^. 
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The  market  has  spoken.  One  hundred 
of  the  world's  a  1  companies, 

individuals  and  governments  now  agree  -  the 
Gulfstream  V*  is  the  business  jet  of  choice 
in  the  high  technology,  ultra-long  range, 
large  cabin  class. 

Day  in  and  day  out,  the  Gulfstream  V 
is  consistently  exceeding  expectations  for 


performance,  safety,  reliability  and  comfort. 
The  result?  Missions  accomplished,  day  and 
night.  Worldwide. 

And  while  we  acknowledge  other 
companies  trying  to  follow  us  into  this  market, 
their  programs  are  not  yet  off  the  ground.  And 
once  airborne,  they'll  have  to  prove  themselves 


So,  if  you're  considering  buying  an  airplane  in 
this  class,  study  the  numbers.  100  Gulfstream  V 
orders.  100  clear  endorsements.  And  100  more 
reasons  you  belong  in  a  Gulfstream. 

To  find  out  more  about  this  amazing  airplane 
and  our  familv  of  transportation  products  and 
services,  call  Bill  Boisture  at  (912)965-5555 
or  visit  us  at  www.gulfstreamaircraftcom. 


.  QitfttuMmAtiMiiMeCaporaiic 
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Edited  by  Susan  Adams 

Know  thy  numbers 

Forbes  dissented  in  1996  when  Wall 
Street  was  hymning  the  praises  of 
wheeler-dealer  Henry  Silverman  and 
what  is  now  Cendant  Corp.  (then 
HFS).  We  opined  that  the  management 
skills  of  the  former  Drexel  Burnham 
Lambert  exec  were  gready  exaggerat- 
ed (Sept.  9,  1996). 

Good  call.  Last  December  Silverman 
merged  hfs  with  cue  International  Inc. 
to  create  Cendant.  Its  stock  started 
melting  down  in  April,  after  news  broke 
about  accounting  irregularities  at  CUC. 
Somehow  Cendant's  cash  was  overstat- 
ed by  a  cool  $100  million.  From  a  high 
of  $41.69,  the  stock  has  slumped  to 
$14.  Silverman  blames  former  cue 
management  for  the  debacle. 

Forbes  suspects  that  cue's  numbers 
were  funny  from  the  start,  and  it  is  dif- 
ficult to  understand  why  Silverman 
didn't  catch  it.  cue  claims  it  had  a  70% 
renewal  rate  for  its  individual  member- 
ship services  segment — which  means 
that  once  a  customer  was  booked,  he 
or  she  was  likely  to  remain  a  customer. 
The  high  renewal  rate,  boasted  CUC 
Chief  Executive  Walter  Forbes,  was 
the  driving  force 
behind  earnings. 
But  when  a  Forbes 
reporter  pressed 
him  on  the  num- 
bers, Forbes  admit- 
ted that  the  70% 
was  not  for  people 
who  renewed  after 
one  year,  but  for 
those  who  had 
been  members  for 
two.  The  renewal 
rate  after  one  year 
was,  in  fact,  no 
greater  than  45%. 

This  makes  a  big 
difference.  The  70% 
renewal    rate    led     S^HB 
people   to   believe 
that  die  membership  model  was  much 
healthier  than  in  realitv. 

An  audit  committee  put  together  by 
Cendant's  board  will  likely  rule  this 
month  that  former  c  re  managers  and 
Ernst  &  Young  were  cooking  the 
books.  1  »w<  ver,  what  kind  of  a  man- 
ager is  i  ilverman  if  he  railed  to 
check  out  si   i  nportant  an  asset? 

Michael  K.  Ozanian 


Embattled  Cendant 
chief,  Henry 
Silverman 
Blameless? 


70  years  ago  in  Forbes 

August  15,  1928 

About  eight  years  ago  [following  the  end  of 
WWI]  hundreds  of  thousands  of  employed 
married  women  were  told  to  run  along  home 
and  attend  to  household  duties.  A  majority 
obeyed.  [But]  now  they  are  back  again 
working  in  American  business.  .  .  .  From 
the  census  of  1920  (a  time  when  it  was 
decidedly  unpopular  for  married  women  to 
hold  employment),  it  seems  that  nearly  2 
million  wives  from  "so-called  working  class- 
es" were  employed  at  tasks  outside  the 
home.  A  new  census  would  undoubtedly 
reveal  that  the  number  is  much  greater. 

August  15,  1928 

The  flapper  wife  gives  [real  estate  agents] 
concern — for  this  is  her  objection  to  a  sale: 
"A  home?  What  do  I  need  with  a  home?  I 
was  born  in  a  hospital,  I  was  educated  in  a 
college,  courted  in  an  automobile  and  mar- 
ried in  a  church.  I  live  out  of  the  deli- 
catessen store;  I  spend  my  mornings  on  the 
golf  course,  my  afternoons  at  the  bridge 
table,  my  evenings  at  the  movies;  and  when 
I  die,  I  am  going  to  be  buried  from  the 
undertaker's.  All  I  need  is  a  garage." 

30  years  ago  in  Forbes 

July  1,  1968 

Whoever  wrote  the  arti- 
cle "Sizzle,  Sizzle" 
(Forbes,  June  15,  p.  17) 
is  completely  ignorant  of 
the  facts  as  far  as 
McDonald's  is  con- 
cerned. Why  doesn't  a 
prestige  [sic]  book  like 
Forbes  demand  facts 
from  their  writers  before 
they  edit  it?  Or  don't 
they  edit  it?  For  your 
amateur  information, 
McDonald's  is  far  more 
in  the  real  estate  busi- 
ness than  the  hamburg- 
er business. 
-Ray  A.  Kroc 

20  years  ago  in  Forbes 

August  7,  1978 

Some  very  thoughtful  Americans  are  won- 
dering out  loud  .  .  .  whether  banks  should 
be  financing  takeovers  rather  than  financing 
job  creation.  .  .  .  "In  too  short  a  span  of 
time,  our  society  has  matured  and  moved 
from  industrial  capitalism  to  finance 
capitalism,"  worries  former 
Securities  &  Exchange  Commission 
Chairman  William  Cary. 
-Edited  by  Dolores  Lataniotis 
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How  TEXHCD  turns  waste  water  into  irrigation  for  thirsty  crops. 


Oil  and  water  seem  to  go  together. 
When  you  find  one,  you  also  find  the 
other.  Which  means  we  end  up  finding 
millions  of  gallons  of  water  every  day. 

While  we  must  admit  we're  a  little 
more  excited  about  the  oil  that  comes 
with  it,  we  couldn't  see  all  that  water 
going  to  waste.  So  we  came  up  with 


an  innovative  way  to  put  it  to  use. 

We  take  the  water  we  don't  need 
from  oil  fields  and  channel  it  to  farms 
all  over  the  California  Central  Valley. 
Where  water  is  as  precious  to  farmers 
as  oil  is  to  us.  And  now,  green  acres  of 
farmland  are  feeding  people  coast  to 


© 


coast,  everything  from  apples  to  oranges, 
watercress,  and  yes,  you  guessed  it, 
watermelons. 

It's  just  another  way  our  relentless 
pursuit  of  energy  keeps  the  world  running. 
Guess  you  could  say  all  that  water  made 
quite  a  splash.  To  find  out  more,  visit  us 
at  www.texaco.com. 


1 1 998  Texaco  Inc. 


v  orld  admired  pleasures  sculpt 
each  sparkling  day  at  The  Cloister 
on  Sea  Island,  Georgia. 
Legendary  sports -golf,  tennis,  private  beach  and  Beach  Club,  Shooting 
School,  seaside  Spa.  Dining,  dancing,  shining  service.  22  consecutive 
years  of  Mobil  5-Star  recognition,  seventy  years  of  devotion  to  generations 
of  families  who  return  time  after  time  to  this  happy  isle. 

Visit  us  soon,  won't  you?  Call  80OSEA  ISLAnd. 
The  Cloister,  Sea  Island,  Georgia  31561.  \^  ■*"  the  ci 

\\-\\-w.seaisland.com    Home  rentals  and  real  estate  available.  Outside  US.  912-658-3611. 


A  GROWTH  FUND  WITH 
BLUE  CHIP  PERFORMANCE 


m 


How  $10,000  Invested  6/30/93 
Would  Have  Grown  vs.  Competitors 


H  Blue  Chip  Growth  Fund  829,519- 

D  Upper  Growth  Funds 


T.  Rowe  Price  Blue  Chip  Growth 
Fund  invests  in  today's  leading 
growth  companies  as  well  as  those 
with  the  ability  to  become  tomor- 
row's industry  leaders.  These  blue 
chip  companies  offer  the  potential 
for  sustained  growth  while  providing 
reduced  volatility  compared  with 
small-  and  mid-cap  companies. 

The  fund's  strategy  has  proven 
effective.  As  the  chart  indicates,  the 
fund  has  outperformed  its  Lipper 
Category  Average  since  inception.  Of  course,  past  performance  cannot 
guarantee  future  results.  No  sales  charges. 


"Tr™"!"  Call  24  hours  for  your 
[nvestmejibi   free  investment  kit 
l^jgj,    including  a  prospectus 

■L  1-800-401-4765 

-^"J^   u'u'U'  trowcprice.com 


Invest  Willi  Con fid 'cure 

T.RoweRice 


•45.17%,  31.98%,  and  25.59%  are  the  fund's  average  annual  total  a   ims  for  the  l-year,  3-year,  and  since  inception 
(6/30/93)  periods  ended  3/31/98,  respectively.  Figures  include  cnangt  it  ipal  ralui  reinvested  dividends,  and  capital 

gain  distributions.  Investment  return  and  principal  value  will  vary;  and  be  worth  more  or  less  at  redemption  than 

at  original  purchase.  (Source:  lipper  Analytical  Services,  Inc.) 
Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price  Investment  Servk     I  h  ,  Disi  bggo42709 


Better  late  than  never 

Forbes  criticized  (Jan.  12)  John- 
son &  Johnson's  decades-long  refusal 
to  warn  users  about  the  hazards, 
occasionally  fatal,  in  using  Tylenol. 
Brian  Perkins,  president  of  J&J's 
McNeil  subsidiary,  responded  in 
scathing  terms,  accusing  the  maga- 
zine of  "irresponsibly  giv[ing]  read- 
ers the  wrong  impression  of  the 
exceptional  safety  profile  of  Tylenol 
products  and  the  leadership 
efforts... to  educate  professionals  and 
consumers  on  the... safe  use  of  its 
products." 

Now  Johnson  &  Johnson  has 
rethought  just  what  such  leadership 
efforts  should  entail.  In  early  July  it 
announced  it  would  redraft  Tylenol 
labeling  to  include  a  new  warning: 
People  who  consume  three  or  more 
alcoholic  drinks  a  day  should  consult 
a  doctor  before  taking  the  drug,  and 
heavy  drinkers  "may  be  at  increased 
risk  for  liver  damage  when  taking 
more  than  the  recommended  dose 
(overdose)  of  Tylenol." 

So  maybe  our  article  wasn't  irre- 
sponsible after  all.  The  new  label  still 
says  nothing  about  how  an  overdose 
of  Tylenol  can  cause  liver  damage 
when  taken  after  not  eating  for  an 
extended  period.  We're  waiting. 

-Thomas  Easton 
and  stephan  herrera 

Prof  fitt-able  merger 

When  Proffitt's,  Inc.  agreed  to 
take  over  Saks  Holdings,  Inc.,  one  of 
the  most  prestigious  names  in  retail, 
Proffitt's  stock  dropped  and  so  did 
Saks'.  Apparently,  investors  figured 
that  Proffitt's  chief  executive,  Ten- 
nessean  Robert  Bradley  Martin  (Feb. 
23),  had  gotten  carried  away  with  the 
glamour  of  upscale  New  York  retail- 
ing. Don't  be  so  sure.  Martin  and  his 
team  have  an  impressive  track  record 
for  delivering  what  they  promise. 
And  Saks  has  a  strong  franchise,  great 
real  estate  and  a  solid  market.  Martin 
plans  to  rename  his  Birmingham, 
Ala. -based  company  Saks  Inc.  Retail 
analyst  Ken  Gassman  of  Davenport  & 
Co.  LLC  of  Richmond,  Va.  thinks  that 
Martin-style  managerial  discipline  will 
strengthen  Saks  without  compromis- 
ing its  strong  identity. 

-Katherine  Bruce  H 
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Consistently  tated 
among  the  top 
executive  education 
programs  in  the  world 
by  Business  Week 
and  U.S.  News 
&  World  Report. 


Executive  Education, 
Chosen  Time  &  Again 

Thousands  of  executives,  representing  the  world's  top  companies,  choose  Kellogg 
each  year  for  further  educational  development.  For  over  45  years,  executives 
and  their  sponsoring  companies  have  looked  to  us  to  help  prepare  them  for  greater 
management  responsibilities  in  increasingly  global  business  environments. 

When  you  attend  a  general  management  program  at  Kellogg,  you  become  a  part  of  one 
of  the  world's  finest  institutions  for  managerial  studies.  You  share  experiences  and  ideas 
with  colleagues  from  around  the  globe.  Most  importantly,  you  benefit  from  the  real 
business  experience  and  the  extensive  research  of  the  distinguished  faculty  that  keeps 
us  at  the  forefront  of  American  business  schools. 

As  you  consider  which  executive  education  program  will  best  prepare  you  for  your 
expanding  leadership  and  managerial  roles,  make  the  choice  that  will  make  a  difference 
for  you  and  your  organization.  Choose  Kellogg. 

Advanced  Executive  Program 

February  14-March  12,  1999  or  June  13-July  9,  1999 

Provides  senior-level  executives  with  a  thorough  understanding  of  the  forces  that 
govern  the  strategies  and  performance  of  organizations.  Attendees  are  businesspeople 
with  15  to  25  years  of  management  experience  who  have  (or  soon  will  have)  general 
management  or  cross-functional  responsibilities  in  two  or  more  functional  areas,  and 
profit-and-loss  responsibilities  within  their  organizational  unit. 

"I  performed  extensive  due  diligence  on  various  residential  executive  education  programs  before 
deciding  to  attend  the  Kellogg  AEP  -  and  accordingly  I  came  to  Kellogg  with  very  high 
expectations.  For  someone  who  will  he  assuming  general  management  responsibilities  in  the  near 
future,  1  can't  think  of  a  better  preparation  than  the  Kellogg  (Advanced  Executive  Program)." 
-Senior  Vice  President  &  CFO,  Anchor  Qlass  Container  Corporation 

Executive  Development  Program 

October  4-23,  1998  or  May  2-21,  1999  or  July  11-30,  1999 

Offers  executives  a  broad  perspective  on  the  functions  of  management  and  a  fuller 
understanding  of  the  concepts  and  tools  required  for  higher-level  responsibilities. 
Participants  should  have  10  or  more  years  of  experience  with  the  potential  for  senior- 
level  management  in  either  staff  or  line  positions.  It  is  also  an  ideal  program  for 
entrepreneurs  and  owners  of  small  companies. 

"(The)  Executive  Development  Program  at  Kellogg. ..covers  all  conceivable  (organizational) 
functions  in  just  three  weeks.  This  is  an  excellent  orientation  for  any  prospective,  as  well  as 
practicing,  general  manager.  This  program  exceeded  all  (of)  my  expectations  in  terms  of  content, 
faculty,  structure,  caliber  of  participants  and  the  strong  network  (that)  I  have  established. 
I'm  truly  a  delighted  customer." 

-Director,  Total  Quality  Management  Systems,  Tenneco  Automotive 

Call  847-467-7000  today  for  an  informative  brochure. 


Executive  Programs 
Phone:847-467-7000 
Fax:  847-491-4323 
E-mail:   ExecEd@nwu.edu 
Web  site:  www.kellogg.nwu.edu 


J. L. Kellogg  Graduate  School  of  Management 
Northwestern  University 
James  L.  Allen  Center 
Evanston,  IL  60208-2800 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Beyond  golf 


By  Tomas  Kellner 


Many  executives  regard  strenuous  sports  as  excellent  training  and 
conditioning  for  the  equally  strenuous  pace  of  today's  business. 


"I  would  fall 
asleep  play- 
ing tennis. 
No  one  is 
going  to 
die,  so 
why  pay 
attention?" 


Candice  Carpenter, 
chief  executive, 
/Village 


Candice  Carpenter 

Chief  Executive  Officer 
/Village 

My  main  sports  are  rock  climbing,  trail  run- 
ning, biking — and  I  am  a  pretty  extreme  skier. 
I'd  fall  asleep  playing  tennis.  No  one  is  going 
to  die,  so  why  pay  attention?  That's  the  same 
reason  why  I  like  the  Internet.  It's  pretty  dan- 
gerous. Climbing  and  the  Internet  are  similar. 
In  climbing  there  are  real  consequences  of 
blowing  it.  You  don't  have  much  time  to 
recover.  You  are  climbing  a  route  that  you 
usually  have  not  seen  before,  and  you  have  to 
make  decisions  without  knowing  what  is 
ahead.  The  Internet  business  is  a  very  tough 
living.  You  have  to  make  a  lot  of  the  right 
moves  under  time  pressure  and  without  much 
information. 

Farooq  Kathwari 

Chairman  and  Chief  Executive  Officer 

Ethan  Allen  Interiors  Inc. 

Nature  is  a  great  teacher.  Mountain  climbing 

taught  me  how  to  establish  my  priorities.  At 

18,000  feet  you  are  worried  about  breathing 


and  water.  You  are  not  worried  about  clothes 
or  shaving.  If  you  go  too  high  or  too  fast, 
you  get  water  in  your  lungs.  Managing 
change  in  business  is  like  managing  climbing 
a  mountain.  You  have  to  pace  yourself.  If  you 
go  too  fast,  you  have  to  come  down. 

Kevin  Roberts 

Chief  Executive  Officer 

Saatchi  &  Saatchi  Worldwide,  Inc. 

I  played  rugby  at  the  top  club  level  in 

England,  Switzerland,  France  and  Canada.  [I 

took  with  me]  the  team  ethic:  None  of  us  is 

better  than  all  of  us.  A  champion  team  will 

always  beat  a  team  of  champions. 

I  was  about  19  years  old  and  playing  a 
game  against  a  team  called  London  Irish.  I 
was  the  equivalent  of  a  quarterback  in 
American  football,  and  I  was  caught  in  a 
brawl.  I  was  on  the  ground  and  about  to  have 
my  head  kicked  in  by  another  player  when 
one  of  our  forwards  just  put  his  body  in 
between  me  and  that  guy's  boots  because  he 
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The  Club  World  Cradle  Seat.  The  most  comfortable  way  to  fly. 

In  order  to  make  business  travel  as  restful  as  possible,  British  Airways  Club  World SM offers  you  the  patented  Cradle  Seat.SM 
It's  the  business  class  seat  that  tilts  as  a  whole,  raising  your  knees,  distributing  your  weight  evenly  and  relaxing  every 
part  of  your  body.  You'll  appreciate  it  from  the  moment  you  umm...take  flight. 


1-800-AIRWAYS 

www.british-airways.com 


BRITISH  AIRWAYS 

The  world's  favourite  airline 


mymind 


"At  18,000 
feet  you  are 
not  worried 
about  clothes 
or  shaving. 
You  are 
worried 
about 
breathing 
and  water  " 


Farooq  Kathwari, 
chairman  and 
chief  executive, 
Ethan  Allen 


knew  I  was  a  skillful  ballplayer  that  the  team 
needed.  This  guy  got  ten  stitches  in  his  head 
because  he  sacrificed  himself  for  what  he 
thought  was  the  good  of  the  team.  That   . 
thought's  never  left  [me]. 

The  first  thing  I  did  when  I  came  to 
Saatchi  [13  months  ago]  was  to  write  a  note 
that  it  was  vitally  important  that  we  follow 
the  doctrine  of  "one  team,  one  dream." 
Instead  of  having  the  London  office  compet- 
ing with  New  York,  competing  with  China, 
we  all  had  to  pull  together  as  a  global  net- 
work. That  came  directly  from  playing  rugby. 

Linda  Recupero 

Executive  Vice  President 

Shandwick  USA 

(Public  relations) 

For  a  woman  it  is  very  important  to  follow 

sports.  It  really  helped  me  in  my  career  in 

terms  of  building  relationships  with  male 

employees.  The  business  world  is  still  very 

much  a  man's  world.  It's  important  to 

know  sports  and  follow  them  so 

you  can  better  bond  with  male 

employees.  It  helps  you  build 

trust  and  respect.  If  you  are 

able  to  relate  what  you  are  doing 

in  the  business  world  to  sports  strat 

egy,  it  goes  a  lot  further. 

Martin  Kratochvil 

Chairman 

Bon  ton  (Czech  entertainment 

company) 

I  trek  the  Himalayas.  From 

up  there  everything  in 

our  world  seems  so  petty.  One  monsoon  can 

wipe  out  years  of  hard  labor,  entire  roads  and 

villages.  You  are  not  in  control.  It  teaches  you 

humility. 

Once,  in  Nepal,  !         a  group  of  Wall 
Street  execs  desp  rving  to  get  a  plane 

out  in  a  storm  becai  v  had  an  important 

meeting  the  next  did  not  grasp  the 

locals  who  were  sa\:  here  is  nothing 

they  can  do  until  it  er.  Eventually, 

they  had  to  stay  for  se  s.  The  moun- 

tains make  you  change  .  of  thinking. 

Sometimes  you  have  to  i  term  goals 

to  achieve  a  long-term  pe 

Kenneth  Potashner 

Chairman  and  Chief  Execi^ 

Maxwell  Technologies 

I  treat  sports  as  a  challenge  ra  i 

a  way  to  stay  in  shape.  Deep  i  -a 


a  lot  of  work  but  not  the  adrenaline  rush.  I 
prefer  extreme  sports  like  skydiving  or 
[aggressive]  skiing.  I  like  to  challenge  myself 
and  feel  the  success  as  I  complete  [the  goal]. 
It  brings  a  good  emotional  kick. 

Just  like  in  business,  I  cannot  imagine  that 
I  would  run  a  place  that  would  grow  10%  a 
year.  When  you  are  turning  a  company 
around,  there  is  always  a  risk  that  the  whole 
thing  is  going  to  go  down  if  you  don't  do  it 
right.  But  the  rewards  are  also  big.  The  risk 
makes  your  success  that  much  greater. 

Jim  Mullen 

Chief  Executive  Officer 
Mullen  Advertising 

A  few  years  ago  I  started  in  what's  called  his- 
toric racing.  That  class  includes  all  cars  that 
are  not  brand  new.  I  now  race  in  a  1990 

Spice  gtp  [a  British-made  custom  car] 
with  a  Cosworth  Formula  One 
engine. 

The  skill  of  driving  a  racecar  is 
not  fast  reaction  time  with  your 
feet  or  hands.  It's  fast  reaction 
with  your  brain.  At  200  miles 
per  hour,  you're  going  a  football 
field  and  an  end  zone  every  sec- 
ond. In  one  second  you're  going 
to  be  100  yards  down  the  track. 
When  you  are  running  a  business, 
you  have  to  be  thinking  not 
just  what's  happening  the 
next  hour  or  the  next  day, 
but  the  next  month  and  the 
next  year. 

David  J.  S.  Flaschen 
Chief  Executive  Officer 
Thomson  Financial  Services 
I  started  [playing  soccer]  when  I  was  11.  I 
played  through  high  school  and  college  and 
then  professionally  in  the  North  American 
Soccer  League.  Being  a  goalkeeper  on  a  team 
means  no  excuses.  You  make  the  save  or  you 
don't.  That's  why  I  enjoyed  being  a  goal- 
keeper. It  meant  no  excuses;  but  on  the  other 
hand,  when  you  succeeded,  you  were  in  a 
very  visible  position. 

[Yet  looking  back]  I  know  some  of  my  best 
games  were  ones  we  lost,  and  some  of  my 
weaker  games  were  ones  that  we  won.  If  I  only 
looked  at  the  press  recaps  or  even  at  my  team's 
comments,  I  might  have  disillusioned  myself  as 
to  my  own  performance.  That's  been  a  very 
important  calibrator  as  I've  gone  through  the 
ups  and  downs  of  a  career.  Bi 


What's  on  your  mind  v, <  ,Hd  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 

Digital  Tool  at  http:/         w. torlxs.com/mind,  or  E-mail  us  at  mind@forbes.com. 
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I'VE  BEEN  MAKING  MY  OWN 


But  when  it  came  to 


ROLLING  OVER  MY 


RETIREMENT  MONEY... 


1  KNEW  IT  WAS  TIME  FOR 


A  SECOND  OPINION.' 


The  T.  Rowe  Price  Rollover  Investment  Service. 
Designed  to  help  you  roll  over  and  invest  your 
retirement  funds  intelligently. 

However  comfortable  you  are  at  making  financial 
decisions,  when  it  comes  to  rolling  over  a  large  sum 
of  retirement  money,  a  second  opinion  can  add 
considerably  to  your  peace  of  mind. 

With  the  T.  Rowe  Price  Rollover  Investment 
Service,  you  receive  a  personalized  investment  strategy  that  revolves 
around  you  — reflecting  your  personal  investments,  risk  profile,  and 
retirement  date  —  providing  a  carefully  thought-out  approach  for  you 
to  consider  when  investing  your  retirement  savings. 

In  addition,  a  rollover  specialist  is  assigned  to  you  throughout 
the  process  to  answer  your  questions,  explain  our  investment 
recommendations,  and  coordinate  the  transfer  with  your  previous 
employer,  just  to  make  sure  the  rollover  happens  smoothly. 

What's  more,  if  you  do  decide  to  roll  your  assets  over  to  us,  we'll 
refund  the  one-time  advisory  fee  of  $100  and  charge  you  nothing  for 
the  strategy  or  transfer. 

Call  for  your  free  T.  Rowe  Price  Rollover  Investment 
Service  information  kit  today.  1-800-40 1-4768 


Invest  With  Confidence 

T.RoweErice 


cm 


Annual  IRA  maintenance  charges  still  apply.  Rollover  Investment  Service  is  a  service  of  T.  Rowe  Price  Associates,  Inc.,  a  registered 
investment  adviser.  T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  RISM27I0 
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Not  a  follower. 
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You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
technologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
companies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
help  you  run  it.  WWW.nec.COm   1.800.338.9549 

Source.  1997  Registered  US  Patents  ■  US.  Patent  and  Trademark  Office 
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NEC  MULTIMEDIA 


say 

readers@forbes.com 

Netvets 

Sir:  Re  "Humbled  by  the 
Internet"  (July  27,  p.  48). 
Thanks  for  your  story 
about  how  the  ragtag  Spe- 
cial Forces  used  the  Inter- 
net to  strike  back  at  CNN's 
Tailwind  story.  At  last  the 
little  guys  can  contest  the 
big  guys  as  they  attempt  to 
spread  their  lies. 
-William  E.  Edge 
Sergeant  Major  (retired) 
Special  Forces 
Piano,  Tex. 


Tailwind's  Gary  Rose  (center) 
His  Web  note:  CNN's  wrong. 


Sir:  This  was  not  the  first 
time  the  Special  Forces 
moved  mountains  in  a  few 
weeks.  Last  year  there  were 
31  Chinese  Nungs  held  in 
prison  camps  in  Hong 
Kong  who  had  worked  for 
the  SF  in  Vietnam.  By  using 
the  same  E-mail  tech- 
niques, SF  members  were 
able  to  get  permission, 
within  three  months,  for  all 
31  and  their  families — 225 
people  total —  to  emigrate 
to  the  U.S.  When  this  new 
challenge  came  up,  we  had 
already  proved  the  effec- 
tiveness of  the  Internet. 
-Stephen  A.  Feldman 
Los  Gatos,  Calif. 

Bullish  on  Worldcom 

Sir  Re  "Grand  illusions" 
(July  6,  p.  174).  I'm  curious 
how  much  earlier  Forbes 
subscribers  got  the  July  6 
issue  containing  your 
hatchet  job  on  Worldcom. 
I  want  to  calculate  how 


much  my  stock  has  appre- 
ciated since  then.  A  week 
after  the  cover  date,  it's 
already  up  10%. 
-Alan  McIntyre 
Carmel,  Ind. 

You're  up  17%  from  when 
the  issue  reached  most  sub- 
scribers on  June  22.  But  we 
aren't  retracting  anything 
yet. -Ed. 

Why  welfare  works 

Sir:  Re 
"Clouds  in 
Asia,  sunshine 
elsewhere" 
(July  27, 
p.  116).  Your 
chart  shows 
that  stock  mar- 
kets in  Finland 
and  Sweden — 
nations  with 
the  most 
extensive  social  welfare  sys- 
tems— have  had  the  highest 
returns  in  Europe  over  the 
past  five  years.  Doesn't  this 
call  for  reexamination  of 
Forbes'  dogma? 
-Arnold  Heiber 
Horseshoe  Bay,  Tex. 

Men  are  losers 

Sir:  Re  "Outlawing  dna" 
(July  6,  p.  110).  Although 
the  government  is  moving 
to  outlaw  life  insurers  from 
using  genetic  data — such  as 
the  predisposition  to 
cancer — to  set  rates,  it  is 
not  outlawing  use  of  the 
most  profound  genetic  dif- 
ference of  all — gender. 
Women,  unburdened  by  a 
Y  chromosome,  get  a  break 
on  rates  because  they  live 
longer. 

-Tim  Burland 
Cross  Plains,  Wis. 

Tangled  in  the  Web 

Sir 'Surfs  Up"  (July  27, 
p.  106  .  Your  enthusiasm 
with  business  over  the 


Billionaire  blues 

Sir:  Re  "The  world's  working  rich"  (July  6,  p.  190).  Your 
list  of  American  billionaires  illustrates  severe  wealth 
inequality  in  the  U.S.  While  the  richest  20%  of  billion- 
aires have  55%  of  the  total  wealth  held  by  billionaires, 
the  bottom  20%  of  billionaires  have  to  make  do  with 
only  7%.  The  bottom  quint ile  clearly  needs  help  to 
escape  from  this  unjust  oppression. 
-Ken  Shirriff 
Mountain  View,  Calif. 


Internet  is  valid  but  may  be 
short-lived  unless  [Web] 
merchants  develop  market- 
ing manners.  They  seem  to 
have  a  policy,  once  you  buy 
their  products,  of  not 
responding  to  inquiries 
over  the  Internet.  I'm 
going  back  to  [shopping] 
by  phone,  where  at  least 
you  can  talk  to  a  human. 
-Jose  E.  Hernandez 
Carrollton,  Va. 

Short  the  IRS 

Sir:  Re  "Boondoggle!" 
(July  6,  p.  74).  Why  am  I 
not  surprised  that  the  gov- 
ernment is  paying 
$600,000  a  head  for  job 
creation  at  a  Philly  ship- 
yard? No  wonder  Ameri- 
cans are  doing  everything 
to  pay  less  taxes.  On  which 
exchange  can  I  short  gov- 
ernment stocks  again?  Oh 
yes — the  Cayman  Islands 
trading  floor. 
-G.  Luc  Harvey 
Burlington,  Vt. 

Piggly  Wiggly  math 

Sir:  Re  "Income  gap" 
(July  27,  p.  51).  Exactly 
who  do  you  think  you're 
fooling  with  your  phony- 
baloney  chart  illustrating 
how  badly  teachers  are 
overpaid?  Does  it  really 
make  sense  to  compare  the 
wages  of  college-educated 
teachers  with  the  wages  of 
the  "average  worker"?  Are 
you  telling  us  an  educator 
with  a  master's  degree 


should  be  earning  a  com- 
parable salary  to  the  person 
sacking  groceries  at  the 
Piggly  Wiggly? 
-Jim  &  Jenni  George 
Loveland,  Ohio 

Spare  the  goose 

Sir:  "Keep  up  or  die" 
(Digital  Rules,  July  27, 
p.  39).  President  Clinton 
has  been  whining  that  he  is 
not  getting  the  credit  for 
this  booming  economy. 
The  economy  is  booming 
because  of  the  increased 
productivity  brought  about 
by  the  advanced  technolo- 
gy developed  by  such  com- 
panies as  Microsoft  and 
Intel.  Clinton's  Justice 
Department  is  suing  both 
of  these  companies.  Isn't 
that  killing  the  goose  that 
laid  the  golden  egg? 
-Leon  O'Neal  Jr 
Newport  News,  Va.  WM 


Letter*  should  include  the  author* 
address  and  phone  number. 
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Every  night,  far  to  the  north  of  where  you  are  now,  nature  puts  on  a  show  for  a  fortunate  few.  The  new 
Trooper  will  take  you  there  to  see  it.  Fourteen  years  of  refinements  have  culminated  in  this,  the  rugged 
but  stately,  luxuriously  appointed  new  Trooper.  Heated  leather  seats  and  a  powered  glass  moonroof 
ilways  have  the  best  seats  in  the  house.  And  with  its  new  Torque-On-Demand 
traction  system  and  more  powerful  215  horsepower  engine,  the  Trooper  can  help  you  find  a  different 

i 

show  every  night.    The  new  1998  Trooper. 


Watch  the  show.  Performances  nightly. 


Specialized  Worldwide  Builders 
of  Adventure  Machines. 


Lots    of    companies    have 


a    mission    statement. 


How    many    have    a    mission? 


Our  mission?  Create  better  ways  to  reach  out  and  help  make  sure  people 
get  the  health  care  they  need.  We  are  not  newcomers  to  this  goal.    ■   In  fact,  we've 

already  committed  more  than  160  million 
dollars  towards  initiatives  specificallv  designed 
to  build  access,  not  walls.  One  example  is  USQA* 


the  national  database  we  use  to  identify  people 
who  need  access  to  special  care.  And  to  remind 
members  to  see  their  physicians  for  critical  check- 
ups and  screenings.  We've  also  teamed  with  Johns 
Hopkins  to  create  InteliHealth.  the  most  comprehensive  online  consumer  health 
information  network.  Another  investment  yielded  the  Academic  Medicine  and  Managed 
Care  Forum.  Through  it  we've  funded  research  to  improve  access  to  care.  ■  \i  u  I  \\  c'\  e  joined 
with  the  American  1  Iran  Association  in  warning  women  about  the  number  one  threat  to 
their  health  —  heart  disease.  Simpl)  said,  we're  putting  our  money  firmly  where  our 
mission  is.  ITiat's  the  price  of  entrj  for  having  one  to  begin  with.  ■  For  our  brochure 
on  how  we  an    raiding  lite  <|iialil\  of  health  care,  contact  us  al  K^Md W% *% 

l-800-AETNA-42orourQualit5  Center  al  www.aetnaushc.com.        US  Healthcare 

Raising  the  quality  of 
health  am-    In  Vmerica. 


OI'K)H  Vetna  I  .S.  Healthcare  I. 
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"With  all  thy  getting  get  understanding" 

Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


THROWING  AWAY  BILLIONS 


The  LATEST  International  Monetary  Fund  bailout  for  Russia 
won't  work.  Most  of  the  moncv  will  end  up  in  overseas  bank 
accounts  of  Russian  maliosi  and  their  allies.  Russia  will  con- 
tinue to  deteriorate.  Except  for  those  in  major  cities,  most 
Russians  remain  impoverished  New  foreign  investment  in 
Russia  is  a  small  fraction  of  that  being  made  in  China.  Rus- 
sia is  plagued  by  a  predator  mentality — grab  what  you  can 
from  foreigners  today,  and  to  heck  with  tomorrow. 

The  IMF  keeps  on  applying  its  poisonous  prescriptions, 
telling  Moscow  to  improve  tax  collections.  It  should 
bluntly  pressure  the  Kremlin  to  scrap  its  hopelessly  con- 
voluted tax  code  and  replace  it  with  something  an  honest 
business  can  comply  with. 

Russia  is  making  a  show  of  improving  tax  collection.  But 


for  all  the  bluster,  the  Kremlin  remains  wary,  to  put  it  polite- 
ly, of  really  cracking  down  on  mafia-controlled  businesses.  Tax 
collectors — and  government  ministers — wish  to  stay  alive. 
They'd  rather  squeeze  the  small  entrepreneurs  even  harder. 
If  the  IMF  wants  to  be  a  constructive  force,  why  doesn't  it 
tell  Boris  Yeltsin  &  Co.  that  they'll  get  no  more  money  until 
they  break  the  backbone  of  the  mafias?  These  tax  crackdowns 
snuff  out  any  chance  for  an  honest  entrepreneurial  class  to 
flourish  and,  in  turn,  help  create  a  broad-based  middle  class. 
The  Kremlin  shows  no  sign  of  real  reform,  such  as  simplify- 
ing the  tax  code,  establishing  the  rule  of  law  in  commercial 
transactions  and  allowing  a  genuinely  open  market  for 
buying  and  selling  land.  Instead,  communist-day  kleptoma- 
niacs control  the  economy's  "commanding  heights." 


HOW  TO  FERTILIZE  AMERICAN  FARMING 


MANY  American  FARMERS  are  facing  a  serious  financial 

squeeze.  Livestock,  wheat  and  other  commodity  prices 
have  fallen  sharply.  Exports  are  hurting  because  of  bat- 
tered economies  in  Asia. 

In  response  to  the  situation,  Democrats  want  to  gut  the 
1996  Freedom  to  Farm  Act,  which  phases  out  subsidies 
in  return  for  giving  grow- 
ers the  flexibility  to  switch 
crops  in  response  to  chang- 
ing markets.  Prior  to  that 
legislation,  farmers  didn't 
enjoy  this  basic  flexibility. 
,  Republicans  should  resist 

the  move  to  reenact  subsidies  and  controls.  As  Senator 
Chuck  Grassley  (R-Iowa)  put  it:  "Democrats  have  great 
confidence  in  Washington  bureaucrats.  We  have  confi- 
dence in  Iowa  farmers  to  manage  their  own  destiny." 

There  are  several  sensible  steps  Washington  could  take, 
starting  with  working  hard  to  reduce  agricultural  trade 


Farm  Economy  Enters  an  Anxious  Time 


-    m 


barriers.  For  example,  European  Union  countries  com- 
pletely ban  our  beef  from  being  imported.  Congress 
should  renew  the  President's  "fast-track"  authority  to 
negotiate  trade  agreements.  Congress  should  also  halt  our 
Treasury  Department's  and  the  IMF's  dispensing  of  toxic 
economic  snake  oil  to  Asia.  The  crisis  there  is  now  a  year 

old — and  getting  worse, 
not  better.  Clearly,  IMF 
policies  of  devaluation  and 
increasing  taxes  have 
wrought  havoc. 

Finally,  the  Federal  Re- 
serve   should    cease    its 
deflationary  monetary  policy,  which  has  sent  real  short- 
term  interest  rates  to  very  high  levels  and  has  helped 
batter  commodity  prices. 

These  moves  would  help  farmers  far  more  than  a  return 
to  Washington's  interference  and  meddling.  Emergency 
aid,  yes;  new  government  controls,  no. 


— Wall  Street  Journal 


TAXATION  WITHOUT  REPRESENTATION 


Congress  should  repeal  a  nasty,  not-so-little  levy  that  it 
never  intended  to  enact  in  the  first  place.  Buried  in  the  1996 
Telecommunications  Act  is  a  provision — put  in  at  the  behest 
of  Vice  President  Gore — that  the  Federal  Communications 
Commission  has  interpreted  as  giving  it  the  right  to  impose 
a  special  tax  on  long  distance  telephone  customers.  The 
exaction  is  supposed  to  fund  a  program  to  connect  schools 


and  libraries  to  the  Internet.  By  2003  revenue  from  this  so- 
called  Gore  Tax  could  be  twice  that  of  the  federal  gas  tax. 

A  number  of  national  legislators  in  both  parties  are  out- 
raged at  the  FCC's  highhandedness.  After  all,  Congress, 
not  unelected  bureaucrats,  is  supposed  to  levy  taxes.  More 
arrogant  yet,  the  FCC  is  ticked  off  at  the  long  distance  tele- 
phone companies  for  breaking  out  this  charge  on  their 
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Lots    of    companies    have 


a    mission    statement. 


How    many    have    a    mission? 


Our  mission?  Create  better  ways  to  reach  out  and  help  make  sure  people 
get  the  health  care  they  need.  We  are  not  newcomers  to  this  goal.    ■   In  fact,  we've 

already  committed  more  than  160  million 
dollars  towards  initiatives  specifically  designed 
to  build  access,  not  walls.  One  example  is  USQA® 


the  national  database  we  use  to  identify  people 
who  need  access  to  special  care.  And  to  remind 
members  to  see  their  physicians  for  critical  check- 
ups and  screenings.  We've  also  teamed  with  Jolms 
Hopkins  to  create  InteliHealth.  the  most  comprehensive  online  consmner  health 
information  network.  Another  investment  yielded  the  Academic  Medicine  and  Managed 
Care  Fonun.  Through  it  we've  funde<  I  research  to  improve  access  to  care.  ■  And  we've  joined 
with  the  American  Heart  Association  in  warning  women  about  the  number  one  threat  to 
their  health — heart  disease.  Simply  said,  we're  putting  our  money  firmly  where  our 
mission  is.  That'-,  the  price  of  entry  for  li;i\  ing  one  to  begin  with.  ■  For  our  brochure 
on  how  we  are  raising  the  quality  of  health  care,  contact  u>  at  K^MEl W% *% 

1-800-AETNA-42  or  our  Quality  Center  at  www.aetnaushc.com.        US  Healthcare 

Raising  the  qualitv  of 
health  care     in   \imnr.i 


11998  Vetna  t   S  Healthcare  tin 


'With  all  thy  getting  get  understanding" 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


THROWING  AWAY  BILLIONS 


The  LATEST  International  Monetary  Fund  bailout  for  Russia 
won't  work.  Most  of  the  monev  will  end  up  in  overseas  bank 
accounts  of  Russian  mafiosi  and  their  allies.  Russia  will  con- 
nnuc  to  deteriorate.  Except  for  those  in  major  cities,  most 
Russians  remain  impoverished.  New  foreign  investment  in 
Russia  is  a  small  fraction  of  that  being  made  in  China.  Rus- 
sia is  plagued  by  a  predator  mentality' — grab  what  you  can 
from  foreigners  today,  and  to  heck  with  tomorrow. 

The  IMF  keeps  on  applying  its  poisonous  prescriptions, 
telling  Moscow  to  improve  tax  collections.  It  should 
bluntly  pressure  the  Kremlin  to  scrap  its  hopelessly  con- 
voluted tax  code  and  replace  it  with  something  an  honest 
business  can  comply  with. 

Russia  is  making  a  show  of  improving  tax  collection.  But 


for  all  the  bluster,  the  Kremlin  remains  wary,  to  put  it  polite- 
ly, of  really  cracking  down  on  mafia-controlled  businesses.  Tax 
collectors — and  government  ministers — wish  to  stay  alive. 
They'd  rather  squeeze  the  small  entrepreneurs  even  harder. 
If  the  IMF  wants  to  be  a  constructive  force,  why  doesn't  it 
tell  Boris  Yeltsin  &  Co.  that  they'll  get  no  more  money  until 
they  break  the  backbone  of  the  mafias?  These  tax  crackdowns 
snuff  out  any  chance  for  an  honest  entrepreneurial  class  to 
flourish  and,  in  turn,  help  create  a  broad-based  middle  class. 
The  Kremlin  shows  no  sign  of  real  reform,  such  as  simplify- 
ing the  tax  code,  establishing  the  rule  of  law  in  commercial 
transactions  and  allowing  a  genuinely  open  market  for 
buying  and  selling  land.  Instead,  communist-day  kleptoma- 
niacs control  the  economy's  "commanding  heights." 


HOW  TO  FERTILIZE  AMERICAN  FARMING 


MANY  AmeRH  an  FARMERS  are  tacmg  a  serious  financial 
squeeze.  Livestock,  w  heat  and  other  commodity  prices 
have  fallen  sharply.  Exports  are  hurting  because  of  bat- 
tered economies  in  Asia 

In  response  to  the  situation,  Democrats  want  to  gut  the 
1996  Freedom  to  Farm  Act,  which  phases  out  subsidies 
in  return  for  giving  grow- 
ers the  flexibility  to  switch 
crops  in  response  to  chang- 
ing markets.  Prior  to  that 
legislation,  farmers  didn't 
enjoy  this  basic  flexibility. 
Republicans  should  resist 

the  move  to  reenact  subsidies  and  controls.  As  Senator 
Chuck  Grassley  (R-Iowa)  put  it:  "Democrats  have  great 
confidence  in  Washington  bureaucrats.  We  have  confi- 
dence in  Iowa  farmers  to  manage  their  own  destiny." 

There  are  several  sensible  steps  Washington  could  take, 
starting  with  working  hard  to  reduce  agricultural  trade 


Farm  Economy  Enters  an  Anxious  Time 


barriers.  For  example,  European  Union  countries  com- 
pletely ban  our  beef  from  being  imported.  Congress 
should  renew  the  President's  "fast-track"  authority  to 
negotiate  trade  agreements.  Congress  should  also  halt  our 
Treasury  Department's  and  the  IMF's  dispensing  of  toxic 
economic  snake  oil  to  Asia.  The  crisis  there  is  now  a  year 

old — and  getting  worse, 
not  better.  Clearly,  IMF 
policies  of  devaluation  and 
increasing  taxes  have 
wrought  havoc. 

Finally,  the  Federal  Re- 
serve   should    cease    its 
deflationary  monetary  policy,  which  has  sent  real  short- 
term  interest  rates  to  very  high  levels  and  has  helped 
batter  commodity  prices. 

These  moves  would  help  farmers  far  more  than  a  return 
to  Washington's  interference  and  meddling.  Emergency 
aid,  yes;  new  government  controls,  no. 


-Wall  Street  Journal 


TAXATION  WITHOUT  REPRESENTATION 


Congress  should  repeal  a  nasty,  not-so-little  levy  that  it 
never  intended  to  enact  in  the  first  place.  Buried  in  the  1996 
Telecommunications  Act  is  a  provision — put  in  at  the  behest 
of  Vice  President  Gore — that  the  Federal  Communications 
Commission  has  interpreted  as  giving  it  the  right  to  impose 
a  special  tax  on  long  distance  telephone  customers.  The 
exaction  is  supposed  to  fund  a  program  to  connect  schools 


and  libraries  to  the  Internet.  By  2003  revenue  from  this  so- 
called  Gore  Tax  could  be  twice  that  of  the  federal  gas  tax. 

A  number  of  national  legislators  in  both  parties  are  out- 
raged at  the  FCC's  highhandedness.  After  all,  Congress, 
not  unelected  bureaucrats,  is  supposed  to  levy  taxes.  More 
arrogant  yet,  the  FCC  is  ticked  off  at  the  long  distance  tele- 
phone companies  for  breaking  out  this  charge  on  their 
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monthly  phone  bills  instead  of  burying  it  in  their  other  fees. 

Gore  Tax  advocates  gloss  over  the  fact  that  80%  of  our 
schools  and  libraries  are  already  connected  to  the  Internet, 
with  that  figure  increasing  impressively  each  year. 

As  could  be  expected,  the  FCC  has  created  three  new- 
bureaucracies  to  administer  this  program.  The  head  of  the 
principal  one  is  a  former  Gore  fundraiser,  who  is  being  paid 
a  higher  salary  than  any  member  of  the  President's  Cabinet. 

The  feeding  frenzy  generated  by  this  new  entitlement 


has  begun  in  earnest.  Would-be  vendors  are  already 
pounding  on  schoolhouse  doors  offering  all  sorts  of  new 
equipment  and  wiring  schemes  that  will  allegedly  qualify 
for  federal  funding.  Scandals  are  inevitable. 

To  appease  the  critics  in  Congress,  the  FCC  scaled  back 
this  year's  funding  for  the  program,  but  naturally  didn't  kill 
it.  Ronald  Reagan  once  observed  that  the  definition  of 
immortality  is  a  federal  agency  or  program  that  has  outlived 
its  usefulness.  This  one  should  never  have  been  born. 


MEMO  TO  AIRLINES:  REMEMBER  WHO  PAYS  YOUR  BILLS 


Most  airlines  are  toughening  their  rules  for  carry-on 
baggage.  True,  some  passengers  try  to  stuff  everything 
but  the  kitchen  sink  into  overhead  bins.  But  frequent 
business  travelers  always  try  to  hold  on  to  their  travel  gear 
for  a  simple  reason — the  inexcusably  long  time  it  takes  for 
checked-in  luggage  to  make  it  to  baggage-claim  carousels. 

Airlines  know  full  well  that  time  is  ^^^^_^^^^_ 
money  when  it  comes  to  getting  planes 
on  and  off  the  ground.  Why  aren't  they 
as  sensitive  to  their  customers'  time, 
especially  that  of  business  travelers,  who 
pay  a  disproportionately  high  share  of 
airfares  because  they  can't  make  un- 
breakable reservations  a  month  or  two 
in  advance  the  way  vacationers  can? 

Why  don't  other  carriers  do  what 
savvy  Continental  is  doing?  Its  Boeing 
jets  arriving  this  year  will  have  extra- 
wide  bins  to  accommodate  more  carrv- 


Continental's  bigger  bins:  Catering  to 
customers,  not  antagonizing  them. 


on  items,  and  it  is  retrofitting  some  older  aircraft  with  larger 
bins.  Better  yet,  why  don't  carriers  modernize  baggage-claim 
systems  so  that  luggage  is  at  the  carousel  when  passengers 
get  there?  This  traveler  can  testify  that  in  Germany  this  is  usu- 
ally the  case.  I  never  mind  checking  in  my  garment  bag  there, 
because  I  know  there  will  be  no  time  penalty  to  pay  later. 
^^^^_^^^^_  It  would  be  in  the  airline  industry's 
best  interests  to  respond  positively, 
innovative ly  to  this  issue.  Didn't  the 
industry  learn  anything  from  its  fiasco 
last  year  with  congressional  tax  writers? 
Air  carriers  got  taken  to  the  cleaners; 
lawmakers  knew  they  could  pick  airline 
pockets  because  of  rising  consumer 
anger  at  how  passengers  are  treated. 
Yes,  traffic  has  increased,  but,  as  De- 
troit learned  to  its  near-death  regret 
years  ago,  customer  ire  eventually  trans- 
lates into  an  imperiled  bottom  line. 


BEWITCHING  READ 


The  Witchfinder-by  Loren  D.  Estleman  (Mysterious  Press, 
S23).  Fascinating,  taut,  superbly  wTitten.  This  book  crackles 
with  wisecracks  and  chuckle-inducing  aphorisms.  Estleman's 
intriguing,  frequently  malignant  or  low-life  charac- 
ters are  richly  drawn,  truly  three-dimensional.  Mys- 
tery aficionados  compare  his  prose  to  Ross  Mac- 
donald's  and  Raymond  Chandler's.  As  a  Macdonald 
fan,  I  can  testify  this  writer  does  that  master  one 
better.  Read  this,  and  you  will  soon  be  looking  for 
Estleman's  previous  books,  of  which,  fortunately, 
there  are  a  fair  number.  Private  Investigator  Amos 
Walker  is  hired  by  an  aged,  legendary,  dying  archi- 
tect wanting  to  learn  who  brilliantly  faked  a  photo- 
graph several  years  back  that  poisoned  his  deep  love  for  a 
woman  he  was  going  to  marry.  Before  the  quest  is  complet- 
ed, there  is  murder — and  the  near- murder  of  our  hero. 
Excerpt:  A  low,  dirty  cloudbank  had  been  stalled  over  the 


metropolitan  area  for  days,  trapping  the  kind  of  tempera- 
tures and  humidity  normally  associated  with  the  Philippines. 
Old  people  die  like  goldfish  in  that  weather,  also  high  school 
juniors  at  fast- food  restaurants  with  hundred- 
dollar  sneakers  and  short  tempers. 
Excerpt:  He  weighed  me.  The  waxy  eyes  looked  as 
if  they  would  retain  thumbprints.  "Do  you  know  the 
historical  definition  of  the  term  witchfinder?'" 
"I  do  if  it's  anything  like  witch  hunter.  * 
"They're  not  the  same.  Not  quite.  The  Puritans 
of  your — excuse  me,  our — New  England  colonies 
employed  hunters  to  rid  them  of  witches.  The  hunters 
in  their  turn  engaged  witchfinders  to  gather  evi- 
dence against  them,  or  rather  to  manufacture  it." 
Excerpt:  I  left  him  resting  his  sore  foot  on  an  ottoman  and 
went  straight  to  my  bank.  When  a  man  who  tells  you  he's 
terminally  ill  cuts  you  a  check,  you  don't  stop  for  lunch. 


RESTAURANTS— GO,  ,  STOP 

Here  is  the  distilled  wisdom  of  brothers  Bob,  Kip  and  Tim,  and  another  Forbes  eatery  expert,  Tom  Jones. 


•  Mavalli  Palace-^6  East  29th  St.  (Tel.:  679-5535).  De 
licious  South  Indian  vegetarian  specialties.  Try  the  hors 
d'oeuvres,  the  Baigan  Bharta  (baked  eggplant)  and  the  Dosai 
(crepelike  extravagances  filled  with  vegetable  combos). 

•  Marichu— 342  East  46th  St.  (Tel:  370-1866).  Charm- 
ing Basque  restaurant  with  a  wonderful  kitchen.  Note- 
worthy: Gambas  al  Ajillo  (shrimp  in  garlic  sauce);  Chulet6n 
de  Buey  con  Pimientos  Rojos  (grilled  sirloin  steak  with 


roasted  red  peppers  and  fried  potatoes);  and  Rape  a  la 
Gernika  |  grilled  filet  of  n  -  nkfish  with  a  garlic  vinaigrette). 
The  Park— Lombards  Hotel,  109  East  56th  St.  (Tel: 
750-5656).  The  service.  ,  ommodating  and  welcoming. 
But  the  rood,  inconsistent — some  dishes  good,  others  not  so. 
•  2n  Standard/Jazz  5      Jard— 1 16  East  27th  St.  (Tel: 

447-7;  33).  Stylish,  plea; with  a  jazz  club  downstairs. 

Tasty  fare:  panfried  ging  -  a  .b  cakes,  and  rack  of  lamb.  H 
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tough    customer. 


/66i  From  boulevards  to  back  roads .  For  legions  of  motorcycle 
enthusiasts  nothing  evokes  the  rugged  spirit  of  America  like 
the  thunder  of  a  Har ley-Davidson®.  M^P  Rockwell  automation 
systems  help  ensure  the  uncompromising  standards 
of  the  Harley  engines  whose  sound  now  excites  the 
imagination  of  a  new  generation  of  riders  .  jjjj)  Just  as 
the  successes  of  so  many  other  equally  demanding 
customers  resonate  with  innovative  answers  from  Rockwell. 
\J/Whether  it's  the  semiconductor  chip  that  lets  a 
digital  cellular  user  finish  a  long  day's  business 
on  a  single  battery  charge.  |vj^|j  The  avionics  that  guide 
an  airliner  to  a  fog-shrouded  island  using  satellite  and 
microwave  technology.  /JQJJ  Or  the  call  center  technology 
that  helps  a  small  manufacturing  firm  handle  customer 
inquiries  as  efficiently  as  a  Fortune  500  company. 
Bold  ideas  for  those  who  refuse  to  conform  to 
the     status     quo.     ^^3    Because      whatever     your     business, 


the    bottom    line     is     this 


t> 


you  succeed.      We  succeed. 


Rockwell 

Electronic  Controls  and  Communications 
www . rockwell . com 


partnerships.  And  the  p.       ,n  for  useful  innovation  that  drives  us  to  seek  the  be 

better  answers: 


tun  a  vast  global  enterprise  network.  How?  With  affordable,  industry-standard  products  and  services.  The  deepest  strategic 


solutions  to  your  toughest  problems.  For  more  answers,  better  answers,  visit  www.compaq.com/me  or  call  1-800-AT-COMPAQ. 


Other  Comments 


Middle  Weight 

Unexpectedly,  after  years  of  flying 
solo  or  in  small  groups,  I  find  myself 
a  manager  in  a  large  corporation.  Not 
just  that.  I  am  that  most  unfashion- 
able of  creatures,  a  middle  manager: 
layers  above  me,  layers  below  me. 

The  biggest  strain  of  being  a  man- 
ager, to  someone  who  comes  to  it 
new  in  middle  age,  is  that  you  must 
think  constantly  about  others.  And 
you  have  to  be  in  a  good  mood — or 
at  least  you  have  to  pretend.  Being  a 
middle  manager  is  performance  art. 
And  the  show  must  go  on. 
-Michael  Kinsley,  Time 

Bad  Connection 

The  chief  of  the  Wireless  Telecom- 
munications Bureau  has  sixteen  people, 
including  deputies,  associate  deputies, 
a  senior  engineer,  a  senior  economist 
and  some  senior  lawyers  working  in  his 
immediate  office  alone.  This  large 
front- office  cadre  managed  to  produce 
a  grand  total  of  15  items  during  the 
first  six  months  of  FCC  Chairman 
William  Kennard's  tenure — less  than 
one  item  per  front  office  employee. 
-Senator  John  McCain  (R-Ariz.) 
#** 

The  political  benefits  to  Al  Gore  of 
linking  schools,  high-tech  and  the  dol- 
ing out  of  billions  of  dollars  seemed 
obvious.  The  educational  benefits  are 
more  uncertain.  Internet  access  is  only 
4%  of  the  $2  billion  that  schools  have 
requested.  Two- thirds  of  the  funds  will 
go  for  "internal  connections,"  includ- 


ing ripping  up  walls  to  install  wiring, 
repairing  carpets,  painting  and  putting 
in  brand-new  computers.  Is  that  what 
Congress  expected?  I  doubt  it. 
-James  K.  Glassman,  American  En- 
terprise Institute,  Washington  Post 


Live  long  enough  and  you 
become  respectable.  Die  early 
and  you  get  to  be  a  legend. 

-The  Witchfinder,  by 

LOREN  D.  ESTLEMAN 


Tax  Revolution  lime 

[In  Russia],  private  firms  and  banks 
must  feel  the  advantage  of  paying 
higher  wages.  They  hush  up  salaries, 
weaving  them  into  complex  schemes 
which  allow  them  to  avoid  paying 
tax.  Tax  collection  can  be  improved. 
But  in  order  to  collect  more,  [rates] 
must  be  reduced.  A  40%  tax  rate  is  a 
barrier  for  any  enterprise.  Better  to 
reduce  the  rate  to  20%  and  then 
make  sure  tax  evaders  are  locked  up 
in  prison.  Tax  reduction  will  guaran- 
tee more  money  from  tax  collection. 
-Boris  Fedorov,  new  head  of  the 
Russian  tax  service,  on  BBC's 
broadcast  of  Russian  NTV's 
"Night  Conversation"  program 

Right  from  the  Start 

At  the  Harvard  University  I  knew  in 
the  late  1960s,  Milton  Friedman  was 
treated  as  a  right-wing  Midwestern 
crank.   His   contributions   to   public 


"You're  going  to  do  time,  but  I'm  try.  g  to  get  it  in  dog  years." 


policy  were  dismissed  by  being  ig- 
nored. Thus,  we  unfortunate  Ph.D. 
students  did  not  learn  about  his  pre- 
scient ideas.  Many  of  these  once  radi- 
cal ideas  have  become  mainstream 
policies,  and  others  are  on  the  active 
agenda.  The  all-volunteer  army  has 
worked  well  for  many  years,  the 
earned-income  tax  credit  is  a  boon  for 
the  working  poor,  the  flat-rate 
income  tax  is  a  serious  proposal  in 
Congress  and  school  vouchers  are 
under  consideration  in  many  states. 
The  current  debate  on  Social  Security 
reform  is  primarily  over  the  extent 
and  form  of  private  accounts  rather 
than  the  wisdom  of  any  privatization. 
-Robert  J.  Barro,  Harvard  eco- 
nomics professor  and  senior  fellow, 
Hoover  Institution,  in  Business  Week 

Sowing  a  New  Approach 

For  years,  the  planting  decisions  of 
American  farmers  have  been  dictated, 
in  part,  by  Congress  and  the  Depart- 
ment of  Agriculture.  This  limits  a  farm- 
er's ability  to  maximize  profit  from  the 
marketplace.  These  decisions  must  be 
removed  from  the  hands  of  bureau- 
crats and  put  back  into  the  hands  of  the 
farmers.  The  future  of  American  agri- 
culture is  not  in  government  payments 
and  subsidies.  The  future  of  American 
agriculture  rests  on  the  ability  of  farm- 
ers to  remain  competitive  in  a  world 
marketplace.  The  role  of  government 
consists  of  opening  access  to  new  mar- 
kets for  agricultural  products,  provid- 
ing research  for  the  development  of 
better  crops  and  new  uses  for  existing 
commodities,  and  providing  a  safety 
net  for  the  family  farm  structure. 
-Senator  Chuck  Grassley  (R-Iowa) 

A  Gem  of  a  Decision 

"We   wanted   to   attract   more 

customers." 

-Koo  Tong-fat,  manager  of  a 
Hong  Kong  jewelry  store,  on  the 
store's  decision  to  leave  its  double- 
glass,  electronic  security  door 
open.  Armed  robbers  made  away 
with  $32,000  worth  of  goods  in 
less  than  a  minute.  From  the 
Far  Eastern  Economic  Review       H 
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WITH  ENOUGH  CRUMPLED  PAPER, 
YOU  CAN  SOLVE  ANYTHING. 
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At  AEP,  we  have  ideas  that  can  make  you  more  efficient, 

more  productive  and  more  profitable.  Ideas  with  power.3" 

To  find  out  more,  visit  us  at  www.aep.com. 


AEP  AMERICAN 
ELECTRIC 


AEP:  America's  Energy  Partner 





YOU  ARE  NOT  A  COM  Ml  SSI  O  N 


YOU  ARE  FLESH,  BLOO 
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EARS,      LAUGHTER,      HOPE,      FEARS,      DREAMS 


ART     OF     A     STRATEGY,      IT     IS     YOUR     OWN 


J  HN  HANCOCK  REPRESENTATIVES  have  the  expertise  to  deliver  on 
the  needs  of  our  clients  through  a  wide  range  of  financial  products.  However,  it  is  our 
profound  understanding  of  individuals  that  allows  us  to  offer  solutions  for  asset  growth 
that  fit  your  particular  needs.  To  find  a  representative  to  assist  you  in  selecting  the  best 
insurance  and  investment  products  to  help  reach  your  financial         )y  />     ^/  /? 


goals,  call  1-800-732-5543.  Or  visit  www.jhancock.com. 


Insurance  for  th 
Investments  tor  th 


YOU        MAY        FIND       YOURSELF 


INVENTING     MEETINGS 


T  O. 


Settle  back  into  a  comfortably  contoured  leather  seating  area*  programmed  to  your 

personal  preference.  Select  disc  3,  track  7,  from  the  trunk-mounted  12-disc  CD  changed. 

Adjust  your  dual-zone  climate  control  to  72°  (because  74°  just  wasn't  quite  right).  Breathe  in. 

Breathe  out.  Start  working  on  ideas  for  how  to  get  out  of  the  office  tomorrow. 


->^z& 


Ml  nghis  reserved, 
-•-.(ure 

ier  installed  additional-cost  item 


THE  CADDY  THAT  ZIGS., 


For  the  authorized  Catera  dealer  nearest  you,  call 
I-80O-333-4CAD  or  visit  us  at  wwwcatera.com. 


Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


MR.  CLINTON  SELLS  OUT  TAIWAN 


ON  OCT.  13,  1997  I  noted  in  this  space  the  appropriate- 
ness of  the  U.S.'  action  in  1996,  when  we  sent  two  aircraft 
carrier  battle  groups  to  the  Taiwan  area.  The  deployment 
was  in  response  to  China's  firing  missiles  into  the  territo- 
rial waters  of  Taiwan  in  a  crude  attempt  to  influence  Tai- 
wan's presidential  election.  I  further  noted  that  "Any 
statement  by  the  U.S.  that  could  be  construed  as  saying 
we  would  acquiesce"  in  any  future  threat  of  force  by  main- 
land China  would  only  encourage  China.  "The  more 
China  understands  that  we  will  not  stand  idly  by,  the  less 
likely  it  is  that  any  such  attack  will  ever  take  place." 

Last  January,  after  a  trip  to  Taiwan,  I  wrote  about  the 
Taiwanese  people's  tears  of  whether  "Mr.  Clinton  was 
giving  Mr.  Jiang  any  reason  to  believe  America's  com- 
mitment to  Taiwan  was  weakening." 

Sadly,  those  fears  were  confirmed  during  Mr.  Clin- 
ton's June  foray  to  China.  President  Clinton  went  a  long 
country  mile  beyond  the  U.S.'  carefully  ambiguous  pol- 
icy. The  Taiwan  Relations  Act  of  1979  states  that  we  do 
"not  challenge  the  fact  that  all  Chinese  on  either  side  of 
the  Taiwan  Strait  maintain  there  is  but  one  China  and 
that  Taiwan  is  part  of  China."  In  short,  we  have  always 
"acknowledged"  that  we  understood  what  China's  claim 
was — but  we  never  went  beyond  that. 

Siding  with  Dictators  over  Democrats 

Now,  according  to  Clinton  statements  made  during  this 
trip,  we  "accept"  that  claim.  The  President  further  said, 
•"We  don't  support  independence  for  Taiwan;  or  two 
Chinas;  or  one  Taiwan,  one  China,"  gratuitously  adding, 
"We  don't  believe  that  Taiwan  should  be  a  member  in  any 
organization  for  which  statehood  is  a  requirement."  Thus 
he  adopted  die  PRC's  demands  while  on  Chinese  soil. 

Who  approved  this  unilateral  attempt  to  change  U.S. 
policy  so  drastically?  Certainly  neither  Congress  nor  anyone 
else  in  the  Administration.  Mr.  Clinton  alone  uttered  those 
dangerously  careless  remarks.  He  did  not  even  demand 
that  China  renounce  the  use  of  force  in  seeking  reunifi- 
cation with  Taiwan.  Clinton  merely  said  that  our  policy 
has  been  that  reunification  "has  to  be  done  peacefully." 

In  1994  the  U.S.  pledged  to  work  -to  "make  Taiwan's 
voice  heard"  in  all  international  organizations  of  which  it  is 
not  a  member.  After  all,  the  World  Trade  Organization  rec- 
ognizes customs  territories,  and  the  United  Nations  admits 


all  manner  of  ragtag  organizations  as  observers,  participants 
or  whatever.  But  we  are  now  pledging  to  dash  any  hopes  our 
old  friend  Taiwan  (with  the  world's  18th-largest  economy 
and  a  higher  per  capita  income  than  China's)  has  of  joining 
the  U.N.,  International  Monetary  Fund,  World  Bank  or  any 
other  organization  to  which  China  might  object. 

What  if  Taiwan  should  decide  it  wants  independence, 
something  that  could  well  happen  after  its  presidential 
election  in  2000?  Unless  Mr.  Clinton  is  overruled — as  he 
should  be — by  Congress,  we  will  have  agreed  to  China's 
"Three  Nos,"  in  essence  telling  Taiwan  it  will  cease  to  have 
our  support  if  it  seeks  independence. 

As  the  Washington  Post  noted,  "...  in  classic  Clinton 
fashion,  the  White  House  tries  to  have  tilings  both  ways, 
denying  that  U.S.  policy  has  changed,  when  in  fact  it  has, 
and  not  for  the  better."  And  what  did  we  get  in  return  for 
Clinton's  extraordinary  cave-in?  The  Chinese  allowed  Mr. 
Clinton  a  televised  speech,  and  he  was  the  subject  of  many 
admiring  toasts  from  President  Jiang.  We  also  were  assured 
that  China's  government  had  investigated  "the  so-called 
political  contributions  in  the  U.S."  and  discovered  "there 
never  was  such  a  thing."  What  a  relief — but  how  untrue. 

During  this  trip,  what  Mr.  Clinton  forgot — or  chose  to 
ignore — was  that  Taiwan,  unlike  the  People's  Republic  of 
China,  is  a  free  country.  It  has  a  free  press,  free  elections 
and  freedom  of  religion.  It  has  the  right  to  determine  its 
own  future.  In  short,  Mr.  Clinton's  extraordinary  political 
and  diplomatic  blunders  will,  as  opponents  of  this  trip 
feared,  encourage  the  Chinese  to  believe  they  can  use  force 
against  Taiwan.  And  we  will  develop  ingenious  arguments 
as  to  why  we  need  do  nothing  to  stop  China. 

"I  will  do  everything  I  can  to  encourage  stronger  trade 
ties  between  the  U.S.  and  China,"  said  Mr.  Clinton.  Pre- 
sumably this  is  why  he  refused  to  meet  with  any  dissidents 
while  there.  He  even  personally  rewrote  a  speech  he  was 
giving  at  Peking  University  to  make  it  more  sympathetic  to 
Chinese  views,  and  he  went  along  with  the  Chinese 
demand  for  an  official  welcoming  in  Tiananmen  Square. 
As  the  Washington  Post  summed  up,  "Mr.  Clinton  has 
sided  with  the  dictators  against  the  democrats.  To  pretend 
that  this  is  no  change  only  heightens  the  offense." 

Anything  short  of  a  clear  repudiation  of  Clinton's  cave- 
in  will  only  encourage  China  to  think  it  has  a  free  hand  to 
violate  our  Taiwan  Relations  Act  whenever  it  chooses.  B 
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"Sometimes,    success  really  does  taste  sweet.  Other  times, 
it  displays  a  more  complex  and  full-bodied  character." 
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How  do  some  of  the  world's 
most  famous  vineyards  produce 
such  extraordinary  wines?  One 
reason  is  superior  quality  con- 
trol —  thanks  in  part  to  the 
advanced  flow  control  products 
of  Tyco  International.  Devices 
like  our  butterfly  valves  and 
sanitary  valves  make  the  pro- 
duction process  cleaner,  safer 
and  more  consistent.  That's 
just  a  small  example  of  our 
vast  flow  control  expertise. 
With  companies  like  Grinnell, 
Allied,  Keystone  and  Mueller, 
Tyco's  Flow  Control  Division  is 
the  world's  unquestioned 
leader.  As  a  single  integrated 
source,  we  literally  stand 
alone,  making  thousands  of 
cutting-edge  valves,  fittings, 
piping  products  and  more  for 
customers  around  the  world. 
Over  the  years,  we've  consis- 
tently been  named  among  the 
world's  top-performing  cor- 
porations. Of  course,  past  per- 
formance does  not  guarantee 
future  results.  To  learn  more, 
please  write  PO  Box  497,  Dept. 
F,  Exeter,  NH  03833. 
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UNLEASHING  THE  POWER  WITHIN 
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Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 
publisher@tbrbes.com 


IT'S  THE  SOFTWARE,  STUPID 


The  numbers  blow  you  away.  Recently,  Yahoo!  ($8.2  bil- 
lion market  capitalization)  flew  past  the  New  York  Times 
Co.  ($7.6  billion);  on-line  booksellerAmazon.com  ($6.2 
billion)  elbowed  past  Barnes  &  Noble  ($3  billion)  and  Bor- 
ders ($2.9  billion)  combined;  and  Microsoft  ($315  billion) 
roared  to  the  top  of  the  world  charts,  edging  ahead  of  Gen- 
eral Electric  ($312  billion),  if  you  count  stock  options.  A 
wag  on  the  Internet  wrote  that  "traders  had  to  be  free- 
basing  $t.  John's  Wort"  to  bid  up  these  stocks  so  high. 

Economist  Paul  Romer  and  strategist  Gary  Hamel  see 
something  deeper  at  work.  Both  shared  their  wisdom  at 
a  recent  Forbes  &  GartnerGroup  CIO  Congress.  Romer 
(a  Stanford  professor  whom  Peter  Drucker  touts  as  a 
future  Nobel  Prize  winner)  explained  that  all  over  the 
world,  value  is  migrating — at  astonishing  speed — to  soft- 
ware. In  the  Industrial  Age,  the  inputs  to  wealth  creation 
were  land,  labor  and  capital.  Now  they  are: 

■  Hardware — the  sum  of  all  existing  tangible  assets  such 
as  land,  minerals,  food,  factories,  cars,  computers; 

■  "Wetware" — human  brain  power,  creativity; 

■  Software — language,  math,  art,  culture,  recipes,  code. 
Without  software,  the  world's  supply  of  hard  assets  and 

brains  can't  combine  fast  enough  to  produce  wealth  that 
outpaces  population  growth.  Software  is  the  vital  catalyst. 
Software's  magic  is  that  it  replicates  knowledge;  it  trans- 
mits the  code  of  value  creation  to  anyone  who  wants  it. 

Software  is  not  new;  it  came  into  the  world  with  writ- 
ten language  five  millennia  ago.  Gutenberg's  15th-cen- 
•  tury  printing  press  revolution  succeeded  in  putting  soft- 
ware at  the  center  of  the  world.  Print  made  possible  the 
Reformation,  the  Renaissance  and  the  Enlightenment. 
Think  of  the  Declaration  of  Independence  and  the  U.S. 
Constitution  as  two  of  the  hottest  pieces  of  software  ever 
written,  the  very  source  code  of  democracy  and  American 
prosperity.  And  software's  influence  and  value  have  grown 
exponentially  in  the  era  of  the  PC  and  the  Internet.  These 
tools  easily  replicate  software  and  distribute  it  around  the 
world  at  lightspeed — at  almost  no  cost. 

From  Assets  to  Albatrosses 

Today's  entrepreneurial  superstars  have  learned  to  take  the 
gossamer  wings  of  thought,  brand  power  and  speed — i.e., 
software — and  turn  them  into  equity  billions.  Such  activity 
creatively  destroys  many  old  bankable  assets,  such  as  real 


estate,  storefronts  and  inventory,  turning  them  into  "legacy 
problems" — albatrosses  of  land,  concrete  and  steel. 

A  few  weeks  ago  Amazon.com,  a  pure  Internet  software 
play,  landed  like  a  fat  Cheshire  cat  on  the  scale  of  market 
value,  outweighing  Barnes  &  Noble  and  Borders  com- 
bined. Just  months  before,  Barnes  &  Noble  and  Borders 
had  been  seen  as  mighty  powerhouses — so  mighty,  in  fact, 
that  independent  booksellers  across  America  were  begging 
the  U.S.  government  to  break  them  up. 

But  that  was  long  ago  and  far  away  on  the  Internet  time 
horizon.  Seemingly  overnight,  Amazon  turned  those  big 
bookstore  powerhouse  assets  into  anchors  of  lead  and 
dross.  Or  so  argued  the  stock  market  when  it  sent 
Amazon's  software  version  of  a  bookseller  to  the  top. 

New  Paradigm  or  Bull  Market  Bull? 

Are  you  skeptical?  Are  Romer  and  Hamel  (and  this  edi- 
torial) confusing  a  Grand  New  Software  Era  with  a  bull 
market?  Wouldn't  a  stock  market  crash  transport  these 
two  wetware  wizards  back  into  obscure,  tweedy  profes- 
sors overnight? 

Try  this  thought  experiment:  Suppose  the  Dow  Jones 
Industrial  Average  fell  to  5000  and  stayed  there,  supine  and 
sick  with  Asian  flu,  for  several  years.  Then  what?  We'd  all 
feel  poorer.  And  what  about  those  bookstores?  They  would 
be  forgoing  new  carpeting,  their  clerks  would  be  dressing 
shabbily  and  acting  surly,  and  their  vast  capital  expenditures 
would  have  them  out  on  a  limb.  What  about  Amazon? 
Would  its  happy  book  buyers  suddenly  feel  an  urge  to  jump 
back  into  their  cars  and  drive  to  the  stores? 

Not  a  chance.  Each  year  our  home  computer  will  be 
cheaper,  yet  faster,  and  Web  pages  will  snap  to  life  in  bril- 
liant colors,  off  very  affordable  cable  modems.  Even  with 
crumbling  capital  markets,  that  will  be  true.  Moore's  Law 
could  slow  from  18  months  to  24  months,  with  fewer  chip 
factories  being  financed.  The  digital  bandwidth  tornado 
might  calm  down  from  its  thousandfold  annual  growth  rate 
to  half  that.  But  that's  still  exponential  growth.  The  trends 
benefit  Amazon,  not  Barnes  &  Noble. 

Gary  Hamel  ended  his  talk  at  Forbes  &  GartnerGroup 
with  a  stunning  prediction.  Ten  years  from  now,  the  high- 
est-valued automobile  company  in  America  will  be  a  soft- 
ware company,  perhaps  Auto-By-Tel. 

Willing  to  bet  against  that?  WM 
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News 


Now  available 

exclusively  for 

Schwab  customers 

at  www.schwab.com 


How  do  you  decide  whether  to 

BUY,  SELL  OR  HOLD 

a  mutual  fund  in  your  portfolio? 


With  our  new  Mutual  Fund  Report  Cards',1'  you  can  follow  these 
simple  steps  to  begin  to  evaluate  your  mutual  funds. 


1 


2. 


Check  out  the  Morningstar  rating 

mornincstar  rates  funds  on  a  scale  of 
one  to  five  stars.  how  do  your  funds 

STACK  UP? 


Examine  the  performance 


how  do  your  funds  compare  with 
benchmarks  like  the  s&p  500  and  the 
Russell  2000  and  the  category  average? 


Overall  Rating: 
•  * 


Below  Average 

This  fund's  rating  of  2  stars  (out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  stock 
funds. 


The  number  oj  stars  a  fund 
receives  is  one  way  to  evaluate 
its  risk-adjusted  performance. 


You'll  find  out  how  the  historical 

performance  of  your  fund  comparts 

against  relevant  benchmarks. 


3. 


Understand  your  alternatives 


If  one  or  more  of  your  funds  are 
lagging  the  average  returns  of  the 
funds  in  their  category,  it  may  be 
time  to  rebalance  your  portfolio. 


Schwab's  FREE  Mutual  Fund  Report  Cards 

MAKE  EVALUATING  YOUR  PORTFOLIO  EASY. 

Mutual  Fund  Report  Cards  provide  an  eas)  to  und  i   ol    our 

mutual  funds  in  a  concise,  single-page  formal  |  7.700  funds 

from  families  like  Merrill  Lynch,  Vanguard  and  m  for  three  tree  Report 

Cards  today,  or  stop  by  a  local  Schwab  bra  itative. 


1-800-522-7662 


Any  Fu 

id  (3/88) 

•  * 

Category  Average 

" 

Funds  from  the  Mutual  Fund  Select  List* 

Sample 

Fund  8  (6/87) 

•  **• 

S,n,p„ 

Fund  C  (9/88) 

**•• 

Ij  appropriate,  well  provide 
the  names  o\  alternative  funds 
•  consideration 


Prospectuses  containing  more  complete  information  inc  n  ig<  ment  fees,  charge  and  expenses  are  available  from  Schwab.  Please  read  them 

fully  before  investing.  Past  performance  is  no  indication  ,    In,    \ll  n^his  .vsc.ud  Nlnnk-rSIRVNYs!     0898-1! 
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www.schwab.com 


Charles  Schwab 


UHI  eye!"" 

"to  see  a  world  in  a  grain  of  sand... "/Edited  by  Ben  Pappas 

It's  not  easy  being  Green 


BY  liIGH  CAUAGHER 


Hundreds 
of  callers 
complained 
of  headaches, 
nausea,  loss 
of  sleep  and 
mental 
problems. 


Each  year  citizens  of 
Seattle    turn    150,000 
tons  of  organic  waste 
into  soil-enriching  com- 
post instead  of  making 
landfills  with  it.  There  is 
such  a  thing  as  too  green, 
however.  Seattle  found  that  out 
last  year,  when  doing  good  ran 
afoul    of  another    civic    virtue: 
smelling  good. 

The  wet  winter  of  1997  made  for 
an  unusually  bountiful  spring  in 
Seattle.  Tree  trimmings  and  other 
organic  overflow  clogged  the  local 
composting  facilities.  Filled  to  capac- 
ity, air  filters  at  Cedar  Grove  Composting, 
King  County's  largest  private  composting 
operation,  began  to  malfunction  under  the 
weight  of  dense,  wet  grass,  the  most  odorous 
component  of  compost. 

"It  just  stunk  to  high  heaven,"  says  Wash- 
ington State  Representative  Brian  Thomas. 
Before  long,  his  office  was  fielding  hundreds 
of  calls  from  angry  constituents  complaining 
of  headaches,  nausea,  loss  of  sleep  and  mental 
problems — all  supposedly  caused  by  the  ripe, 


pungent  compost. 

Ever  the  responsive  legislator,  Thomas 
quickly  drafted  what  could  become  the 
nation's  first  anticompost  legislation.  If  it 
passes,  the  bill  will  shut  down  offensively  stinky 
composting  facilities. 

Last  fall  the  Seattle-King  County  Health 
Department  declared  Cedar  Grove  in  viola- 
tion of  its  permit;  a  class  action  suit  has  been 
filed  on  behalf  of  area  residents.  Green  is  not 
always  clean. 


It's  a  very  nice  rock,  but  is  it  art? 


And  so 
the  question 
arose:  Gould 
this  he  the 
world's  first 
work  of  art? 


What's  art  and  what  isn't?  That's  an  old 
question.  In  1981  archeologists  discovered 
a  lava  fragment  with  unusual  markings 
in  northern  Israel.  The  fragment,  some 
200,000  years 
old,  has  a  circular 
groove  near  one 
end  and  two  more 
along  its 


grooves 
sides. 

These  features 
could  have  oc- 
curred quite  natu- 
rally. When  molten 
lava  hits  the  atmos- 
phere, the  rapid 
cooling  often  twists 
it  into  odd  shapes. 
On  the  other  hand, 
this  particular  hunk 
of  rock  looks  suspi- 
ciously humanoid — the  groove  on  top  could 
represent  a  kind  of  head,  and  those  on  the 
sides,  arms. 

And  so  the  question  arose:  Is  this  the  first 


work  of  art?  If  it  is,  it's  about  ten  times  older 
than  the  cave  murals  in  France,  which  date 
back  to  20,000  B.C. 

University  of  Pennsylvania  archeologist 
April  Nowell's  first 
impression  was  that 
the  rock  was  simply  a 
rock  when  she  first  saw 
a  picture  of  it  in  a 
journal.  But  after 
teaming  with  colleague 
Francesco  D'Errico  of 
the  University  of 
Bordeaux  to  examine 
the  rock  under  a  scan- 
ning electron  micro- 
scope, she  changed  her 
mind.  "There  is  no 
doubt  in  my  mind;  the 
figurine  is  definitely 
tool-modified,"  says 
Nowell. 

If  she's  right,  homo  sapiens  had  artistic 
impulses  from  the  very  beginning — not  rela- 
tively late  in  his  development.  -B.P. 
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eyeball 


Eye-caramba! 


ranzH 

For  the  price 
of  a  new  pair 
of  Nikes,  you 
can  surprise 
friends  with 
a  contact  lens 
that  covers 
your  iris. 


WildEyes,  introduced  in  April  by  Chicago- 
based  Wesley  Jessen,  are  the  latest  thing  in 
contact  lenses.  They  are  primarily  aimed  at 
people  aged  15  to  24  who  are  in  search  of  a 
new  way  to  stand  out,  tattoos  and  piercings 
having  already  become  passe.  For  the  price 
of  a  pair  of  new  Nikes,  you  can  gross  out 
your  friends  with  White-Out,  which  covers 
your  iris;  Hypnotica,  a  nauseating  swirl  of 
black  and  blue;  or  four  other  sickening 
designs.  Out  in  time  for  Halloween:  Red 


Hot  (a  bright  red  lens)  and  Cat  Eye.  Don't 
worry  about  losing  your  vision — the  designs 
don't  cover  the  pupil.  One  caveat:  Doctors 
warn  that  swapping  lenses  with  fellow  hipsters 
may  cause  infections. 

WT  is  exploring  line  extensions  in  the  form 
of  lenses  that  sport  university  and  sports  team 
logos.  On  1997  sales  of  $282  million,  the 
company  isn't  expecting  big  revenues  from 
this  gimmick — but  hey,  you  gotta  get  people's 
attention.  ■■ 


Current    299.9*  Previous  300.1+  Percent  change     -0.1°c 


EDITED  BY  SHLOMO  Z.  REIFMAN 


Bruce  Steinberg,  chief  econ- 
omist at  Merrill  Lynch,  is 
among  the  growing  group  of 
pessimists  regarding  U.S. 
economic  growth.  Steinberg 
expects  a  slowdown  to  start 
in  the  second  half  of  this 
year.  He  thinks  that  second- 
half  gross  domestic  product 
will  grow  just  2%  (annual- 
ized). He  cites  a  slowdown 

onsumer  demand  as  one 
culprit.  After  rising  6%  in  the 
first  quarter,  Steinberg 

cts  consumer  spending 
to  finish  1998  with  only  a  4% 
over  1997. 
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Closeup  on  the  Forbes  Index 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers' 
inventories,  total  industrial  production, 
new  housing  starts,  personal  income, 
new  claims  for  unemployment 
compensation,  total  retail  sales,  total 
consumer  installment  credit. 
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Documents  are  digital.  Documents  are  paper. 
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o<3p 

THE 

DOCUMENT 

COMPANY 

XEROX 


Print '  or  copy 

6  color  pages/  a  minute  without 

leaving!  the  office. 


Introducing  the  Xerox  DocuColor  Office  6. 


X 


Stop  sending  out  for  color  documents. 
Print  or  copy  them  fast  and  conveniently 
on  your  own  Xerox  DocuColor  Office  6.  At 
6  color  pages  a  minute,  it  not  only  keeps  up 
with  the  pace  of  your  business,  but  the  pace  of 
those  last-minute  changes  you're  always 
making.  Here's  more  good  news.  It  prints  or 
copies  in  black  and  white  too.  At  24  pages  a 


minute.  Talk  about  productivity,  the  agile 
DocuColor  Office  6  even  comes  with 
paper-handling  options  such  as  collating 
x  and  sorting.  Best  of  all,  starting  at  under 
$20,000,  it  puts  color  right  in  your  workgroup. 
To  learn  more  about  how  convenient  color  can 
be  in  your  office,  visit  www.xerox.com  or 
just  give  us  a  call  at  1-800-ASK-XEROX,  ext.  106. 


THE  DOCUMENT  COMPANY 
XEROX 


XEROX®  The  Document  Company®  the  digital  X.®  and  the  identifying  Xerox  product  names  and  numbers  herein  are  trademarks  of  XEROX  CORPORATION  In  conjunction  with  Xerox' efforts  to  reduce  the  company's 
impact  on  the  environment.  Xerox  equipment  includes  new.  reprocessed,  and/or  recovered  parts  and  assemblies  36  USC  380 
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hot  seat 


Larry  Ellison 
hasn't  had 
much  time  for 
his  yacht  and  jet 
planes  lately. 
He's  working 
overtime  trying 
to  get  Oracle 
back  on  track. 
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Larry    Ellison    slides    from    the  PM^JifilfllH^  from  his  chief  lieutenant,  President 
1 3   couch  to  the  floor,  where  he  looks        h    t  r    T>n         an<^  Chief  Operating  Officer  Ray- 
crumpled,  his  long  legs  awkwardly 


Better  dock  the  yacht 


$5,000 


Value  of  $100  invested  12/31/92 


(ratio  scale) 


folded  under  the  low-slung  coffee  table.  His 
tan  is  faded,  there  are  dark  circles  under 
his  eyes  and,  at  this  moment,  he  looks  every 
minute  of  his  53  years.  Ellison's  Japanese-style 
garden  is  in  riotous  midsummer  bloom  and 
on  full  display  through  large  plate-glass  win- 
dows. But  the  tranquilizing  view  seems  lost 
on  him  now. 

His  apparent  fatigue  is  the  result  of  months 
of  12-  and  14-hour  days  spent  getting  Oracle 
Corp.,  the  company  he  cofounded  in  1977, 
back  on  track.  Oracle,  hyperactive  in  the  late 
1980s,  had  grown  almost  lethargic.  "We  used 
to  need  Ritalin,"  he  says,  with  a  shake  of  the 
head.  "Now  we  need  caffeine." 

It's  not  good  enough  that  Oracle's 
revenues  grew  26%  in  the  fiscal  year  just 
ended,  to  $7.1  billion,  and  earnings  (before  a 
writeoff")  grew  7.7%,  to  $955  million. 
That  kind  of  growth  is 
dangerously  close  to  a 
standstill  in  Silicon 
Valley,  sap  has  passed 
Oracle  in  "enterprise" 
software  that  runs  large 
corporations.  PeopleSoft 
and  Oracle  are  neck  and 
neck.  Archrival  Microsoft 
threatens  to  take  away 
Oracle's  core  database 
business.  Just  five  years 
ago  Microsoft's  market 
capitalization  was  three 
and  a  half  times  Oracle's; 
now  it's  ten  times. 

And  so  Ellison's  toys 
aren't  getting  as  much 
use  as  they  were  a 
year  ago.  The  Marchetti  S.211  jet  fighter 
often  sits  idle  in  its  hangar.  Ellison  took  his 
78 -foot  sailing  boat,  Sayonara,  out  for  a 
three-month  vacation  last  summer.  That  was 
a  mistake.  He  came  back  to  find  the  sales 
force  demoralized,  the  revamping  of  Oracle 
Applications  11,  software  for  finance  person- 
nel, manufacturing  and  other  corporate 
departments,  a  month  behind  schedule  and 
software  developers  divided  into  warring 
camps.  "We  had  bad  chemistry  all  over  the 
place,  managers  who  could  hardly  stand  to  be 
civil  to  one  another,"  Ellison  says. 

For  a  while,  at  least,  it  is  good-bye,  toys — 
hello,  hard  work.  Ellison  got  involved  in  his 
Redwood  City,  Calif,  company  in  a  way  he 
hadn't  for  some  time — and  the  involvement 
remains  in  high  gear.  Two  weeks  ago  he  took 
control  of  Oracle's  marketing  department 


•93       '94       '95       '96       '97    '98* 

'Through  July  17. 

Sources:  Daily  Stock  Price  Database:  Morgan  Stanley  Capital  International 

via  OneSource  Information  Services:  Bloomberg  Financial  Markets. 


After  Larry  Ellison  went  sailing, 
Oracle  stock  began  to  slip. 


mond  Lane.  He  is  rewriting  copy  for 
a  coming  ad  campaign  in  which  he's  investing 
more  than  $40  million  this  year.  He  is  pushing 
his  developers  to  deliver  a  Java-flavored,  Inter- 
net-ready version  of  Oracle's  flagship  database 
software  in  time  for  that  ad  campaign.  Ellison 
intends  to  double  the  size  of  the  sales  force 
that  peddles  applications  to  roughly  2,000. 

The  plan  for  Oracle  8.i  is  this:  Information 
technologists  will  refine  a  corporate  data- 
base using  Sun  Microsystems'  Java  language; 
end  users  will  merely  see  Netscape  Navigator, 
or  whatever  browser  software  they  use 
at  home.  "The  people  who  were  using  enter- 
prise applications  were  professional  clerical 
people  who  were  trained  on  the  system 
and  who  used  them  to  do  transactions," 
Ellison  says.  "We  want  to  make  it  easy  for 
anyone  in  a  company  to  access  information." 
He  wants  to  make  computing  easy  for 
his  customers,  but  even 
more  than  that,  he  wants 
to  make  life  hard  for  that 
other  billionaire  up  in 
Redmond,  Wash.  If  the 
world  sees  data  through 
a  Netscape  browser  and 
manipulates  them  with 
Java  script,  then 
Microsoft's  fearsome  op- 
erating systems  become 
less  relevant. 

A  pleasant  idea  for 
Gates-haters,  but  Micro- 
soft isn't  about  to 
become  irrelevant.  On 
June  29  Microsoft 
released  a  test  version  of 
its  SQL  Server  Version 
7.0,  a  relational  database  that  strikes  at  the 
core  of  Oracle's  business.  This  version  was 
built  practically  from  scratch  by  some  of  the 
best  minds  in  the  database  business,  one  an 
ex-Oracle  employee. 

So  far,  Microsoft's  success  against  Oracle 
has  been  modest.  "They're  years  behind  us," 
Ellison  bristles.  He  pauses  and  then  says,  sotto 
voce:  "They'll  keep  grinding  away 
at  it.  I  have  no  doubt  they'll  keep  grinding 
away  at  it." 

Credit  Oracle  with  standardizing  the  way 
companies  store  and  manage  information. 
With  a  relational  database,  a  company  can 
glean  snippets  of  data  from  the  massive  tables 
where  they  are  stored  and  make  connections 
that — if  they  could  be  made  at  all — might 
have  taken  hours,  days,  even  months  with 
hierarchical  databases.  With  a  relational  data- 
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base,  you  could  have  a  collection  of  factory  production 
records  over  here  and  a  collection  of  salesmen's  orders 
there  and  connect  the  two  by  drawing  a  common 
thread  through  the  parts'  numbers.  According  to  Inter- 
national Data  Corp.,  40%  of  the  $8.6  billion  spent 
worldwide  on  buying  and  maintaining  relational  data- 
bases goes  to  Oracle. 

The  typical  Oracle  customer  is  a  large  company  with 
a  big  investment  in  the  database  and  the  hardware  to 
run  it.  It  might  take  a  Unix-equipped  16-processor 
server  with  300  gigabytes  of  storage  to  accommodate 
200  concurrent  users.  Oracle's  one-time  fee  for  this 
software  installation  might  run  to  $500,000. 

Ellison's  problem  is  that  most  large  corporations 
already  own  databases  and  are  unlikely  to  buy  very 
many  more.  For  midsize  and  smaller  companies  that 

have  yet  to  assemble  a     

relational  database, 
Microsoft  SQL  is  likely 
to  be  a  cheaper  and, 
some  say,  an  easier 
solution. 

Ellison  has  other 
worries.  Oracle  gets 
25%  of  its  revenues 
from  enterprise  appli- 
cations, programs  that 
manage  everything 
from  payroll  to  facto- 
ry scheduling.  Since 
enterprise  applications 
require  a  database  to 
be  useful,  Oracle 
should  dominate  this 
market  in  the  way  that 
Microsoft  leveraged 
its  PC  operating  sys- 
tems into  a  command- 
ing lead  in  word  processors  and  spreadsheets. 

Instead,  Oracle  is  behind  sap  in  enterprise  software — 
and  slipping.  Oracle's  sales  in  this  market  declined  1% 
in  the  most  recent  quarter.  Tying  it  for  second  place  is 
PeopleSoft,  Inc.,  a  firm  founded  more  than  a  decade 
after  Oracle  was  started.  PeopleSoft  grew  a  blistering 
76%  in  enterprise  application  software  last  year  and  is 
likely  to  overtake  Oracle  this  year. 

Ellison  is  not  about  to  lose  his  airplane  or  boat  to  the 
repo  man,  but  he  does  notice  stock  prices.  In  the  quar- 
ter ended  Nov.  30,  Oracle  missed  earnings  estimates 
by  4  cents.  Wall  Street  reacted  by  sending  the  stock 
tumbling  far  enough  to  shrink  Ellison's  net  worth  by 
$2.1  billion,  to  $5.19  billion.  The  shares  have  not  vet 
recovered. 

In  seeking  to  get  Oracle  moving  again,  Ellison  is 
>omewhat  handicapped  by  his  working  style.  He  has 
r  been  a  walk-the-halls  chief  executive  in  the  style 
David  Packard  or  Andy  Grove.  He  often  works  at 
lomc,  and  for  a  time  his  appearances  were  so  rare  that 
vecs  nicknamed  him  "Eh is"  and  took  to  record- 
sightings."  Raymond  Lane,  the  Boo/,  Allen  & 


Hamilton  executive  brought  in  to  lead  the  company's 
sales  force  in  1991,  now  runs  daily  operations.  But  Elli- 
son is  immersing  himself  in  the  business.  "I  decided  the 
best  thing  to  do  was  to  interview  people  and  find  out 
what  was  going  on,  and  get  involved  in  the  details  of 
applications  development  for  a  while." 

Eschewing  a  more  typical  leadership  style,  Ellison  had 
preferred  to  work  "with  a  team  of  elite  programmers  on 
pet  projects  like  parallel  processing,  interactive  televi- 
sion or,  more  recently,  network  computers.  This  some- 
times deflected  him  from  the  job  of  overseeing  the 
whole  business.  He  has  reportedly  sunk  $80  million  of 
his  own  money  in  Ncube,  a  developer  of  massively  par- 
allel computers,  and  will  probably  not  get  that  money 
back.  Even  so,  Ellison  remains  passionate  in  his  belief 
that  some  kind  of  parallel  processing  will  be  necessary 

to  make  the  Internet 

come  alive  with  data- 
bases of  audio  and 
video. 

Can  something  as 
mundane  as  a  payroll 
application  hold  Elli- 
son's interest?  "Larry 
likes  to  solve  hard 
technical  problems, 
and  designing  an 
application  isn't 
hard,"  says  one 
former  Oracle  pro- 
grammer who 
worked  closely  with 
him.  The  turmoil  in 
Oracle's  application 
business  has  generat- 
ed rumors  that  a 
frustrated  Ellison  will 
sell  it,  or  maybe  spin 
We  have  never  consid- 


"When  I  got 
back  there 
were  lots  of 
things  in 
crisis  . . . 
there  was  bad 
chemistry  all 
over  the 
place.  I 
thought  the 
right  thing 
to  do  was  for 
me  to  get 
involved." 


it  off.  "Preposterous,"  he  says, 
ered  that." 

It  would  be  a  mistake  to  count  Ellison  out.  When 
Oracle  stumbled  in  1990,  few  expected  Ellison  to  retain 
control  of  the  company,  even  though  he  owns  23%  of  the 
stock.  Not  only  did  he  remain  at  Oracle's  helm,  he 
brought  the  stock  up  from  a  low  of  a  split-adjusted  80 
cents  a  share  that  year  to  a  high  in  1997  of  $41.13.  Recent 
price:  $28. 

Whatever  the  problems,  Ellison  hasn't  mellowed  much. 
Oracle's  marketing  department  proudly  distributes  a  glossy 
brochure  detailing  sap  installations  gone  awry.  Ellison  can't 
resist  a  swipe  at  SAP  cofounder  Hasso  Plattner.  Ellison  and 
Plattner  are  sailors,  and,  being  billionaires,  they  can  afford 
the  best  boats  and  crews  that  money  can  buy.  Once  or  twice 
a  year  diey  race,  and  the  competition  is  not  friendly.  Ellison 
gloats  tiiat  he's  beaten  Plattner  in  every  outing.  "He  should 
win,"  Ellison  says.  "His  boat  is  bigger,  newer  and  more 
expensive." 

Right  now,  however,  Plattner  wins  where  it  counts,  out- 
selling Ellison  3-to-l  in  enterprise  applications.  Larry  Elli- 
son's 14-hour  days  are  far  from  over.  MB 
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■■wiraima  From  a  tiny  Iowa  office,  Charles  Strutt 

hands  out  hundreds  of  millions  in  prizes  and  oversees 
a  $1.6  billion  investment  portfolio. 

Powerball  amid 
the  cornstalks 


By  William  P.  Barrett 

In  mid-May  Frank  and 
Shirley  Capaci  of  Stream- 
wood,  111.  won  a  stagger- 
ing S194  million  in  the 
Powerball  Lottery.  It  was 
the  largest  game-of- 
chance  payout  in  history. 
The  elderly  couple's  $1 
ticket  had  beaten  80-mil- 
lion-to-1  odds. 

Though  the  TV  cameras 
focused  on  the  Capacis,  it 
was  also  a  big  day  for 
Charles  Strutt,  executive 
director  of  the  Multi- 
State  Lottery  Association. 
"The  publicity  helps  the 
next  drawing,"  he  smiled. 

Founded  in  1988  bv  a 
half-dozen  state  lotteries, 
musl  has  now  produced 
7  of  the  world's  13 
largest  jackpots,  some 
with  multiple  winners, 
plus  the  10  largest  single- 
winner  payouts  ever,  aver- 
aging $92  million  each. 
That's  a  lot  of  money  to 
flow  through  a  few  rooms  ■■■■ 
of  a  modest  office  build- 
•ing  in  West  Des  Moines,  Iowa. 

Despite  steep  competition  from 
casino  gambling,  state-run  lotteries 
are  a  $35-billion-a-year  business. 
And  an  old  one.  Government  lot- 
teries helped  finance  the  American 
Revolution  and  thrived  until  they 
were  outlawed  during  the  1800s 
because  of  rigged  drawings  and 
other  scandals. 

The  modern  lottery  era  began  in 
1964  in  New  Hampshire,  a  tax- 
shunning  state  whose  politicians 
were  looking  for  a  way  to  spend 
without  taxing.  Now  37  states  have 
a  lottery,  of  which  20,  plus  the  Dis- 


Charles  Strutt  with  the  Iowa  machine  that  draws  Powerball  numbers 

The  game  boasts  history's  ten  largest  single-winner  lottery  jackpots 


trict  of  Columbia,  belong  to  MUSL. 
The  organization  began  as  a  way  for 
smaller  states  to  band  together  to 
offer  jackpots  competitive  with  those 
of  bigger  states.  (The  Capacis  live  in 
non-MUSL  Illinois,  but  bought  their 
ticket  in  Wisconsin.) 

Lottery  games  come  in  many  vari- 
eties. The  Powerball  is  a  lotto,  or  roll- 
over, big-jackpot  game  with  horren- 
dous odds.  A  customer  picks  five 
numbers  between  1  and  49,  plus  a 
sixth  number — the  Powerball — 
between  1  and  42.  A  lottery  agent 
prints  a  computer-generated  ticket. 
Broadcast  drawings  are  held  Wednes- 


day and  Saturday  nights  in  a  West  Des 
Moines  television  studio.  A  winner 
has  to  match  five  numbers,  plus  the 
Powerball.  If  there  is  no  winner,  the 
Powerball  portion  of  a  pot  rolls  over 
to  the  next  drawing  (as  it  did  16  times 
before  the  Capacis  won). 

In  Powerball,  half  the  proceeds  go 
into  the  pot:  30%  to  Powerball 
grand  prize  winners,  20%  to  lesser 
winners.  The  agents  keep  about  5% 
and  the  states  get  a  nice  fat  45%. 
With  record  total  sales  of  $1.2  bil- 
lion in  the  fiscal  year 
ended  June  30, 
mostly  for  the  Power- 
ball,  musl  poured 
$360  million  into 
state  treasuries. 

It  has  also  created 
an  investment  fund 
totaling  $1.6  billion. 
Reason:  Winners  can 
choose  between  a 
discounted  lump-sum 
payout,  or  the  full 
amount  over  25  years 
(the  Capacis  actually 
took  a  lump  sum  and 
thus  got  only  $105 
million;  jackpots  are 
usually  quoted — mis- 
leadingly — as  the 
gross  sum  of  future 
payments). 

Strutt  has  invested 
his  pool  of  winnings 
mostly  in  federal  gov- 
ernment-backed debt 
securities  rather  than 
in      the      insurance 
annuities  most  state 
lotteries  buy.  Not  sur- 
prisingly, Strutt  and 
his  tiny  staff  get  a  lot  of  visits  from 
bond  salesmen,  but  they  haven't  for- 
gotten about  Orange  County. 

MUSL's  budget  is  only  $3  million, 
or  0.3%  of  sales;  legal  fees,  to  cite 
one  item,  total  a  mere  $3,500. 
Iowan  Strutt,  45,  an  ex-newspaper- 
man, a  lawyer  and  then  an  adminis- 
trative law  judge,  draws  an  annual 
salary  of  $120,000.  Wise  as  he  is  in 
the  ways  of  politics,  he  is  slow  to 
take  credit  for  musl's  success.  "I 
attribute  all  my  success  to  my 
board,"  he  says — grinning — refer- 
ring to  the  21  lottery  directors  who 
are  his  bosses.  __ 
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raimiiniEHiKi  will  California's  balmy  breezes 
put  the  pink  back  into  Gateway's  cheeks? 

For  whom 
the  Dell  tolls 


By  Michelle  Conlin 

When  the  history  of  the  PC  is  written,  the  name 
Theodore  Waitt  will  have  an  honored  place — but  that's  not 
what's  concerning  the  brilliant  35-year-old  founder  of  Gate- 
way these  days.  In  a  business  where  you  grow  or  die,  Gate- 
way's growth  has  clearly  slowed. 

Suddenly  the  trends  in  the  personal  computer  business  are 
going  against  Waitt.  Ever  since  he  dropped  out  of  the  Uni- 


Gateway's  Theodore  Waitt  and  bovine  friend 

Kissing  the  cows  goodbye — in  search  of  greener  pastures. 


versity  of  Iowa  and  began  cobbling  PCs  together  on  his  dad's 
farm  1 3  years  ago,  Waitt  has  marched  to  his  own  drummer, 
operating  far  from  Silicon  Valley  and  selling  souped-up  boxes 
to  wireheads  and  tech-savw  users  for  an  average  cost  of 
$2,253. 

Two  years  ago  high-end  users  were  half  the  PC  market. 
Now  they  only  make  up  25%,  as  more  dian  half  die  market 
is  now  in  machines  diat  cost  less  than  $1 ,500.  In  this  price- 
conscious  market,  Gateway  has  been  under  intense  pressure. 
Its  average  selling  price  for  its  units  dropped  12%  last  year 
and  3%  in  the  first  quarter  of  this  yes 

Like  Michael  Dell,  Ted  Waitt  pion<  ered  direct  selling  of 


computers,  but  with  this  difference:  Whereas  Dell  concen- 
trated on  the  corporate  market,  Gateway  sold  mosdy  to  indi- 
viduals— a  bad  mistake.  Five  years  ago  Dell  lost  $36  million 
on  sales  of  $2.9  billion,  while  Gateway  earned  $100  million 
on  sales  of  $1.7  billion.  Last  year?  Dell's  sales  of  $12.3  bil- 
lion were  double  Gateway's.  And  Dell  earned  $944  million, 
almost  nine  times  as  much  as  its  South  Dakota  competitor. 
Though  business  customers  make  up  30%  of  Gateway's  sales, 
they're  mosdy  small  and  midsize  shops. 

Moreover,  Dell  has  a  10%  market  share  in  the  high-margin 
business  of  servers,  those  computing  storage  device  units. 
Now  that  desktop  and  notebook  prices  are  tumbling, 
servers — with  average  prices  of  $7,500 — are  providing  some 
price  stability.  For  every  33  desktops  or  notebooks  Dell  sells, 
it  also  sells  a  server.  Gateway's  ratio:  94-to-l. 

"You  are  going  to  see  a  server  marketing  campaign  geared 
toward  small  and  midsize  businesses,"  Ted  Waitt  told 
Forbes.  But  for  now  the  numbers  tell  the  score:  Dell  Com- 
puter's operating  income  margins  rose,  from  9.2%  in  1996 
to  10.7%  last  year,  while  Gateway's  sank, 
from  7%  to  4.6%,  in  the  same  period. 

To  hold  on  to  its  consumer  market 
base,  Gateway  is  spending  an  average  of 
$685,000  a  pop  to  open  so-called  Coun- 
try Stores,  retail  showrooms  that  carry  no 
inventory  but  let  potential  customers  try 
out  Gateway  machines  and  place  orders. 
Gateway  has  already  opened  58  stores  in 
26  states,  and  plans  to  open  42  more  by 
the  end  of  this  year. 

In  another  bow  to  the  consumer 
market,  Gateway  announced  a  new  financ- 
ing gimmick  in  late  May  called  Your  Ware. 
Consumers  pay,  say,  $50  a  month  for  a 
$1,249  desktop  that  comes  with  video- 
game software,  Internet  access  and  a 
promise  from  Gateway  to  buy  the  unit 
back  if  you  trade  it  hi  for  a  newer  model. 
But  after  three  years,  for  example,  Gateway 
would  only  pay  you  about  five  cents  on 
the  dollar,  says  Piper  Jaffray's  Ashok 
Kumar.  Gateway  gets  fees  from  the  Inter- 
net service  provider  and  the  financing 
company,  mbna. 

But  consumers  may  not  be  enticed.  The 
average  interest  rate  is  about  17%,  which  is  about  1&  per- 
centage points  above  the  average  charge-card  rate. 

Not  only  has  Dell  blitzed  the  commercial  market,  it  is  also 
crowding  Gateway  in  the  consumer  market.  In  the  first  quar- 
ter of  this  year — versus  the  fourth  quarter  of  1997 — Dell's 
consumer  unit  growth  was  up  6%;  Gateway's  slid  7%.  Over- 
seas, Dell's  unit  sales  increased  70%  in  the  first  quarter  of 
1998,  nearly  six  times  Gateway's  unit  growth. 

In  apparent  recognition  that  he  can  no  longer  go  his  own 
highly  indi\idualistic  way,  Waitt  is  moving  Gateway's  head- 
quarters to  San  Diego — a  growing  high-tech  center — from 
the  cow  pastures  of  North  Sioux  City.  Gateway  is  still  health- 
ily in  the  black — earning  $110  million  last  year — but  it  is 
clearly  losing  momentum.  This  is  not  a  business  where  you 
want  to  lose  momentum.  Ml 
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BUS  Balancing  the  books,  Washington-style: 
Congress  hands  you  a  present- 
but  you  can't  open  it  yet. 

You  should  live  so  long 


By  Laura  Saunders 


Congratulations,  era  owners!  If 

you're  older  than  70'/:,  the  new  tax 
law  makes  it  possible  tor  many  of 
you  to  convert  to  a  Roth  ira.  But 
don't  hold  your  breath. 

It  happens  in  2005.  Hope  you're 
still  around.  Meanwhile,  you'll  have 
plenty  of  time  to  contemplate  law- 
makers' latest  sleight  of  hand:  enact- 
ing favorable  provisions  that  either 
phase  in  slowly  or  don't  happen  at 
all  for  a  long,  long  time. 

Why?  Our  not-so-honorable  repre- 
sentatives want  newsreaders  on  TV  to 
say  you're  getting  a  tax  cut — but  they 
also  want  to  claim  they  are  balancing 
the  federal  budget.  Congress  seems  to 
feel  people  aren't  too  smart. 
•  The  Roth  ira  change  is  a  good 
example.  To  convert  a  regular  ira  to 
a  Roth  ira,  you  prepay  a  tax  bill  in 
return  for  a  lifetime  exclusion  on 
the  account's  income.  This  makes 
sense  for  many  people. 

But  to  convert,  you  need  Adjusted 
Gross  Income  below  $100,000  in  the 
year  you  switch.  The  problem  is  that 
almost  all  ira  owners  must  take 
mandatory  payouts  beginning  the 


The  new  law  lets  owners 
exclude  their  manda- 
tory payouts  from  the 
$100,000  limit,  as  the 
conversion  amount 
already  is  excluded. 
That  encourages 

people  to  Rothify  and 

Vthus  accelerate  tax 
payments. 
But  since  Rothify- 
ing  raises  money  for 
Uncle  Sam  in  early 
years  and  loses  it  in  later 
ones,  congressional  tax 
writers  wanted  to  book  the 
extra  taxes  from  die  law  change  within 
the  ten-year  budget  window  ending  in 
2007,  while  pushing  the  losses  outside 
it.  Hence  the  2005  effective  date. 

The  tax  code  is  now  full  of  such 
wacky  dates,  whereas  there  were 
almost  none  a  few  years  ago.  The  top 
rate  on  long-term  capital  gains,  for 
example,  is  going  down  an  extra  2%  if 
you  hold  for  five  years.  But  that's  only 
on  assets  purchased  after  2000. 

The  self-employed  are  cooling 
their  heels,  too.  Last  year  they  were 
promised  100%  deductibility  of 
health  insurance  premiums.  And 
they'll  get  it— in  2007.  Until  then, 
the  deductibility  is  phasing  in  at  a 
glacial  rate.  For  1998  it's  45%. 

How  about  the  $2,000  ira 
deduction?  To  take  the  full  writeoff, 
married  joint  filers  must  earn  less 
than  $50,000  this  year,  a  ceiling 
that  will  rise  to  $80,000  by  2007. 
Meanwhile,  the  limits  for  1999 
through  2002  are — get  this — 
$51,000,  $52,000,  $53,000  and 
$54,000. 

Last  year  lawmakers  trumpeted  an 
increase  in  the  death  tax  exemption, 
from  $600,000  to  $1  million.  But 


Huns  To  avert  a  massive 
defamation  suit,  Time  Warner 
is  quietly  buying  off  individu- 
als who  were  defamed  in  that 
notorious  Tailwind  broadcast. 

A  few 
pieces 
of  silver 

By  Brigid  McMenamin 

With  the  controversy  over  that 
Tailwind  broadcast  refusing  to  subside, 
lawyers  for  Time  Warner's  CNN  have 
begun  quietly  buying  off  potential 
plaintiffs  to  ward  off  a  defamation  suit 
against  the  $13  billion  (revenues) 
company. 

One  who  has  already  accepted  an 
undisclosed  cash  offer  from  CNN  is 
Admiral  Thomas  Moorer,  86,  a  retired 
chairman  of  the  Joint  Chiefs  of  Staff, 
who  lives  in  a  Bethesda,  Md.  assisted 
living  community.  "Moorer  is  satisfied 
with  the  offer  and  feels  he's  been  total- 
ly exonerated,"  says  Rudi  Gresham, 
who  represents  Moorer  and  Eugene 
McCarley,  a  former  army  lieutenant 
colonel  who  was  the  Tailwind  com- 
mander. Gresham,  a  South  Carolina 
public  relations  consultant,  says  he  flew 
to  cnn's  Atlanta  office  on  July  16  for 
a  face-to-face  meeting  with  cnn  News 


Apr.  1  after  they  turn  70lA.  For  some, 

this  payout  is  large  enough,  alone  or  .  the  new  amount  takes  effect  only 

combined  with  other  income,  that  in     2006,     while     the     phase-in 

they  can't  get  below  the  $100,000  doesn't  even  edge  past  $700,000 

threshhold.  until  2004.                                      WB 


CNN  correspondent  Peter  Arnett 
Angry  Green  Berets  want  his  head. 
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Group's  chairman,  Thomas  Johnson, 
and  Steven  Korn,  vice  chairman  and 
chief  operating  officer.  "We're  listen- 
ing to  cnn,"  Gresham  says. 

McCarley  so  far  has  been  less 
responsive.  Now  retired  from  his  job  at 
a  nuclear  plant  near  his  Wilmington, 
N.C.  home,  he  confirms  that  CNN  of- 
fered him  $250,000  but  vows  to  stand 
with  his  old  buddies.  "I  could  have 
taken  a  few  dollars,  but  then  tomorrow 
I've  got  to  look  myself  in  the  face,"  says 
McCarley.  "cnn  essentially  said  to  hell 
with  the  other  men."  McCarley  plans 
to  sue  cnn  for  $3  million,  an  amount 
that  will  compensate  each  of  his  men. 

CNN  admits  it  has  had  discussions 
with  "hundreds"  of  people,  but  refus- 
es to  confirm  or  deny  it's  in  settlement 
talks  or  that  it  has  settled  with  Moorer. 

The  settlement  efforts  have  miffed 
other  potential  plaintiffs,  still  smarting 
from  being  portrayed  as  war  criminals 
by  CNN.  "We  think  it  should  go  a  lot 


further,"  says  Colonel  Jack  Iskr, 
another  retired  Green  Beret.  "What 
we're  trying  to  do  is  clear  the  air;  we're 
not  a  bunch  of  murderers." 

McCarley  tells  Forbes  that  he  and 
other  veterans  want  to  see  more  heads 
roll  at  CNN.  "We  want  Peter  Arnett 
fired,"  he  says.  McCarley  is  also  bitter 
that  CNN  broadcast  chief  Thomas 
Johnson  hasn't  made  a  promised  per- 
sonal apology  to  McCarley's  troops. 

Yet  in  one  sense,  Time  Warner's 
ploy  is  working:  The  settlement  talks 
have  caused  a  rift  among  the  veterans. 
Gresham  had  represented  the  Special 
Operations  Association  until  its  leaders 
learned  he  was  negotiating  with  CNN 
on  behalf  of  Admiral  Moorer.  On  July 
16,  in  an  angry  E-mail,  association 
President  Clyde  Sincere  fired  Gresham 
for  his  role  in  the  cnn  talks. 

The  angry  vets  take  comfort  from 
the  support  they  have  received  from 
retired  general  Colin  Powell,  who  has 


publicly  stated  that  cnn's  "apology" 
was  insufficient;  if  the  broadcast  was 
false,  the  network  should  say  so. 

At  least  two  law  firms  have  volun- 
teered to  sue  CNN.  Tom  Marzullo, 
another  former  Green  Beret,  says 
Burlingame,  Calif. -based  Cotchett, 
Pitre  &  Simon  has  offered  to  represent 
a  large  group  of  Green  Berets  and 
other  Special  Operations  troops 
maligned  by  the  show. 

"We're  still  gathering  data  for  a 
major  offensive."  insists  Stephen  Sher- 
man of  Houston,  a  former  Green  Beret 
and  amateur  historian  for  the  special 
forces  associations.  He's  rounding  up 
evidence  and  potential  plaintiffs,  includ- 
ing Gls  who  were  pictured  in  the 
broadcast  though  they  played  no  part 
in  Tailwind.  Using  the  Internet,  the 
vets  are  seeking  out  people  shown  on 
the  program  and  potentially  damaged 
by  its  false  accusations.  He  and  his 
friends  have  already  located  several.  ■ 


■fflKliitWrt  Electronic  networks  will  soon 
silence  Chicago's  raucous  trading  floors. 

Last  one  out, 
shut  the  lights 

By  Bruce  Upbin 


In  February  1997  the  Chicago  Board  of 
Trade  opened  the  world's  largest  futures 
trading  floor,  60,000  square  feet  and  cost- 
ing $182  million.  Daily,  as  many  as  3,000 
hedgers  and  speculators  swarm  the  pits  to 
scream  for  corn,  soybeans  and  Treasury 
bonds.  A  paramedic  stands  by  with  a  defib- 
rillator to  carry  off  victims  of  cardiac  arrest. 

The  facility  is  already  obsolete,  a  victim 
of  the  Internet.  Electronic  exchanges  are 
threatening  the  survival  of  open-outcry 
futures  trading  as  practiced  by  the  cbot 
and  its  crosstown  rival,  the  Chicago  Mer- 
cantile Exchange.  On-line  share  of  global 
trading  went  from  2%  to  27%  in  12  years. 

Electronic  trading  is  quicker  and  cheap- 
er. An  on-line  order  is  filled  in  3  seconds;  a  retail 
in  22.  On-line  fees  are  a  third  that  of  pit  fees.  The  Net 
needs  no  runners,  clerks  or  cosdy  real  estate.  It  mak, 
mistakes:  no  misheard  orders  or  illegible  trade  tii 

The  handwriting  is  on  the  wall.  In  June  th 
exchange  in  Paris  shut  its  futures  pits  after  electron     'jad- 


ing took  away  almost  all  of  their  trading  volume.  Eurex,  an 
on-line  system  owned  by  Swiss  and  German  exchanges,  has 
whittled  the  London  International  Financial  Futures  and 
Options  Exchange's  share  of  the  German  bund  futures 
contract  from  70%  to  10%.  liffe  shut  that  pit  last  week. 

This  fall  an  electronic  trading  system  run  by  14  major 
banks  will  introduce  a  surrogate  contract  for  eurodollars, 
by  far  the  Merc's  biggest  pit.  Cantor  Fitzgerald  and  the 
New  York  Board  of  Trade  expect  regulatory  approval  for 
their  on-line  Treasury  bond  futures  contract;  right  now 
that  is  cbot's  hottest  area. 

Chicago  seat  prices  have  already  col- 
3  lapsed.  A  full  CBOT  seat  is  down  48%  from 
x  a  record  $857,000  in  1997.  Merc  seats  are 
1  down  66%,  to  $310,000,  from  their  1994 
x  records.   Somewhat  belatedly,  the   ex- 
changes  are   hedging   their   bets.   The 
cbot's  Project  A  electronic  system  will 
likely  merge  with  Eurex.  The  Merc's  new 
Globex2,  set  to  launch  this  fall,  can  handle 
24-hour  trading  via  the  Internet. 

The  exchanges  might  have  moved  faster 
into  electronic  trading  but  for  the  Ludd- 
ites in  their  membership.  Day-trading 
speculators  in  the  pits  who  depend  on 
open  outcry  for  their  livelihood  aren't 
about  to  vote  themselves  out  of  a  job. 
A  month  ago,  after  another  frenzied 
market  close,  the  cbot's  chairman,  Patrick  Arbor,  stood 
amid  an  anxious  crowd  of  traders  in  the  Treasury  bond  pit. 
He  asked  for  a  show  of  hands:  Who  wants  to  set  a  date  to 
begin  side-by-side  electronic  trading  with  open  outcry? 
Half  raised  their  hands.  The  rest,  their  heads  buried  firmly 
in  the  sand,  voted  to  put  off  the  decision.  ■■ 
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The  advantages  of  aircraft  ownership 
at  a  fraction  of  the  cost. 


Raytheon  Aircraft,  the  world's  leading 
business  aircraft  manufacturer,  has 
your  complete  transportation  solution. 


You've  always  known  traveling  by  private  plane  would  be  more 
comfortable,  not  to  mention  more  efficient.  It's  time  you  knew 
how  easy  it  is  to  own  one  with  Raytheon's  nationwide  Travel  Air 
fractional  ownership  program.  Imagine:  Your  own  brand  new  aircraft  to  take  you  anywhere  from  anywhere,  any  time- with 
only  one  call.  All  at  a  fraction  of  the  cost  of  a  new  plane.  For  maximum  mission  flexibility-  and  added  savings-  we  offer  a 
full  range  of  aircraft,  including  the  best-selling  midsize  jet  ever,  the  best- and  biggest- cabin  of  any  light  jet  in  the  sky, 
and  the  best  turboprop  for  25  years  running.  All  that,  plus  the  largest  service  base  in  the  industry.  To  find  out  more, 
call  1-888-TA  GO  FLY  (888-824-6359). 


/-^  7  Raytheon/ 


A  Wholly  Owned  Subsidiary  of  Raytheon  Aircraft 


Raytheon  Aircraft 
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Meet  the  mysterious  Jean-Raymond  Boulle,  whose  trail  runs 
from  Hope,  Ark.  to  Kinshasa  and  Luanda  in  Africa. 

Friends  in  high  places 


By  Richard  C.  Morais 


torship 

he  had 
ment. 

Boulle 

isnatic 

At 

Kabila 
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Jean-Raymond  Boulle  says  his  6- 
year-old  son  calls  him  a  "treasure 
hunter."  What  the  child  may  not  know 
is  that  Pop  does  his  hunting  where 
more  prudent  men  hesitate  to  go. 
Where  war  and  politics  intersect,  Boulle 
is  very  much  at  home.  A  Mauritius- 
born  British  citizen  living  in  Monaco, 
Boulle,  at  47,  is  immensely  charming 
and  utterly  ruthless.  Right  now  he's  up 
to  his  armpits  in  the  bloody,  messy  pol- 
itics of  the  Democratic  Republic  of  the 
Congo,  formerly  called  Zaire,  and 
before  that  the  Belgian  Congo. 

When  Zaire's  dictator,  Mobutu  Sese 
Seko,  was  dying  of  cancer  early  last 
year,  rebel  leader  Laurent  Kabi'.i  was 
driving  Mobutu's  ragtag  army  back 
toward  Kinshasa,  the  capital.  As  it 
became  clear  that  Mobutu's  32-year 
reign  was  ending,  Boulle  suddenly 


dropped  mining  ventures  he  was  work- 
ing on  with  the  Mobutu  regime  and 
started  cozying  up  to  Kabila.  At  the 
time,  the  U.S.  government  was  still 
supporting  Mobutu,  but  was  wavering. 
U.S.  State  Department  officials  met 
Kabila  in  late  February  in  South  Africa. 

Hiring  a  Turkish  pilot  to  fly  a  Chal- 
lenger 601Rinto  rebel  headquarters  in 
Goma  on  Mar.  27,  1997,  Boulle  and 
an  associate,  Joseph  Martin,  gave 
Kabila  a  boost  by  buying  diamonds 
produced  in  Kabila-captured  territory. 
Boulle,  however,  was  after  bigger 
game.  He  and  Martin  came  away  in 
April  1997  with  concessions  on  two 
valuable  mining  properties  for  Boulle's 
flagship  company,  America  Mineral 
Fields  Inc. 

Boulle  put  at  Kabila's  disposal  AMF's 
Learjet,  and  "advanced"  $1  million 


worth 

of  "mineral  taxes"  and  "fees"  to  the 
guerrilla  leader.  In  return,  amf  got  a 
contract  to  rehabilitate  the  badly  run- 
down Kipushi  zinc  and  copper  mines 
and  to  develop  the  copper/cobalt  Kol- 
wezi  Tailings  Project,  the  latter  a  mas- 
sive mine's  easily  sifted  waste,  from 
which  an  estimated  $16  billion  worth 
of  minerals  can  be  extracted. 

Laurent  Kabila  took  Kinshasa  and 
installed  himself  as  the  new  dictator, 
changing  the  name  of  the  country  to 
the  Democratic  Republic  of  the  Congo. 
On  May  17  George  Moose,  Assistant 
Secretary  of  State  for  African  Affairs  at 
the  State  Department,  met  Kabila  in 
Kinshasa,  and  the  U.S.  formally  recog- 
nized the  new  E*RC  government. 

Did  Boulle  have  advance  knowledge 
that  the  U.S.  was  about  to  change 
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sides,  sealing  the  late  of  the  old  dicta- 
torship? We  don't  know;  Boulle  denies 
he  had  any  help  from  the  U.S.  govern- 
ment. But  we  do  know  that  Jean 
Boulle  has  interesting  Clinton  Admin- 
istration connections. 

A  week  before  Kinshasa  fell  to 
Kabila — and  he  gained  U.S.  recogni- 
tion— AMF  flew  a  group  of  investors 


banker  flown  in  by  AMF. 

Well,  not  quite.  Kabila's  forces  have 
been  condemned  by  the  U.N.  for  their 
role  in  the  Hutu  massacres,  and  as  the 
new  "•president,"  Kabila  has  shown  no 
sign  of  bringing  anything  even  remote- 
ly resembling  democracy  to  his  suffer- 
ing country.  The  best  that  can  be  said 
for  him  so  far  is  that  he  and  his  associ- 


Diamond  mining,  and  dictator  Laurent  Kabila 
Will  mining  operations  bring  relief  to  the 
troubled  Democratic  Republic  of  the  Congo? 


and  analysts  to  meet  the  new  Congo 
rebel  leader  in  the  area  he  controlled. 
On  that  Boulle-sponsored  trip  were 
high-powered  Washington  guests: 
.  Congresswoman  Cynthia  McKinney 
(D-Ga.)  and,  from  the  White  House, 
Robin  Sanders,  Director  of  African 
Affairs  for  the  National  Security  Coun- 
cil. Congresswoman  McKinney  says 
she  and  Sanders  were  on  a  "fact-find- 
ing" mission  on  behalf  of  the  U.S.  gov- 
ernment and  simply  hitched  a  ride  on 
Boulle's  plane. 

In  the  garden  of  a  local  house  Kabila 
talked  grandly  to  his  American  visitors 
about  the  need  to  bring  democracy  and 
economic  opportunity  to  the  people  of 
the  Congo.  "It  was  like  meeting 
George  Washington,"  says  Robert 
Brisotti,   a  Wall   Street   investment 


mf**y. 


ates  are  not  pillaging  the  country 
Mobutu-style. 

Earlier  this  year  Boulle's  America 
Mineral  Fields  moved  its  headquarters 
to  Dallas,  but  for  most  of  its  life  the 
company  was  headquartered  in,  of  all 
places,  Hope,  Ark. 

In  the  1980s  Boulle  promoted  a 
venture  digging  for  diamonds  in 
Arkansas.  Yes,  Arkansas.  Early  in  the 
century  there  had  been  an  active  dia- 
mond mine  in  now-sleepy  Murfrees- 
boro.  It  was  long  ago  abandoned  and 
converted  into  the  Crater  of  Diamonds 
State  Park,  with  tourists  digging  for  the 
odd  diamond  in  the  old  mine's  waste. 
Boulle  found  backers  to  purchase  dia- 
mond exploration  leases  around  the 
park.  He  needed  drilling  rights  in  the 
park  itself  to  see  if  mining  was  eco- 


nomically feasible.  At  the  time  he  told 
the  Nnv  York  Times:  "It  [the  mine]  had 
the  potential  to  rival  any  in  South 
Africa."  It  held,  he  claimed,  $5  billion 
worth  of  diamonds.  In  fact,  in  1996 
the  diamond  project  was  shut  down 
when  it  was  determined  that  die  kim- 
berlite  in  the  state  park  was  not  worth 
mining. 

When  he  was  trying  to 
line  up  the  approvals  he 
needed  to  make  his  promo- 
tion plausible,  he  turned  to 
James  Blair — the  Springdale, 
Ark.  attorney  who  helped 
Hillary  Clinton  turn  $1,000 
into  $100,000  trading  com- 
modities. Blair  got  Boulle 
and  then-governor  William 
Jefferson  Clinton  together 
over  lunch  in  the  summer  of 
1984.  Apparendy  convinced 
that  the  mine  had  promise, 
governor  Clinton  asked  his 
friend  Karen  Lackey,  then 
commissioner  for  parks  and 
tourism,  to  work  on  a  "blue 
ribbon  task  force"  to  study 
the  issue  despite  the  out- 
raged howls  of  environmen- 
talists. Bruce  Lindsey,  Presi- 
dent Clinton's  confidant 
and  White  House  aide,  did 
the  legal  work  on  Boulle's 
diamond  project. 

Boulle  met  Clinton  again 
around  1987,  this  time  at 
the  governor's  office,  to 
complain  about  delays  in 
approval.  Clinton  immedi- 
ately signed  a  bill  authorizing 
exploratory  drilling  as  soon  as  the  Clin- 
ton-picked task  force  recommended 
the  project.  It  was  green-lighted,  allow- 
ing the  Boulle-controlled  company, 
along  with  a  few  others,  to  drill  in  the 
Arkansas  park.  That  was  not  the  last 
time  Boulle  saw  Clinton.  Boulle  and  his 
wife  were  guests  at  Clinton's  first  White 
House  inauguration. 

We  have  no  evidence  that  Clinton  is 
even  aware  of  Boulle's  African  activities, 
but  it  is  quite  apparent  that  Boulle  is 
surrounded  by  Democratic  political 
connections.  Among  them  is  the  San 
Francisco-based  Robertson  Stephens 
Investment  Management  Co.,  whose 
funds  have  for  years  invested  in  compa- 
nies run  by  Boulle.  The  Robertson 
Stephens  Orphan  Fund,  for  example, 
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was  among  amf's  biggest  shareholders 
when  it  was  first  listed  on  the  Toronto 
Stock  Exchange  in  1996.  Jean  Boulle 
guided  Paul  Stephens,  the  San  Francis- 
co firm's  cofounder,  on  a  trip  through 
Africa  around  1994,  treating  him  to 
barbecued  warthog  and  a  lunch  with 
Namibia's  president. 

The  firm's  other  cofounder,  Sanford 
Robertson,  has  given  hundreds  of 
thousands  of  dollars  to  Democratic 
Party  causes  and  hosts  fundraisers  for 
Clinton.  Letters  to  then-commerce  sec- 
retary Ron  Brown  and  President  Clin- 
ton, also  in  1994,  show  how  Robert- 
son translated  his  DNC  fundraising  into 
White  House  trade  mission  trips  that 
helped  him  clinch  deals  in  China,  such 
as  a  joint  project  with  the  country's 
largest  investment  banking  firm, 
Shanghai  International  Securities.  "The 
trip  was  extremely  worthwhile  for  our 
firm,"  Robertson  boasted  to  Brown. 
"By  basking  in  the  reflected  glow  of 
your  trip  we  were  able  to  underwrite 
projects  in  China  and  Hong  Kong  [as 
well  as  Japan]."  Robertson  gave  anoth- 
er $100,000  to  the  Democratic  Party 


Digging  for  diamonds  in  an  Arkansas  state  park 
Governor  Clinton  helped  Boulle  get  rights. 


on  Jan.  23,  1996. 

Forbes  is  certainly  not  the  first  to 
discover  the  intimate  connection 
between  political  contributions  and 
official  favors.  What  makes  Boulle's 
story  possibly  sinister  is  that  he  is  prof- 


iting essentially  from  Africa's 
misery. 

Jean  Boulle  became  serious- 
ly rich  when  he  partnered  with 
the  controversial  Robert  Fried- 
land  to  look  for  diamonds  in 
Voisey's  Bay,  Newfoundland. 
In  a  detailed  story  last  year 
(Feb.  10,  1997),  Forbes 
reviewed  Friedland's  question- 
able dealings  and  his  penchant 
for  using  hype  to  promote 
stocks. 

Boulle  was  a  partner  in 
Friedland's  most  successful 
deal:  Their  company,  Dia- 
mond Fields  Resources,  Inc., 
discovered  one  of  the  world's 
richest  nickel  deposits.  In 
1995  they  sold  the  company 
to  nickel  producer  Inco  Ltd. 
for  $3.1  billion.  Boulle  held 
$145  million  in  Inco  stock  at  the  time, 
but  has  since  sold  much  of  it. 

"My  track  record  for  creating  wealth 
for  shareholders  speaks  for  itself,"  says 
Boulle,  pointing  out  that  Diamond 
Fields'  public  shareholders  shared  in 


the  good  fortune.  But  public  share- 
holders of  Exdiam  Corp.,  the  Boulle 
outfit  with  the  Arkansas  diamond  con- 
nection, have  a  different  tale  to  tell. 
The  shareholders  of  that  company 
sued,  alleging  that  Boulle  and  Fried- 
land  siphoned  off  valuable  leases  and 
geological  information.  Boulle  and 
Friedland's  Diamond  Fields  Resources 
settled  with  Exdiam's  shareholders  for 
$25  million. 

Since  then  Boulle  has  gone  his 
own  way  and  concentrated  on  Amer- 
ica Mineral  Fields,  which  trades  on 
the  Toronto  Stock  Exchange,  with  a 
market  capitalization  of  $90  million. 
Boulle  is  not  an  officer  of  amf,  but 
42%  of  its  shares  are  held  by  Luxem- 
bourg-based corporations  controlled 
by  him.  Now  he's  trying  to  merge 
amf  into  Nord  Resources,  an  nysf- 
traded  mining  firm  in  which  he  has  a 
28.5%  stake. 

Laurent  Kabila's  Democratic  Repub- 
lic of  the  Congo  is  not  America  Miner- 
al Fields'  only  troubled  African  treasure 
hunting  ground.  It  has  been  heavily 
involved  in  Angola,  the  former  Por- 


After  Kabila's  government 
came  to  power,  it  showed 
scant  gratitude  for 
Boulle's  early  support. 

tuguese  colony  that  for  decades  was  a 
battleground  between  a  Soviet-backed 
Marxist  government  and  Unita,  a  rebel 
force  backed  by  the  U.S.  government. 
In  1993  the  U.S.  switched  sides  in 
Angola — as  it  did  later  in  the  Congo — 
recognizing  the  Marxist  government. 
Guess  who  made  out  in  the  switch? 
Jean  Boulle. 

Mercenaries  and  mining  often  go 
together  in  Africa,  and  Boulle  has  ties 
to  providers  of  what  are  believed  to 
be  military  mercenaries.  Here's  the 
murky  tale: 

Paul  Beaver,  a  consultant  specializing 
in  mercenaries  for  the  reputable  Jane's 
defense  publications,  says  the  Clinton 
Administration  forced  the  Angolan 
government  to  ditch  mercenaries  it  had 
been  employing  and  replace  them  with 
groups  of  Washington-approved  mer- 


cenaries. One  such  security  company  to 
emerge  was  a  Brussels-based  outfit 
called  IDAS  Belgium  S.A.  (Internation- 
al Defense  &  Security).  The  Angolan 
government  granted  a  Netherlands 
Antilles  IDAS  subsidiary  50%  of  the  dia- 
mond rights  in  more  than  36,000 
square  kilometers  of  rebel-controlled 
bush.  Think  of  it  as  an  incentive  con- 
tract: Clear  out  the  rebels,  and  a  share 
of  the  diamonds  is  yours. 

Starting  in  May  1996,  Boulle's  amf 
began  buying  the  IDAS  affiliate  with  the 
diamond  rights,  paying  $2.3  million  in 
cash  and  shares,  plus  a  back-end  share 
of  profits  capped  at  $84  million  if 
enough  diamonds  are  produced. 

It  takes  patience  to  deal  in  Africa. 
Legal,  financial  and  security  problems 
still  bedevil  amf's  Angolan  diamond 
properties.  To  help  clear  them,  accord- 
ing to  Angola's  leading  diamond 
expert,  Christine  Gordon,  amf  is  nego- 
tiating to  join  forces  with  New  Yorker 
Maurice  Tempelsman  of  Lazare  Kaplan 
International  Inc.  Tempelsman,  a  long- 
time close  companion  of  the  late 
Jacqueline  Kennedy  Onassis,  often 


At  Dana  Corporation,  there's  only  one  way  to  look  at  any 
vehicle.  From  underneath.  Because  that's  where  you'll  see 
the  innovative  Dana  systems  and  components  that  help  car, 
truck  and  off- highway  vehicle  manufacturers  around  the 

world  stay  ahead  of  their 
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schedule  for  the  future.  Be  it 


a  complete  rolling  chassis 
or  an  axle  with  Hydra- Lok"  four-wheel  drive.  Dana  is  more  than 
just  a  systems  supplier  with  factories  all  over  the  globe.  We're  an 
idea  factory  Our  people  are  constantly  looking  for  ways  to  make 
things  better.  Be  it  a  process,  product  or  partnership  with  our 
customers.  For  a  closer  look,  visit  us  at  www.dana.com  and 
discover  how  we  can  serve  you  under  the  vehicle  and  under 
the  hood  around  the  world.  ffop&firH6^rftfrfCfa,jf^ 


deals  at  the  top  level  with  African  dig- 
nitaries. He  is  a  big  financial  backer  of 
the  Democratic  Party,  one  of  the  privi- 
leged few  who  have  traveled  on  Air 
Force  One.  He  accompanied  the  Pres- 
ident to  Russia  and  Ukraine  in  1995, 
and  joined  Clinton  on  his  travels 
through  Africa  iast  March. 

Murky  indeed  are  the  ways  of 
African  politics  and  business.  After 
Kabila's  government  took  power  in  the 
former  Zaire,  it  showed  scant  gratitude 
for  Boulle's  early  support.  The  AMF  deal 
was  torn  up  in  December  1997  and 
Kabila  was  on  the  verge  of  giving  the 
contract  to  the  giant  international  con- 
glomerate Anglo  American  Corp.  of 
South  Africa  Ltd. 

"When  Jean  is  cornered,  he  plays 
rough,"  says  former  Boulle  partner 
Don  Hanvey.  In  this  case  Boulle 
demonstrated  his  toughness  by  sending 
into  action  Stephen  Malouf,  a  longtime 
Boulle  associate  and  attorney  who  was 
officially  reprimanded  in  1995  for  beat- 
ing up  opposing  counsel  in  a  Texas 
court.  In  January  of  this  year  Malouf 
sued  Anglo  American  and  its  affiliates 
in  Dallas  on  antitrust  grounds, 
demanding  damages  of  $3  billion.  Very 
smart.  That's  the  last  subject  the  South 
African  diamond  cartel  cares  to  have 
dragged  into  U.S.  courts. 

Suddenly  Anglo  American  and 
Boulle  were  partners,  and  the  suit  was 
dropped.  Tim  Read,  Merrill  Lynch 
International  Ltd.'s  managing  director 
of  metals  and  mining  investment  bank- 
ing, brokered  the  peace  treaty:  Anglo 
American  Corp.  is  paying  $16  million 
to  become  a  50/50  partner  in  amf's 
Kolwezi  Tailings  Project,  with  addi- 
tional financing  ready  when  Kabila 
green-lights  fhe  project  with  a  presi- 
dential decree. 

Boulle  and  AMF  now  stand  to  make 
a  huge  amount  of  money  as  the  Demo- 
cratic Republic  of  the  Congo  tries  to 
restore  the  copper  industry — all  but 
shut  down  in  the  civil  war.  Will  amf,  a 
small  company,  reap  the  reward 
because  of  its  mining  expertise?  Unlike- 
ly. Most  of  that  will  be  supplied  by 
Anglo  American.  Jean  Boulle's  real 
contributions  to  the  deal  are  his  politi- 
cal connections  and  political  savvy.  One 
more  foreigner  exploiting  Africa's  des- 
perate struggle  for  development  and 
stability. 


A  couple  of  small  carriers  are  trying  to  crack  the 
high-priced  transatlantic  market  by  emulating 
Southwest  Airlines.  So  far,  it's  an  uphill  battle. 
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into  an  alliance  with  Sabena. 


Flying  to  Europe  from  Miami?  You 
could  pay  $1,602  for  a  round-trip 
economy  ticket  to  Paris  on  Air 
France.  Or  you  could  fly  City  Bird  to 
Brussels  and  back  for  only  $438. 

Don't  expect  frills  on  this  Belgian 
startup.  The  packaged  chicken 
dinner  is  pedestrian,  and  the  sched- 
ule is  limited:  The  Miami  flight,  for 
instance,  operates  only  three  times 
a  week. 

But  CityBird's  40-year-old  founder 
and  chairman,  Victor  Hasson,  figures 
there's  a  market  niche.  "We  are  a 
so  tion  for  one  type  of  passenger — 
tlu      ost-conscious   traveler,"   says 


Hasson.  "He  has  to  make  sacrifices. 
We  can't  offer  everything. " 

Last  year  CityBird  started  offering 
service  between  Brussels  and  four 
U.S.  cities,  with  round-trip  fares  as 
low  as  $269. 

Why  bother,  with  more  than  two 
dozen  airlines  already  flying  trans- 
atlantic? There's  $6  billion  in  rev- 
enues at  stake  here  among  U.S.  car- 
riers alone,  and  it's  a  route  where 
business  travelers  are  willing  to  pay 
top  fares.  Other  newcomers  think 
Hasson  is  on  to  something.  Last  fall 
Palma,  Spain-based  Spanair  started 
offering  $368   round-trip   service 
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The  world  moves  much  taster  and  is  more  complex  today.  Every  minute  important  news  is  happening  all  over  the 
world  -  not  just  in  our  own  backyard.  Each  day  sharpen  your  point  of  view  through  the  eyes  of  Newsworld 
International.  North  America's  onlv  24  hour  international  news  service.  NWI  gives  you  the  stories  that  affect  you, 
from  a  truly  international  perspective.  We  draw  from  the  finest  news  professionals  around  the  globe,  professionals 
who  live  in  the  countries  they're  reporting  on.  So  you  can  get  the  facts  objectively.  Call  your  cable  operator  or 
satellite  provider  today.  Newsworld  International  -  the  view  looks  clear  from  here. 
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between  Madrid  and  Washington, 
D.C.  British  Midland  has  applied 
to  start  service  from  the  U.K.  to 
North  America. 

Credit  this  invasion  to  deregula- 
tion on  the  continent  and  the  new 
"open  skies"  agreements  between 
the  U.S.  and  14  European  countries. 
Europe  now  teems  with  150  inde- 
pendent carriers,  many  brand-new 
and  a  handful  eager  to  cash  in  on  this 
lucrative  market. 

Hasson,  a  hotelier  by  trade,  made 
his  name  in  aviation  in  the  early 
1990s  by  buying  a  charter  airline 
out  of  bankruptcy,  renaming  it  Euro- 
belgian  Airlines  and  modeling  it  after 
Southwest  Airlines.  He  sold  the 
line  to  Virgin  Atlantic's  Richard 
Branson  for  $60  million  in  1V96; 
Branson  now  operates  it  as  no-frills 
Virgin  Express  throughout  the 
continent. 

Hoping  to  translate  that  regional 


success  into  an  international  one, 
Hasson  raised  $32  million  for  City- 
Bird  in  a  Belgian  public  offering 
last  fall.  With  that  money  he  has 
leased  five  new  wide-body  planes: 
two  Boeing  767s  and  three  MD-lls. 
So  far,  with  limited  success. 
Attracting  business  travelers — the 

Credit  the  invasion  to 
deregulation  in  Europe 
and  new  "open  skies" 
agreements  with  the  U.S. 


only  year-round  passengers  in 
the  highly  seasonal  transatlantic 
market — is  difficult  with  a  limited 
schedule.  With  its  tiny  fleet,  CityBird 
c  erve    the    Brussels-to-Miami 

in.  I  only  three  times  a  week;  the 
sal        toeing  767  must  also  serve  the 


Brussels-Los  Angeles 
route.  "If  the  aircraft 
has  to  be  grounded 
four  or  five  hours 
to  keep  the  same 
schedule  every  day, 
we  won't  do  it," 
Hasson  says. 

United  and  Ameri- 
can and  others  can 
count  on  transatlantic 
passengers  who  fly  on 
their  routes  from 
dozens  of  other  U.S. 
cities.  Because  Hasson 
lacked  feeders,  he 
was  forced  into  an 
alliance  last  fall  with 
Sabena,  the  Belgian 
national  airline.  Sa- 
bena took  an  11% 
stake  in  CityBird,  but 
forced  it  to  drop  one 
of  its  best  routes, 
Brussels- to -Newark, 
since  Sabena  already 
flew  there. 

In  all,  CityBird 
grossed  $56.5  million 
in  its  first  year  and  lost 
$21  million. 

Spanair,  with  a 
good  revenue  base  in 
its  home  country,  is  in 
a  somewhat  stronger 
position.  It  offers  low- 
fare  round-trip  flights  between 
its  Madrid  hub  and  Washington, 
D.C.  five  times  a  week,  a  route  on 
which  it  has  no  competition.  To 
make  up  for  the  cheap  fares,  Spanair 
stuck  extra  seats  into  its  two  transat- 
lantic 767s.  "We  were  already  big 
enough  domestically  to  feed  our 
transatlantic  flights  from  points  in 
Spain,"  argues  Chief  Executive 
Carlos  Bravo,  who  is  also  consider- 
ing Chicago  and  Boston — because, 
like  Washington,  they  lack  nonstop 
flights  to  Madrid. 

The  load  factor — how  many  seats 
are  occupied  on  each  flight — on 
Spanair's  Washington  route  this 
spring  was  just  55%;  the  airline  pro- 
jects it  will  be  close  to  80%  this 
summer  in  the  peak  season.  City- 
Bird's  Hasson  hopes  to  break  even 
this  fall. 

The  big  airlines  are  not  quaking  in 
their  boots.  Hi 
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or  the   first  time     wow,         exciting, 

and  "that's   incredible"  can  be  used  in  sentences 

also   containing   the  words,  "title   insurance." 


*% 


For  most  people,  the  subject  of  title 
insurance  works  better  than  sleeping  pills.  But 
if  you're  involved  in  the  business,  Chicago  Title 
is  about  to  wake  you  up. 

We've  been  successful  for  150  years 
because  we've  always  anticipated  where  the 
industry  was  headed. 

So  now  that  the  real  estate  business  is 
becoming  more  specialized,  we  are,  too.  We're 
tailoring  our  technologies  to  service  our  clients' 
specific  needs.  Which  means  the  expertise  you 


want  is  always  the  expertise  you  get. 

"Wow,"  you  say?  There's  more.  With 
a  significant  investment  in  new  computer 
concepts,  we'll  be  making  it  easier  and  faster 
for  our  customers  to  access  our  expertise. 
And  we're  bundling  products  and  services  to 
make  the  process  even  easier  still.  Yet  all  this 
is  just  the  beginning. 

So  watch  the  new  employee-stock- 
holders of  Chicago  Title.  We  promise  more 
"amazing"  things. 


(S)  Chicago  Title  Corporation 
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By  Susan  Lee 


Jesus  draws 


Quiz  for 
moviegoers: 
What's  the 
most-watched 
film  of  all 
time?  It's 
neither  Gone 
with  the  Wind 
nor  Titanic. 


If  I  asked  you  to  name  the  most-viewed 
full-length  feature  film  in  history,  you 
would  probably  answer  (depending  on  your 
age):  Gone  with  the  Wind  (if  you're  over  50) 
or  Titanic  (under  50).  You  would  be  wrong 
in  either  case. 

It's  a  movie  called  Jesus.  Since  1979  more 
than  1.5  billion  people  have  seen  it — that's 
almost  one-quarter  of  the  world's  popula- 
tion. Astonishing?  Sure.  And  almost  as 
astonishing  is  the  work  that  has  gone  into 
reaching  that  audience. 

Jesus  is  part  of  the  outreach  program 
of  the  Campus  Crusade  for  Christ  Interna- 
tional, a  nondenominational  evangelical 
organization.  The  film  was  made  in  1978, 
financed  by  a  private  donor,  directed 
by  Peter  Sykes  and  John  Kirsh,  produced 
by  John  Heyman  and  distributed  by 
Warner  Bros.  It  was  shown  in  commercial 
release  in  the  U.S.  over  the  summer 
of  1980,  and  is  still  going  strong.  In 
addition  to  the  $6  million  it  cost  to  make 
the  film,  the  Campus  Crusade  for  Christ 
has  put  $154  million  into  promoting  it. 
Pretty  cheap  compared  with  the  $250 
million  cost  of  producing  and  promoting 
Titanic. 

So  how  does  a  film  get  1.5  billion  view- 
ers? The  hard  way:  sweating  and  schlepping. 

First  comes  the 
painstaking  work  of 
translation.  Not  only 
does  each  translation 
have  to  be  accurate, 
but  the  number  of 
syllables  has  to  match 
lip  movements  for 
credible  synchroniza- 
tion during  dubbing. 
To  date,  the  film  has 
been  translated  into 
more  than  400  lan- 
guages, meaning  that 
hundreds  are  in  fairly 
obscure  tongues — like 
Aklanon  (spoken  on 
northern  Panay,  an 
island  in  the  Philip- 
pines) and  Zarma 
(spoken  in  Niger). 
Some  languages  are 


parsed  into  their  various  dialects:  nine 
Chinese  dialects,  six  Arabic,  even  two 
versions  of  Creole. 

Then  comes  the  schlepping.  When  a 
church  or  missionary  group  requests  a 
showing,  the  Jesus  Film  Project  sends  a 
team  of  two  or  three  engineers,  film  and 
equipment.  No  place  is  considered  too 
remote  or  too  dangerous.  Teams  have  gone 
out  to  the  Masai  warriors  of  Kenya,  to 
jungle  dwellers  in  Borneo  and  even  to  ban- 
dits in  Nepal  and  guerrillas  in  the  Peruvian 
mountains. 

So  far,  according  to  Paul  Eshleman, 
director  of  the  Jesus  Film  Project,  India  rep- 
resents the  largest  national  group  of  view- 
ers; the  film  has  been  shown  in  more  than 
200,000  villages,  to  an  audience  of  more 
than  160  million.  The  smallest  one-time 
showing?  A  lone  viewer  watched  the  Chi- 
nese Mandarin  version  on  the  Internet  in 
Beijing. 

The  film  itself,  as  entertainment,  is 
rather  unremarkable.  It's  a  straightforward 
telling  of  the  Gospel  according  to  Luke. 
Jesus  is  born  in  a  stable,  begins  his  mission 
after  being  baptized  by  his  cousin  John, 
gathers  his  12  disciples,  performs  various 
miracles,  hangs  out  with  assorted  lowlifes, 
infuriates  the  power  structure  in  Jerusalem, 


Brian  Deacon  in  Jesus 

i>as-»ite  giant  nails,  the  Crucifixion  seems  almost  mundane. 


a  senior  editor  at  Forses.  E-mail  her  at  slee@forbes.ccii 
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is  betrayed  to  the  Romans,  is  crucified 
dead  and  buried,  and  then  is  resurrected. 

Jesus  is  played  by  a  British  actor,  Brian 
Deacon,  and  the  rest  of  the  cast  are  Israelis. 
Everybody  wears  an  appropriate  biblical 
outfit — mostly  a  sort  of  bathrobe  made  out 
of  rough  cloth — and  crude  sandals.  Jesus 
himself  walks  around  with  an  authentic- 
looking  bag  slung  over  his  shoulder,  and 
when  he  sits  down  he  puts  the  bag  on  his 
lap,  just  like  a  subway  rider. 

Even  the  miracles  seem  unremarkable. 
Whether  Jesus  is  raising  a  young  girl  from 
the  dead,  restoring  sight  to  a  blind  man  or 
causing  a  herd  of  swine  to  leap  off  a  cliff,  he 
acts  without  pyrotechnics.  When  Jesus  mul- 
tiplies the  loaves  and  fishes,  he  lifts  two 
almost-empty  baskets  above  his  head  and 
then  lowers  them,  now  heaped  with  food. 
So  simple. 

The  crucifixion  scene  is  also  almost  mun- 
dane. Although  there  is  a  closeup  of  a  giant 
nail  being  pounded  into  Jesus'  wrist,  it 
seems — as  evil  is — just  another  everyday 
occurrence.  Ditto  for  the  Resurrection:  no 
puff  of  smoke  or  flash  of  lightning.  Jesus 


just  appears,  wearing  his  familiar  bathrobe, 
with  a  big  smile  on  his  face — happy  to  see 
everybody,  happy  to  be  back. 

The  film  does  indulge  in  a  number  of 
those  boring  long  shots  of  sunsets  and  cir- 
cling birds,  and  the  music  is  pure  wimp, 
but  despite  these  PBS-ish  annoyances, 
viewers  come  away  with  a  notion  of  how 
things  must  have  been  in  Jesus'  time — 
chiefly,  dusty  and  hot.  The  movie  was 
shot  on  location  in  Israel,  in  the  same  vil- 
lages where  Jesus  taught,  healed  and 
preached,  and  the  production  people 
made  an  enormous  effort  to  show  every- 
thing—animals, clothes,  pottery,  land- 
scape— as  it  was  2,000  years  ago.  They 
even  pulled  down  television  antennas  and 
removed  telegraph  poles. 

Jesus  is  not  meant  to  be  entertainment. 
Rather,  it  is  the  ongoing  product  of  faith 
and  conviction,  produced  by  charitable  dol- 
lars and  sweat. 

If  you're  curious  to  see  what  one-quarter 
of  the  world  has  seen,  if  you  want  evidence 
that  the  faith  is  still  a  living  thing,  the  Inter- 
net address  is:  http://www.jesusfilm.org.  H 


Here's 
the  Gospel 
according 
to  Luke  in 
more  than  400 
languages— 
from  Aklanon 
to  Zarma. 
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►  up&  COMERS 

John  Kilcullen  calls  his  customers 
"dummies"  and  gets  away  with  it. 
But  he's  finding  there  are  only  so  many 
people  who  will  buy  into  that  image. 

It's  the  stupid 
name,  stupid! 


Edited  by  Tom  Post 


By  Silvia  Sansoni 

Eight  years  ago  Patrick  McGovern's 
$2  billion  (sales)  computer  magazine 
empire,  International  Data  Group, 
hired  John  Kilcullen  as  part  of  a  team 
to  head  up  a  book  division,  IDG  Books 
Worldwide.  Kilcullen  launched  a  series 
of  computer  books  targeted  at  the 
computer  illiterate.  His  "For  Dum- 
mies" tides  became  instant  bestsellers, 
even  though  doubters  had  warned 
that  the  title  might  offend  prospective 
buyers.  As  it  turned  out,  people  don't 
mind  being  called  "dummies"  when  it 
comes  to  computers.  Kilcullen's  man- 
uals explain  software  in  terms  that  are 
down-to-earth  and  funny.  Last  year 
the  "Dummies"  series  accounted  for 
68%  of  idg  Books'  $120  million  in 
sales  and  turned  the  division  into  the 

►  growing  pains  /  STARTUP  CLINIC 


The  next  level 

Please  send  money:  David  Bernstein. 


number  two  seller  of 
computer  software  books 
in  America  (behind 
Simon  &  Schuster's  Mac- 
millan  Publishing). 

But  now  sales  are 
slowing.  Kilcullen,  the 
39-year-old  chief  execu- 
tive, seems  to  be  running 
short  of  people  who  are 
willing  to  think  of  them- 
selves as  dummies — when  it  comes  to 
computers  or  any  other  subject. 
Though  sales  rose  20%  in  fiscal  1997 
for  the  "Dummies"  series,  growth 
slowed  to  just  4.5%  in  the  first  six 
months  of  fiscal  1998. 

The  slowdown  comes  just  as  idg 
Books  has  filed  to  go  public  in  a  $50 


Reader  David  Bernstein  tells  us  he 
needs  help  financing  his  Lodi,  N.J.- 
based  Access  Direct  Inc.,  a  six-year-old, 
$3.5  million  (1997  sales)  company. 
"We're  ready  to  get  to  the  next  level," 
writes  Bernstein,  29.  "But  we're  not 
sure  which  way  to  go." 

Access  Direct  spruces  up  and  sells 
used  computer  equipment  for  corpora- 
tions, and  is  looking  for  up  to  $2  million 
to  expand.  "Venture  capitalists,  individ- 
ual investors  or  banks,"  says  Bernstein, 
who  owns  the  company  with  four  part- 
ners. "We've  thought  about  it  all." 

But  not  hard  enough — because  none 
of  these  traditional  sources  for  startups 
is  right  for  him.  Venture  capitalists  are 
looking  for  big  payoffs — startups  with 
potentially  explosive  growth  rates,  far 


What's  wrong  with  this  picture?  "Dummies'"  John  Kilcullen. 


million  stock  offering  for  20%  of  the 
book  business.  Nearly  $40  million  of 
that  total  is  to  pay  off  debt  to  the 
parent  company;  about  $10  million 
will  remain  to  finance  growth. 

Kilcullen  claims  that  despite  the 
sales  slowdown  there's  plenty  of 
growth  left  in  the  business.  Noncom- 


greater  than  Access  Direct  can  promise. 
They  prefer  companies  with  unique 
ideas  or  niches  that  can  be  patented,  or 
businesses  with  high  barriers  of  entry. 
Bernstein  doesn't  qualify  on  any  front. 

Angel  investors  aren't  always  a  good  fit 
and  may  not  be  eager  to  dig  deeper  into 
their  pockets.  When  things  get  tough,  their 
advice  at  times  turns  into  meddling. 

Banks  may  not  be  too  helpful.  They 
need  strong  cash  flow  or  large  assets 
to  collateralize  a  $2  million  loan. 
Access  Direct  can  only  offer  $250,000 
worth  of  mostly  used  computers. 

Bernstein's  best  bet  may  be  to  find  a 
strategic  partner  in  a  similar  or  comple- 
mentary service- -an  alliance  that  can  con- 
tribute money,  experience,  sales  and  mar- 
keting expertise,  even  new  clients,  "ft  lets 
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puter  books  now  compose  about  30% 
of  revenues  for  "Dummies."  "We 
don't  look  at  the  world  as  a  book 
company,"  he  says.  "We  look  at  the 
world  as  a  knowledge  company." 
Maybe,  but  his  efforts  to  expand  ti:e 
"Dummies"  name  beyond  computers 
have  been  a  mixed  success.  There  are 
now  "Dummies"  books  on  gourmet 
cooking,  gardening,  golf  and  sex.  Per- 
sonal Finance  for  Dummies  ( 874,000 
copies  in  print)  and  Golf  for  Dummies 
( 51 1,000 )  did  well.  Cats  for  Dummies 
(45,000),  Home  Improvement  for 
Dummies  and  Everyday  Math  for 
Dummies  (35,000  copies  apiece) 
haven't  looked  so  smart. 

"They  have  expanded  too  much, 
without  wisdom,"  says  Roxane  Far- 
manfarmaian,  a  reporter  at  Publishers 
Weekly.  "They  have  dumbed  down 
the  dummies."  Former  IDG  vice  pres- 
ident of  international  sales  Brandon 
Nordin  agrees.  "It  was  always,  Wow! 
We're  on  to  something,  let's  throw 
more  product  on  the  fire,'"  says 
Nordin,  now  vice  president  of 
Osborne,  a  division  of  McGraw-Hill. 

With  costs  rising  faster  than  sales, 
operating  margins  have  fallen  from 
23%  of  revenues  in  1993  to  9.8%  in 
fiscal  1997.  The  margin  shrinkage  is 
explainable  in  good  part  because  of  a 
swelling  payroll.  IDG's  work  force  has 
doubled,  to  436  employees,  since 
1995.  The  company  is  spending  more 
on  promotion  and  marketing — in  part, 
by  signing  up  celebrities  like  Chicago 


you  ramp  up  at  a  much  higher  growth 
rate,"  says  Patrick  Hurley,  an  investment 
banker  at  Philadelphiabased  Howard, 
•  Lawson  &  Co.,  who  arranged  one  such 
marriage,  between  American  Shower 
(sales,  $20  million)  and  $2  billion  building 
products  manufacturer  Masco.  The  down- 
side is  that  you  have  to  give  up  ownership. 
Given  Access  Direct's  size,  Bernstein 
should  court  a  regional  computer  servic- 
ing company,  not  Compaq,  say,  or  IBM. 

A  final  option:  a  mix  of  debt  and 
equity  called  layered  financing.  It 
worked  for  Michael  Healey,  founder  of 
Needham,  Mass.-based  PCBuild,  a  $7 
million  company  that  also  reconditions 
computer  hardware. 

Turned  down  by  venture  capitalists, 
Healey  struck  a  deal  with  a  $150  mil- 
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chef  Charlie  Trotter  and  Olympic 
figure-skating  champion  Kristi  Yam- 
aguchi  for  what  the  company  calls 
"modest  six-figure"  advances  and  an 
undisclosed  share  of  book  royalties. 

In  short,  IDG  is  becoming  less  and 
icss  a  niche  publisher  and  venturing 
deeper  into  other  people's  territory. 
Last  September  it  hired  the  Holly- 
wood agency  International  Creative 
Management  to  find  a  production 
company  to  help  develop  TV  pro- 
gramming. So  far,  no  dice. 

Licensing  deals  with  companies  like 
Pressman  Toy  Corp.,  which  makes 
"Dummies"  board  games,  and 
Angel/EMI  Records,  which  produces 
"Dummies"  classical  music  CDs, 
account  for  only  3%  of  revenues. 

Kilcullen  brushes  off  suggestions 
that  the  franchise  is  overextended. 
"The  brand  is  so  entrenched  it  can  be 
anywhere,"  he  says,  "just  like  Nike  is 
in  golf,  skiing  and  all  types  of  shoes." 
But  it  may  well  be  that  "Dummies" 
works  as  a  brand  name  for  computer 
books,  where  people  are  not  afraid 
to  appear  ignorant,  but  doesn't  work 
as  well  for  cat  lovers  and  beer  guz- 
zlers (Homebrewing  for  Dummies, 
30,000J. 

"The  hardest  pill  to  swallow  was 
that  word:  dummies,"  says  former  IDG 
executive  Nordin.  "It  may  work  mag- 
ically in  the  context  of  a  book  or  a 
learning  experience,  but  at  the  end  of 
the  day  do  you  really  want  to  call  your 
customers  that?"  ■ 


lion  school  supply  distributor,  giving  up 
a  15%  stake  but  gaining  new  cus- 
tomers, employees  and  resources. 
Healey  then  sold  another  20%  stake  to 
two  investors,  raising  $400,000 — 
enough  heft  to  let  him  borrow  an  addi- 
tional $600,000  from  his  local  bank. 
All  told:  $3.5  million  in  financing. 
Healey  still  managed  to  keep  24%  of 
his  company.       -Luisa  Kroll 


If  you  have  a  problem  with  your  startup 
business— in  finance,  marketing,  sales 
or  strategic  planning — you  can  reach  us 
on-line  via  our  Growing  Pains  forum  in 
the  Forbes  Digital  Tool  at 
http://www.forbes.com/growing, 
or  E-mail  us  at  growing@forbes.com. 


You  don't  have  to  plead 
with  bouncers  to  get  into 
the  hippest  nightclubs.  All 
you  have  to  do  is  boot  up. 

Moshing 
on  the  Net 


A  cybergroupie's  best  friend:  Rasiej. 

Andrew  Rasiej,  40,  runs  a  small 
nightclub  in  Manhattan  called  Irving 
Plaza.  One  of  its  busiest  times  used  to 
coincide  with  a  weeklong  series  of 
concerts  and  symposiums  called  Mac- 
intosh New  York  Music  Festival, 
sponsored  by  Apple  Computer,  whose 
tens  of  thousands  of  attendees  spilled 
over  into  local  nightclubs.  When 
Apple  stumbled  in  1996  "MacFest" 
went  bust,  leaving  Rasiej  (pronounced 
rah-ZHAY)  and  other  club  owners 
wondering  how  to  fill  the  void. 

Hmm.  Cybernuts  and  nightclubs. 
They  seem  to  belong  together.  Why 
not  wire  up  nightclubs  around  the 
world  and  "cybercast"  on  the  Internet 
to  millions,  rather  than  trying  to  get 
them  to  travel  to  Manhattan  to  go  to 
a  smoky,  grungy  club? 

With  the  help  of  friend  and  fellow 
nightclub  owner  Michael  Dorf,  Rasiej 
began  developing  an  idea  for  the  Web 
called  the  Digital  Club  Network. 
They  convinced  Intel  to  provide  some 
financing  for  development  costs  in 
exchange  for  being  the  event's  title 
sponsor.  "They  understood,"  Rasiej 
says.  "We  were  pushing  an  agenda 
that  paralleled  their  own." 

Dubbed  the  Intel  New  York  Music 
Festival,  the  event  debuted  in  July 
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1997.  This  year  the  event  featured 
300  groups  performing  in  20  clubs. 
Each  act  was  aired  live  on  the  Inter- 
net, a  feat  made  possible  by  using  so- 
called  streaming  technology  created 
by  RealNetworks,  the  Seattle-based 
software  developer. 

How  does  it  work?  Each  club  had  a 
300MHz  computer  plugged  direcdy 
into  the  sound  system  and  digital  pic- 
tures; five  clubs  also  have  full-motion 


video.  By  logging  on  to  the  festival's 
Web  site  (www.intelfest.com),  music 
fans  at  home  could  choose  which  per- 
formance they  wanted  to  see.  If  they 
missed  an  act,  no  problem:  Every 
performance  was  archived.  The  site 
also  provided  live  chats  with  members 
of  the  bands  and  exclusive  audio  and 
video  interviews. 

Having  signed  on  such  sponsors  as 
MTV,  American  Airlines  and  Unisys, 


Rasiej  expects  to  make  money  this 
year  on  some  $600,000  in  revenues. 
Ticket  sales  to  the  actual  events — 
yes,  20,000  people  still  want  the 
smoke  and  elbows — account  for 
about  $200,000  of  that.  For  the 
future,  Rasiej  hopes  to  permanendy 
wire  up  clubs  around  the  world:  "If 
Parisians  can  listen  to  a  Baltimore 
Orioles  game,  why  can't  they  listen  to 
Lou  Reed?"       -Peter  Newcomb 


This  tiny  record  label  thrives  on 
New  Age  stuff— and  lives  it,  too. 

Malibu  mellow 


By  Ann  Marsh 

What  a  relaxing  assignment.  Sent  to  do  a  story 
on  the  New  Age  record  label  Higher  Octave, 
I'm  submitting  to  the  Alexander  Technique  at 
its  Malibu  beachfront  headquarters.  This  is  a 
process  that  dials  down  stress  by  rejiggering  body  posture. 
A  body  "therapist"  is  checking  out  the  way  I  walk,  where 
my  shoulders  align  over  my  hips,  how  my  head  relates  to 
the  rest  of  me.  I  let  the  therapist's  fingers  adjust  my  shoul- 
ders. Waves  crash,  a  sea  breeze  lolls.  My  neck  lengthens. 

Not  a  bad  way  to  undo  a  hypertensive  drive  from  Los 
Angeles  to  secluded  Point  Dume,  the  northernmost  tip  of 
the  Los  Angeles  bay.  Matthew  Marshall,  Higher  Octave's 
chief  executive  and  cofounder,  smiles  like  a  Buddha,  long  salt- 
and-pepper  hair  framing  his  42 -year-old  face.  "I've  been 
trying  to  embody  the  vibrational  tone  that  I  put  out,"  he  says. 
Richard  Branson  recently  picked  up  on  that  vibe.  His 
London-based  Virgin  Records  started  distributing  the  tiny 
( 1997  revenues,  $7  million)  private  label  last  year.  A  strate- 
gic alliance  between  the  two  provides  for  an  earn-out  that 
could  amount  to  anywhere  between  $10  million  and  $35 
million.  This  is  part  of  Branson's  assault  on  the  scattered, 
ill-defined  New  Age  market,  which  Virgin  guesses  is  $150 
million.  Branson  intends  to  let  Higher  Octave  be.  "I'm 
quite  happy  that  they're  in  Malibu  and  autonomous,"  says 
Kenneth  Pedersen,  vice  president  of  Virgin  Records  in 
America.  "We've  been  out  there,  watched  the  whales  go 
by,  had  a  glass  of  chardonnay  and  talked  about  music.  It 
doesn't  make  me  want  to  come  back  to  Los  Angeles." 

The  same  relaxed  attitude  makes  Higher  Octave's  staff  of 
25  want  to  stay.  Since  launching  the  company  in  1985  with 
cofounder  Daniel  Selene,  Marshall  tells  them:  You're  a  work- 
in-progress,  just  like  the  20  or  so  recording  artists.  This 
Management  Lite — plus  weekly  \isits  from  the  bodyworker 
and  lunchtime  recreation  at  the  beach — has  paid  off  for  the 
company  in  a  tight  job  market;  there's  aim  >st  no  turnover. 
Of  course,  some  of  this  sounds  silly  to  n  outsider.  At 
Higher  Octave  nobody  refers  to  a  popular     ng  as  a  "hit," 


Tuned  to  their  inner  manifestations:  Selene  and  Marshall. 

nor  is  anyone  "blown  away"  by  a  great  riff.  Why?  Both 
terms  conjure  images  of  destruction,  verboten  to  peddlers 
of  music  as  peaceful  as  lapping  waves.  Even  the  word  "dead- 
line" doesn't  cut  it.  Finishing  on  time,  explains  operations 
and  production  director  Maria  Ehrenreich,  "isn't  a  death 
experience.  It's  a  life  experience.  There  are  no  deadlines." 

It  seems  to  work.  Churning  out  16  to  20  albums  a  year, 
Higher  Octave  has  reached  the  number  one  spot  on  Bill- 
board magazine's  New  Age  chart  five  of  the  past  eight  years. 

That  performance — and  the  company's  rage  for  self-devel- 
opment— helped  it  lure  Joseph  Rakauskas,  Mercury 
Records'  chief  financial  officer,  even  though  Higher  Octave 
offered  him  no  guaranteed  equity  stake.  Says  Rakauskas: 
"There's  a  real  opportunity  to  work  on  ourselves  here.  I  still 
can't  believe  I'm  able  to  work  here  and  make  a  living." 

But  back  to  that  sliding-scale  earn-out.  There's  nothing 
New  Age  about  that.  It  is  contingent  on  Higher  Octave's 
success  in  challenging  the  venerable  New  Age  record  label 
Windham  Hill,  which  pioneered  the  genre  in  the  late 
1970s  and  early  1980s  with  artists  like  pianist  George  Win- 
ston. Windham  Hill's  parent,  bmg,  now  claims  around  50% 
of  the  market. 

Virgin  doesn't  intend  to  let  bmg  enjoy  that  dominant 
market  share  in  peace.  It  moved  into  New  Age  music  last 
year  when  it  signed  singer  and  pianist  Yanni,  who  has 
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Jupiter 

financial  services 


portals  for  consumer  finance 


Forum 


Mergers  and  acquisitions  in  the  financial  services  industry  have  disintegrated  the  hazy  lines  of  distinction 
between  banks,  brokerages,  and  insurers  in  the  off-line  world  into  barely  discernible  boundaries  online. 
Join  Jupiter  Communications  for  its  first-ever  forum  examining  the  Internet  playing  field  and  the  fight  for 
market  share  in  the  online  universe.  The  Jupiter  Financial  Services  Forum  promises  to  be  a  hotbed  of 
questions,  answers,  problems,  and  solutions  as  brand  loyalty,  price  competition,  consumer 
preferences,  and  more  are  discussed  in  the  context  of  the  competitive  landscape  of  the  Internet. 

September  15-16,  1998  San  Francisco 

David  Pottruck,  President  &  Co-CEO,  The  Charles  Schwab  Corporation    William  Harris,  President  &  CEO,  Intuit 

Michael  DeVico,  EVP,  Interactive  Banking,  BankAmerica    Bruce  Ferland,  SVP  Retail  Electronic  Commerce,  Fidelity 

Lewis  Levin,  VP,  Microsoft   Robert  Hult,  VP  &  GM,  AltaVista,  Compaq 


To  register  or  receive  your  free  conference  brochure: 

Call:  800-611-2838  or  212-780-6060  x142 
Web:  www.jup.com/conference/financial 
E-mail:  hema@jup.com 
Exhibit  or  sponsorship:  Faine  Speyer 
212-780-6060  x118  E-mail:  faine@jup.com 
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about  10  million  albums  to  his  name.  Besides  its  interest 
in  Higher  Octave,  Virgin  recently  acquired  the  Milwaukee - 
based  label  Narada,  giving  it  a  total  25%  of  the  market, 
which  it  figures  is  growing  10%  a  year,  thanks  to  what  Ped- 
ersen  calls  "a  more  affluent  and  slighdy  aging  population." 
Higher  Octave  is  well  positioned  to  grow.  Its  artists 
include  name -value  rockers  who  have  aged  along  with  their 
audiences — onetime  Jefferson  Starship  guitarist  Craig 
Chaquico  and  Journey  keyboardist  Jonathan  Cain — and 
newer  sounds  like  soft  flamenco  guitarist  Ottmar  Liebert 


and  the  Irish  band  Gaelic  Storm,  featured  in  the  movie 
Titanic.  Virgin's  bankroll  should  give  Higher  Octave 
greater  penetration  in  bookstores  and  nature  stores,  as  well 
as  in  the  giant  record  chains. 

Too  bad  that  these  ambitious  plans  for  growth  may  boot 
Higher  Octave  out  of  its  beachside  digs;  more  employees 
mean  bigger  offices.  Marshall  is  looking  at  spaces  closer  to 
the  megalopolis — in  Santa  Monica  and  Culver  City.  "I'm 
calling  it  a  life  design  change,"  he  says. 

Who  says  there's  no  spiritual  energy  in  traffic  jams?  Hi 


The  $450,000  coffee  table 

They  may  look  like  pianos,  but  they're  really  ego-boosters 

Don't  call  them 
pianos.  They're 
objets  d'art,  craft- 
ed in  Europe  between 
1870  and  1930.  Sure,  you 
could  setde  for  a  new 
Steinway  grand  piano — 
one  of  those  plain,  black- 
lacquer  jobs  with  arguably 
the  best  sound  in  the 
world — for  about 
$50,000.  But  when  you 
can  have  a  one-of-a-kind 
"art- case"  piano  by  the 
late  Parisian  designer 
Emile  Jacques  Ruhlmann, 
is  $450,000  asking 
too  much? 

If  you  answered  "No," 
Maximiliaan  Rutten  would 
like  to  get  in  touch.  The 
3  3 -year-old  Dutchman  has 
a  warehouse  full  of  finely 
wrought — and  just  plain 
overwrought — keyboards 
that  range  in  price  from 
$20,000  to  $500,000.  He 
has  pianos  with  carved 
kneeling  elephants  that 
serve  as  legs;  a  gilded  piano  box,  decorat- 
ed with  oil  paintings,  in  the  style  of  Louis 
XVI;  concert  grands  made  out  of  extinct 
tropical  woods.  Six  years  ago  Rutten 
launched  Manhattan -based  Maximiliaan 
House  of  Grand  Pianos,  which  he  claims 
is  the  largest  collection  of  exclusive  deco- 
rative pianos  in  the  world,  all  meticulous- 
ly refinishcd  and  restored. 

Trained  as  a  Sovietologist,  Rutten 
learned  the  art  of  restoration  in  Amster- 
dam before  coming  to  the  U.S.  in  1992 
to  work  for  Classical  Keyboards,  a  dealer 
in  high  end  pianos — which  promptly 
went  bankrupt.  "My  back  was  up  against 


The  music  man:  "We  know  the  history  of  every  piano,"  says 
Maximiliaan  Rutten.  He  spends  up  to  12  months  restoring 
each  antique  keyboard. 


the  wall,"  Rutten  recalls.  A  Wall  Street 
friend  set  him  up  with  $1  million,  which 
he  used  to  buy  Classical's  inventory. 
Rutten  repaid  that  investment  and  now 
owns  his  company  (and  inventory) 
outright. 

Today  he  sells  $4  million  worth  a  year. 
Much  of  his  business  comes  via  decorator 
referrals.  It's  as  much  about  status  as 
about  music.  Rutten  figures  only  about 
half  his  customers  actually  play  the  piano 
on  a  regular  basis—though  they  may 
not  ahva}  s  admit  it  to  themselves.  "They 
come  in  with  the  best  intentions," 
he  sighs  -T.P. 


Not  just  ivories  to  tickle: 
Works  by  piano  makers  Gaveau, 
Strohmenger  and  Steinway. 


64 


Forbes  ■  August  10,  1998 


t 


Opportunity  Ms  its  rifcArAs     tto^7 — \\ 


The  opportunity  to  build  your  own  business  can  be  rewarding  in  different  ways  to  different  people. 

You  set  the  goals,  go  your  own  pace,  schedule  your  own  time,  and  determine  what  you  want  in  return.  You  can  market  as 
many,  or  as  few,  product  lines  as  you  choose  —  from  personal  care  products  to  popular  brand-name  catalog  merchandise. 
More  than  3  million  entrepreneurs  in  some  80  countries  and  territories  have  found  this  business  opportunity  made  possible 
only  through  Amway  is  worth  a  closer  look.  See  for  yourself.  Perhaps  you  can  discover  the  rewards  you've  been  seeking. 


Amway 


® 

The  Business  Opportunity  Company- 

If  you'd  like  to  know  more,  call  for  a  free  brochure  at  1-800-544-7167  or  visit  our  website  at  www.amway.com         ©  1 997  Amway  Corporation 
In  Canada  call  1-800-922-6929. 
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►  starting  your  own  BUSINESS 

Two  Hollywood  veterans  are  injecting 
maturity  into  videogame  design. 


Grow  up! 


By  Bruce  Upbin 


The  dark  studio  and  offices  of  Oddworld  Inhabi- 
tants, Inc.  are  eerily  quiet  for  a  videogames 
outfit.  No  raucous  shootouts  among  25-year-old 
software  developers  aiming  Nerf  guns  at  each 
other.  No  loud  munching  of  Doritos  or  arguments  about 
gore  and  exotic  weaponry.  This  San  Luis  Obispo,  Calif, 
company  leaves  those  antics  to  the  customers.  Oddworld 
is  all  business.  "This  whole  industry  is  a  bunch  of  kids," 
says  Oddworld's  chief  executive,  Sherry  McKenna,  blast- 
ing her  competitors  for  their  notorious  lack  of  maturity 
and  fiscal  discipline.  "You  should  be  able  to  create  a  prod- 
uct on  time  and  on  budget  and  still  make  it  creative." 

McKenna  is  not  your  typical  videohead — and  doesn't 
even  like  playing  games.  She  spent  20  years  producing 
digital  effects  for  commercials,  films  and  theme  park  rides. 
In  contrast,  Oddworld's  president,  Lome  Lanning,  33,  is 
a  die-hard  gamer.  The  two  met  in  1991  at  the  Hollywood 
effects  firm  Rhythm  &  Hues  while  developing  computer- 
generated  rides  for  Universal  Studios  theme  parks. 

One  day  in  1994  Lanning  sat  McKenna  down  for  two 
hours  and  told  her  a  story  about  an  alien  planet  called 
Oddworld.  The  saga  begins  with  an  unlikely 
hero  named  Abe.  A  Moses-like  figure,  Abe  is 
enslaved  as  a  janitor  at  Rupture  Farms,  Odd- 
world's  largest  meatpacking  plant,  run  by  some 
gangsterish  types  called  Glukkons.  When  Abe 
finds  out  his  species — the  half-human,  half- 
lizard  Mudokons — is  next  for  the  sausage 
grinder,  he  sets  out  to  free  them. 

"Great,  let's  make  a  movie,"  McKenna  said. 
"No,"  Lanuing  insisted,  "it's  a  five-part 
videogame  saga."  Lanning  explained  that 
videogames  gross  more  than  $5  billion  a  year, 
about  equal  to  Hollywood's  annual  box  office 
take.  McKenna  was  convinced. 

Oddworld  Inhabitants  opened  shop  in  September 
1994  after  McKenna  and  Lanning  sold  49%  of  the  com- 
pany to  KG  Squared,  a  now-defunct  venture  capital  firm 
in  Denver,  for  $3  million.  That  grubstake  paid  for 
the  first  of  an  Oddworld  quintology,  Abe's  Oddysee. 
The  project  so  impressed  game  publisher  GT  Interactive 
(1997  sales:  $531  million)  that  it  bought  the  venture 
capitalist  stake  and  acquired  the  rights  to  market  Odd- 
world's  games. 

McKenna  swore  two  things  at  the  start.  Her  games 
would  set  a  new  standard  in  computer  graphics.  "I  didn't 
want  my  friends  in  Hollywood  to  laugh  at  me,"  she  says. 


Programmers 
must  finish  on 
time  and  on 
budget.  Miss 
a  deadline, 
and  your  cool 
innovations 
won't  get  in. 


Whose  odd  world  is  it?  Lanning  and  McKenna  with  Abe. 

And  her  company  would  be  run  like  a  business,  not  like  a 
college  frat  party.  "We  do  what  everyone  hates — tons  of 
preproduction,  documenting  everything,"  she  explains. 
"This  is  a  business." 

Well  before  character  design  or  animation  on  Abe's 
Oddysee  began,  McKenna  and  Lanning  spent  four 
months  planning  every  phase  of  the  project.  The  pro- 
grammers didn't  like  being  pinned  to  a  date.  Tough. 
McKenna  introduced  a  strict  regimen  that  applies  to  this 
day.  Every  morning  Oddworld's  producers  issue  a  com- 
pany-wide E-mail  explaining  the  status  of 
games  under  development.  All  60  employees 
know  who  the  laggards  are.  The  designers  are 
responsible  for  their  own  "levels" — the  tasks 
Abe  has  to  accomplish  before  moving  on.  Fail 
to  finish  a  level  in  time,  it  doesn't  get  in  the 
game.  No  one's  missed  a  deadline  yet. 

Last  September  the  company  released  Abe's 
Oddysee  on  time  (three  years)  and  on  budget 
($2.5  million).  Game  buffs  loved  the  richly 
detailed  3-D  characters  that  come  alive  with 
realistic  sound  effects  and  simple  words  like 
"hello,"  "wait"  and  "follow  me."  The  graphics 
are  so  detailed  you  can  see  Abe's  calf  muscles 
flex  when  he  tiptoes  past  enemies.  In  less  than  a  year,  the 
$45  (retail)  game  has  sold  1  million  copies  worldwide — a 
hit  in  this  industry  moves  500,000  copies — for  the  Sony 
PlayStation  and  PCs.  Oddworld  should  earn  about  $6  mil- 
lion in  royalties  this  year  from  GT. 

But  Oddworld  hasn't  set  the  whole  world  afire.  Sales  in 
Japan,  a  major  market,  stalled  at  110,000  copies,  versus  a 
hoped-for  250,000.  What  gives?  The  Japanese  like  cute 
characters  and  happy  tales.  Abe  is  hardly  cute. 

They  probably  won't  have  an  easier  time  with  the 
sequel.  Abe's  Exoddus  is  due  out  in  time  for  Christmas. 
Our  hero  has  to  save  his  slave  pals  all  over  again.         H 
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The  Supply  Chain  Meets  the  Demand  Chain 


]he  Yankee  Group  is  an  international  leader  in  strategic  planning,  technology  fore- 
casting and  market  research.  Founded  in  1970,  the  Yankee  Group's  global  team  of 

technology  and  market  experts  provides  research  and  consulting  services  to  more 

than  700  client  firms  from  its  Boston  headquarters  and  network  of  worldwide  offices. 
This  white  paper,  Enabling  the  Virtual  Enterprise:  The  Supply  Chain  Meets  the  Demand 
Chain,  was  prepared  by  the  Yankee  Group's  Enterprise  Applications  Research  Group, 
which  continuously  tracks  the  supply-chain  and  enterprise  software  markets. 
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Imagine  a  well-tuned  company:  It     I 
uses  the  latest  management  practices 
to  focus  on  the  customer,  and  its     I 
computers  are  abuzz  with  orders,  E- 
mail,  digital  drawings  and  data  on     ■* 
customer  preferences.  In  the  back     j 
office,  engineers  are  collaborating 
electronically  to  design  a  product 
with  supply  partners  located  six  time     I 
zones  away.  Costs  have  been  trimmed 
and  uncompetitive  areas  of  the  busi- 
ness scrapped.  The  latest  product  has     I 
made-to-order  features  —  a  veritable 
mix-and-match  for  customers.  In 
short,   the  company  is  sleek  and     — 
nimble,  ready  to  battle  any  challenger. 

Now  imagine  a  company  well  in  need 
of  a  tune-up:  It's  still  using  an  EDI 
system  for  handling  orders  —  adequate, 
but  antiquated.  Other  than  dutifully 
building  a  company  Web  site,  it  has 
failed  to  tap  into  the  powerful  advantages 


i  i 


offered  by  the  Internet.  Worse  yet, 
money  is  leaking  out  somewhere  along 
the  production  line.  Perhaps  it's  due  to 
that  clunky  in-house  delivery  fleet,  or 
maybe  a  result  of  overdue  shipments 
from  the  new  supplier  that  purchasing 
took  a  chance  on.  Management's  hopes 


What  Do  IBM,  Coca-Cola,  NIKE  and 
Dow  Chemical  Have  in  Common? 

All  have  turned  to  Menlo  Logistics,  whose  technology-driven 
logistics  services  help  the  world's  leading  manufacturers  improve 
customer  service,  efficiency,  information  and  product  flow.  This 
cuts  time,  inventory  and  cost  from  the  supply  chain. 

Menlo  has  a  unique  approach.  Highly  credentialed  industrial 
engineers,  logisticians  and  advanced  computer  experts  pool  their 
talents  to  engineer  solutions  that  integrate  all  functions  in  the 
supply  chain.  This  could  be  sourcing  raw  materials  from  Asia, 
managing  inventories  in  the  U.S.  or  ensuring  on-time  delivery 
of  finished  products  to  addresses  throughout  Europe. 

Then,  Menlo  takes  the  solution  it  has  designed  and  operates 
it  in  the  most  efficient  way  possible,  using  state-of-the-art  sys- 
tems for  order  fulfillment,  inventory  controls,  transportation  management  or 
distribution.  Creative  value-added  services  include  kitting,  packaging,  recon- 
figuration, postponement  and  reverse  logistics,  among  others. 

Menlo's  advanced  engineering,  complex  project-management  expertise  and 
world-class  logistics  systems  allow  its  Blue-Chip  clients  to  better  focus  on  their 
core  strengths,  enabling  them  to  enhance  their  leadership  positions. 


mEHLO  IOGISTICS 


A  OIF  COMPANY 


for  a  better  future  are  tenuously 
pinned  to  an  upcoming  product 
launch  —  a  product  no  one  can  say 
for  sure  that  customers  really  want. 
In  a  previous  era,  this  inefficient 
company  might  have  survived.  But 
this  is  the  end  of  the  millennium,  a 
I  time  when  customers  rule.  Compa- 
nies that  struggle  along  with  obso- 
lete business  practices  cannot  hope 
.  to  serve  them  effectively  and  are 
ikely  to  find  themselves  flattened 
by  rivals  who  do.  Globalization  and 
borderless  competition,  the  Internet 
and  other  technology  innovations 
are  driving  goods,  services  and  informa- 
tion through  the  world's  markets  with 
incredible  velocity,  all  requiring  a  radical 
new  approach  to  managing  a  business. 
Will  your  company  be  a  contributor  — 
or  just  another  casualty? 

When  a  previous  wave  of  competition 
hit  in  the  1 980s,  corporations  reacted  by 
improving  management  over  the  manu- 
facture of  their  goods.  They  cut  costs 
and  outsourced  some  phases  of  produc- 
tion and  delivery  to  more  capable,  out- 
side suppliers.  This  practice,  popularized 
as  supply-chain  management  (SCM), 
brought  huge  gains  in  efficiency.  It 
enabled  those  companies  under  pressure 
to  bring  higher  quality  goods  more 
quickly  and  cheaply  to  market.  Yet  as 
companies  mastered  the  supply  chain  — 
with  the  help  of  information  technology 

—  customers'  expectations  rose,  too. 
Today's  customers,  whether  business- 
to-business  or  retail  shoppers,  know  the 
luxury  of  having  many  high-quality 
choices  on  the  market.  What  is  more, 
their  demands  are  intensifying:  often 
only  a  custom-built  product  will  do. 
Suddenly,  companies  are  discovering 
that  efficiency,  quality  and  price  —  the 
goals  of  conventional  SCM  techniques 

—  are  no  longer  enough  to  guarantee 


■*  VISUALIZE 

SUPPLY       CHAIN       MANAGEMENT 


Visualize  Manugistics.  The  world's  most  recognized 
name  in  supply  chain  management.  A  name  built  on 
performance.  Ours  and  yours. 

Performance  substantiated  by  our  relationships  with 
leading  ERP  software  suppliers  like  Baan,  Oracle,  and 
SAP.  Performance  proven  by  the  ROI  achieved  by  our 


uPont,  Glaxo  Wellcome,  and  Unilever  who  are  taking 
supply  chain  management  to  new  heights. 

Visualize  how  Manugistics  can  drive  millions  to  your 
bottom  line.  And  don't  stop  there.  Call  for  a  copy  of 
our  CD-ROM  at  30 1  -984-5263.  Or      ;  V. 
visit  us  at  www.manugistics.com. 


impressive  list  of  clients.  Like  Black  &  Decker,  Deere  &  Co.,      The  sky  is  the  only  limit. 


Manugistics' 


working  as  one 


Copyright  ©  1 997  Manugistics.  Inc.  Manugistics,  the  Manugistics  logo,  and  "working  as  one"  are  registered  trademarks  of  Manugistics.  Inc.  Other  company  names  may  be  trademarks  and  are  the  property  of  their  respective  owners. 
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that  the  customer  will  buy.  And  if  an 
enterprise  can't  win  customers  just  by 
turning  out  great  products  at  good 
prices,  what  can  it  do? 

The  Yankee  Group  believes  that 
modern  corporations  must  develop  the 
hidden  potential  in  the  supply  chain  to 
satisfy  the  highest  wishes  of  customers  — 
the  demand  chain.  In  this  evolutionary 
step  for  SCM,  a  corporation  has  to  see  the 
link  between  its  customers  and  its  many 
suppliers,  and  then  promote  collaboration 
with  suppliers  to  craft  products  that  cus- 
tomers value.  This  calls  for  creative  ways 
of  doing  business  that  reflect  a  shift  from 
simply  "selling  whatever  we  produce"  to 
"producing  what  we  can  sell."  In  all  cases, 
SCM  needs  the  support  of  rich  sources  of 
information,  new  technologies  and  logis- 
tics experts  to  physically  move  goods. 
Most  important,  it  requires  a  willingness 
among  management  to  reinvent  the  cor- 


porate structure  and  culture. 

In  this  white  paper,  the  Yankee  Group 
reports  on  the  latest  concepts  in  manag- 
ing the  complex  flow  of  goods  and  ser- 
vices traded  between  a  company  and  its 
vast  network  of  suppliers  and  customers. 
It  offers  fresh  perspectives  on  using  tech- 
nology more  productively  and  casts  an 
eye  toward  the  future  of  electronic  busi- 
ness. This  report  also  looks  at  current 
options  in  enterprise-wide  software,  as 
well  as  information  providers  and  trans- 
portation specialists  —  those  that  give 
critical  support  to  businesses  in  their 
quest  to  integrate  the  supply  chain  and 
the  demand  chain. 

Supply-Chain  Management: 
The  First  Steps 

The  concept  of  the  supply  chain  original- 
ly took  root  in  the  manufacturing  sector. 
It  became  popular  in  the  automobile 


"Manufacturers  have  told  us  that  speed,  flexibility,  adaptability 
and  ease  of  implementation  are  the  most  important  requirements 
of  ERP  and  supply-chain  systems.  Open-architected  systems  that 
can  easily  interoperate  with  other  leading  business  applications 
are  also  essential." 
Pamela  Meyer  Lopker  •  Chairman  and  President  •  QAD 


Optimizing  the  Global  Supply  Chain 

QAD's  industry-specific  Enterprise  Resource  Planning  (ERP)  and  supply-chain 
solutions  optimize  both  internal  and  extended  supply  chains  for  manufactur- 
ers in  the  automotive,  consumer  products,  electronics,  food  and  beverage, 
industrial  and  medical  industries. 

MFG/PRO  software,  QAD's  proven  ERP  solution,  synchronizes  your  dis- 
tributed operations.  It  provides  a  scaleable  and  extensible  platform  that  easily 
adapts  to  changes  in  the  way  you  do  business.  And  MFG/PRO  interoperates 
with  other  leading  business  applications. 

QAD's  On/Q  supply-chain  applications  complement  and  extend  the  func- 
tionality of  MFG/PRO  or  any  other  ERP  application.  On/Q  reduces  extend- 
ed supply-chain  costs  and  helps  companies  gain  competitive  advantage  through 
vastly  improved  supply-chain  transaction  management. 

QAD's  highly  functional  solutions  arc  easy  to  install,  easy  to         mp^m 
use,  and  quick  to  adapt  to  change.  Within  the  shortest  possi- 

QAD 


ble  time,  you'll  protect  your  c  ient  base,  improve  margins,  and 
move  into  new  markets  —  the  perfect  formula  for  success. 


industry  in  the  1980s  when  vertically 
integrated  companies,  which  by  defini- 
tion built  not  only  finished  products  but 
most  of  their  own  parts,  were  hit  hard  by 
more  efficient  Asian  competitors  building 
better-quality,  lower-priced  cars.  These 
rivals  were  much  more  reliant  on  outside 
suppliers  for  their  sub-assemblies  and 
components.  The  initial  response  by  U.S. 
carmakers  was  to  use  SCM  to  improve 
manufacturing  efficiency  in  order  to  both 
cut  costs  and  produce  superior  cars  more 
quickly.  They  also  closed  plants  and  dras- 
tically reduced  product  variability  in  an 
attempt  to  create  economies  of  scale  and 
reduce  bloated  inventory.  As  a  result,  they 
built  better  cars  and  won  back  customers 
—  but  in  gaining  quality,  buyers  often 
had  to  give  up  choice.  The  lesson  was 
learned  that  groups  of  companies  work- 
ing together  could  often  be  more  com- 
petitive than  a  single  corporation  trying 
to  master  everything. 

Get  Ready  for  Change 

Many  large  companies  that  were 
designed  for  efficiency  are  about  to  face 
a  radical  change  in  how  they  create  their 
products.  In  efficiency-driven  markets, 
such  as  the  auto  industry  of  the  1980s, 
production-oriented  economies  of  scale 
are  the  determinants  of  competitiveness. 
In  such  an  environment,  the  focus  is  on 
creating  products  and  services  —  and 
then  selling  them.  Simply  put,  engi- 
neering designs  a  product,  production 
builds  it  and  marketing  lays  the  ground- 
work for  the  product  launch.  Finally,  the 
creation  comes  to  market,  where  the 
proof  of  concept  hinges  on  whether  the 
customer  takes  it  or  leaves  it. 

Entrenched  as  it  may  be,  this  model 
is  dead. 

Customers  With  Clout 

As  we  head   into  the  21st  century, 


The  smartest  executives 
all  have  something  in  common 


They  love  a  no-brainer. 
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Priority  Mail™  is  the  smartest  decision  any  executive  can  make. 
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We  deliver. 


"Priority  Mail  average  delivery  of  2-3  days.  Price 
from  $7.50  to  $10.50  and 
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consumers  and  businesses  face  an 
expanding  selection  of  products  and 
services  to  buy  from  an  escalating 
number  of  vendors.  Low-priced,  high- 
quality  products  are  now  a  given  for 
consumers,  and  companies  that  pro- 
duce simply  to  satisfy  those  expecta- 
tions or  that  hope  to  compete  on  brand 
alone  are  not  doing  enough.  There  is 
now  a  discernible  shift  toward  a  pull- 
oriented  model,  where  the  customer 
drives  not  just  the  product  purchase  but 
the  entire  product  development  process. 
For  companies,  the  shift  from  selling 
what  they  produce,  to  producing  what 
they  can  sell,  is  critical. 

Consumers  are  using  technology  to 
satisfy  their  demands  for  made-to-order 
products  —  immediately.  A  case  in 
point  is  the  car  industry,  where  con- 
sumers can  simply  access  a  service  on 
the  World  Wide  Web,  such  as  Auto- 


The  Virtual  Enterprise  Today 


Buy 


Make/ Add  Value 


Sell 


Suppl 


Supply 
Chain 


Front/Back-Office 
Integration 


Demand 
Chain 


By-Tel  or  CarPoint,  and  specify  every 
detail  in  the  car  they  want  to  buy  — 
right  down  to  the  trim  on  the  steering 
wheel.  With  nearly  limitless  conceivable 
combinations  of  products  and  services, 


Providing  World-Class  Logistics  Systems 
That  Support  the  Demand  Chain 

The  varied  tastes  of  a  better  educated  and  more  demanding  consumer  have  put 
tremendous  inventory  pressures  on  companies  today.  As  a  result,  more  agile 
types  of  manufacturing  have  been  developed  to  better  link  customer  demand 
with  supply,  creating  quicker  response  while  minimizing  inventory  investment. 
Ryder  Integrated  Logistics  is  a  world-class  provider  of  just-in-time  delivery  sys- 
tems that  supports  agile  manufacturing  initiatives  in  a  number  of  industries 
including  automotive,  telecommunications,  durable  goods,  high-tech,  health- 
care and  pharmaceuticals,  and  aerospace. 

The  goal  of  just-in-time  delivery  is  to  continually  replenish  material  flows 
into  a  manufacturing  or  assembly  facility  based  more  on  actual  customer 
demand  than  a  predetermined  forecast.  The  manufacturing  facility,  suppliers 
and  logistics  provider  are  linked  through  an  information  network  that  provides 
timely  data  on  requirements  and  delivery  commitments. 

The  result  of  just-in-time  manufacturing  can  be  a  reduction  in  overall  inven- 
tory investment,  improved  flexibility,  quicker  response  time  and,  best  of  all, 
improved  customer  satisfaction. 


Integrated  Logistics 


the  challenge  for  companies  is  to  build 
to  customer  specifications  and  to  deliv- 
er when  and  where  the  customer  wants. 
On  the  most  fundamental  level,  this 
means  companies  no  longer  have  the 
option  to  harbor  inefficient  or  obsolete 
business  patterns. 

The  Virtual  Enterprise 

Model  for  the  Next  Millennium 

One  such  fading,  uncompetitive  busi- 
ness model  is  one  where  companies  try 
to  "do  everything"  —  even  their  own 
deliveries.  The  best  way  for  an  enterprise 
to  prosper  in  the  customer-driven  future 
is  by  defining  areas  where  its  perfor- 
mance is  exceptional  and  then  aligning 
with  outside  entities  that  are  also  the 
best  in  their  businesses.  The  trend  is 
clear:  an  increasing  reliance  on  supply 
networks  and  third-party  logistics 
providers  to  add  real  value  to  goods  and 
services  and  to  build  loyal  customers. 

To  illustrate  this  interdependence  of 
companies,  the  Yankee  Group  uses  the 
concept  of  a  "virtual  enterprise,"  an 
assemblage  of  companies  combining 
their  efforts  to  bring  products  to 
market.  Together,  they  function  as  a 


Value  chain  problems  are  complex, 
but  the  solution  doesn't  have  to  be. 


4^CtA 


Wake  a  closer 

h  look  at  Logility. 
We  provide  the  complete 
solution  you  need  to  simplify 
your  value  chain  problems.  You 
see,  Losility  is  the  first  to  deliver     >^^^^^ 
true  collaborative  planning  via  the 
Internet.  Our  proven  formula  for  success 
helps  you  reduce  cycle  times,  improve  service, 
lower  costs  and  streamline  inventories.  This  all  adds 
up  to  the  fastest  possible  return  on  your  investment. 

Your  value  chain  management  doesn't  have  to  be  a  big 
problem.  The  answer  is  perfectly  clear.  Call  today  and  see  what 
Logility  Value  Chain  Solutions  can  do  for  you. 


Demand  •  Distribution  •  Manufacturing  •  Warehousing  •  Transportation 

800-762-5207    •  www.logility.com   •   email:  ask@logility.com 
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single  competitive  entity,  but 
remain  distinct,  legal  entities.  For 
example,  a  car  manufacturer's  vir- 
tual enterprise  may  comprise  parts 
and  sub-assembly  suppliers,  design 
houses,  transportation  companies  I 
that  deliver  cars  to  the  dealerships 
and  the  dealers  themselves. 

The  diagram  on  the  previous 
page  links  suppliers  to  the  enter- 
prise via  its  back  office,  and  cus- 
tomers —  usually  the  back  office  ^ 
of  another  company,  not  a  con- 
sumer —  via  its  front  office.  In  the 
virtual  enterprise,  the  Yankee 
Group  departs  from  the  idea  of  distinct 
supply  and  demand  chains  isolated 
from  each  other,  despite  their  location 
at  opposite  ends  of  the  diagram.  The 
Yankee  Group  emphasizes  the  overarch- 
ing relationship  between  suppliers  and 
customers  and  the  need  for  information 


to  flow  freely  from  the  customer 
through  to  the  back  office.  In  practice, 
this  knowledge  should  power  a  feed- 
back loop,  with  the  back  office  and 
supply  chains  tightly  collaborating  to 
tailor  products  to  the  changing  signals 
of  the  demand  chain. 


Partnering  With  U.S.  Postal  Service  Helps  Reduce 
Risks  of  International  Business 

The  U.S.  Postal  Service  has  the  knowledge,  experience  and  connections  to  help 
make  your  international  business  endeavors  successful.  A  solid  strategic  busi- 
ness partner,  we  help  with  the  multitude  of  questions  that  need  to  be  resolved 
before  making  the  decision  to  go  global.  We  also  help  you  analyze  which  mar- 
kets offer  the  greatest  promise. 

Whatever  the  size  of  your  business,  whatever  your  product,  whatever  the 
volume  of  your  mailings,  whatever  delivery  speed  you  require,  U.S.  Postal  Ser- 
vice Global  Delivery  Services  provide  solutions  for  all  your  international  mail- 
ing needj.  Our  premier  service,  Global  Package  LinkSM,  gives  U.S.  businesses 
access  to  consumers  in  the  fastest-growing  markets  in  the  world.  It  carries  U.S. 
products  overseas  while  minimizing  red  tape,  expenses  and  cycle  time  and  max- 
imizing customer  satisfaction. 

The  U.S.  Postal  Service  helps  you  work  through  the  challenges  to  diminish 
the  risks  of  doing  business  overseas. 

Ask  for  the  world.  We'll  deliver. 

For  more  information,  call  1-800-THE-USPS,  ext.  2093. 


GLOBAL  DEJJVERY 
SERVICES 

UNITED  STATES  POSTAL  SERVICE  lu 


Myth  vs.  Reality 

While  corporations  may  take  pride 
in  having  outsourced  all  but  their 
core  abilities,  the  job  doesn't  end 
there.  The  flip  side  to  "lean  and 
mean"  is  long,  complex  supply 
chains  composed  of  many  legal 
entities,  each  with  vital  pockets  of 
inventory  that  need  managing.  Too 
much  inventory  incurs  myriad 
costs,  including  lost  opportunity  for 
capital  tied  up  in  goods.  Too  little 
J.  product,  and  a  supplier  could  fail  a 
S  business  customer.  A  corporation 
with  shortages  of  a  key  component 
is  at  the  mercy  of  its  supplier  —  and 
ultimately,  its  competitors.  When  that 
happens,  neither  party  profits  from  the 
virtual  enterprise.  When  supply  chains 
are  managed  cooperatively,  the  virtual 
enterprise  can  operate  at  a  huge  advan- 
tage over  competitors.  Suppliers  can 
determine  an  appropriate  inventory 
buffer;  corporations  can  master  the  com- 
petitive imperative  of  speed  to  market. 

Virtuality's  Vehicle:  Technology 

Technological  advances  allow  companies 
to  go  beyond  simply  speeding  up  the 
old  way  of  doing  business.  Instead,  they 
enable  companies  to  entirely  reinvent 
themselves  around  the  concept  of  the 
virtual  enterprise.  A  crucial  step  is  to 
determine  all  the  contact  points  where 
information,  transactions  and  goods 
must  flow  through  the  front  and  back 
offices  of  an  enterprise,  as  well  as 
through  to  suppliers  and  customers.  As 
the  diagram  shows,  these  interaction 
points  are  opened  up  electronically.  The 
better  job  you  do  of  opening  up  these 
points  of  integration,  both  internal  to 
the  company  and  with  partners  —  sup- 
pliers and  customers  —  the  more  busi- 
ness you  will  do  and  the  more  profitable 
the  enterprise  will  be.  While  these 
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Supply  chain  got  some  kinks? 


With  D&B's  information,  the  path  from  your  back  office 
to  your  front  office  becomes  more  efficient.  And  more  profitable. 


Maximizing  your  bottom  line  often  lies  in  a  single  factor: 
how  well  you  integrate  your  supply  and  demand  chain. 

When  information  runs  seamlessly  between  the  two, 
you  can  better  tailor  your  operation  to  the  needs  of 
your  marketplace.  But  only  when  you  have  all  the 
information.  D&B  provides  just  that-critical  infor- 
mation for  your  supply  and  demand  chain. 

Organize.  Analyze.  Predict.  That's  what  it  comes 
down  to,  and  D&B  can  help  you  every  step  of 
the  way.  Our  exclusive  and  globally  recognized 
D&B  D-U-N-S*  Number  helps  you  organize 
your  information,  so  you  gain  efficiencies  as  well 
as  insight  on  suppliers,  customers  and  prospects. 

Our  in-depth  information  on  these  companies  makes 
you  more  knowledgeable  so  you  can  expertly  analyze 


your  position.  You'll  credit  screen  suppliers  and  cus- 
tomers, and  identify  quality  prospects  with  confidence. 

By  constantly  monitoring  our  information,  we  can 
help  you  predict  changes  in  creditworthiness,  market 
demands,  even  the  potential  of  new  customers. 

With  the  help  of  D&B's  information,  you'll  create 
one  powerful,  central  database  that  helps  you 
increase  purchasing  efficiency  while  more  effectively 
determining  demand  and  pinpointing  your  best 
customers.  And  that  ultimately  translates  into 
more  profits. 

Organize.  Analyze.  Predict.  With  D&B,  that's  how 
you'll  untangle  your  supply  chain  and  create  a  more 
efficient  link  between  your  front  and  back  offices. 
A  link  that  will  do  wonders  for  your  bottom  line. 


Find  out  how  D&B  can  help  manage  your  supply 
chain.  Call  one  of  our  information  specialists  at 
1-800-648-4711 


Dun  &  Bradstreet 


Visit  us  at  www.dnb.com 
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UPS  Uses  SynQuest  Software  to 
Forecast  New  Service  Offerings 

New  service  offerings,  such  as  guaranteed  on-time  ground  delivery,  can  have  a 
significant  impact  on  United  Parcel  Service's  bottom  line  —  especially  given 
the  opportunities  provided  by  the  $70  billion  U.S.  package  delivery  market. 
To  help  decide  which  new  services  make  it  to  market,  UPS  uses  supply-chain 
planning  software  from  SynQuest  that  forecasts  revenues  and  profitability  of 
new  offerings,  rather  than  the  typical  orders  and  inventory  forecasts. 

At  any  given  time,  UPS  may  be  considering  dozens  of  different  business  sce- 
narios. Because  of  the  volume  of  scenarios  that  UPS  evaluates  every  day,  the 
SynQuest  software  is  often  run  more  than  once  a  day.  "We  enter  cost  drivers 
and  revenue  forecasts  for  each  new  initiative,"  said  Ed  Davenport,  UPS  man- 
ager of  long-range  strategic  analysis,  "and  the  software  provides  us  with  pro 
forma  financial  statements,  allowing  us  to  more  easily  make  strategic  decisions." 

By  using  the  software,  UPS  has  reduced  the  average  time  to  evaluate  the 
financial  impact  of  strategic  decisions  from  six  weeks  to  less  than  one  week. 
The  company  has  been  using  the  software  since  1996,  and  most  of  the  major 
initiatives  introduced  during  that  time  have  been  evaluated  using  the  software. 
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Enabling  Dynamic,  Customer  Centric  Supply  Chains 

1*354  #S-|I:     Customer-focused  supply-chain  execution  has  emerged  as  the 

key  to  sustained  competitive  advantage  and  growth.  And  with 

I    J.D.  Edwards  SCOREx  (supply-chain  optimization  and  real- 

*  ^^     time  extended  execution),  broad,  robust  functionality  is  deliv- 

W  Jf>     JH  I     ered  via  distributed,  network-centric  computing  —  making  it 

easy  to  do  business  the  way  your  customers  want. 

"We've  gone  beyond  client-server  to  truly  configurable  network  computing," 
says  Dr.  Travis  White,  vice  president,  product  strategies  for  J.D.  Edwards.  "Our 
J.D.  Edwards  SCOREx  software  provides  not  only  a  more  comprehensive  look 
at  your  supply  chain,  but  also  the  ability  to  quickly  and  easily  alter  processes 
within  it.  We  push  you  well  beyond  the  boundaries  of  your  enterprise  to  your 
suppliers,  distributors  and  clients  —  facilitating  rapid  changes  from  a  single 
point  of  control." 

Based  on  the  company's  OneWorld  architecture,  J.D.  Edwards  SCOREx  is 
designed  for  networks,  not  individual  machines,  so  a  single  version  of  software 
is  deployable  universally:  "Any  server,  any  client,  anywhere,  anytime,"  says 
White.  And  it  has  a  uniform  interface  for  all  applications. 

"We  have  a  large  functionality  footprint," 
White  adds,  "and  what  we  don't  build  ourselves, 

we  integrate  from  third-party  vendors.  We  pro-  Enterprise  Software 

vide  supply-chain  solutions  for  companies  that 
are  preintegrated  and  highly  interoperable."  How  it  ought  to  be~ 
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concepts  are  typically  applied  to  hard 
goods  as  a  product,  the  Yankee  Group 
stresses  that  competitive  pressures  are 
driving  service-oriented  industries  such 
as  banks  and  utilities  to  SCM  as  well. 

The  Big  Wired  Picture 

One  of  the  chief  influences  behind  the 
shift  to  the  virtual  enterprise  model  is 
the  Internet,  which  has  revolutionized 
the  buying  process  in  favor  of  the  pur- 
chaser. As  businesses  head  into  the 
future,  they  need  to  capitalize  on  the 
"information  highway"  alongside  their 
own  enterprise-wide  software  in  order  to 
recast  themselves  around  the  idea  of  elec- 
tronic connectivity.  Using  the  Internet 
enables  companies  to  push  the  evolution 
of  SCM  to  a  stage  beyond  mere  efficien- 
cy: one  that  truly  delivers  customer  sat- 
isfaction through  electronic  commerce. 

The  Internet  as  Facilitator 

While  the  World  Wide  Web  has  gener- 
ated tremendous  consumer  excitement 
as  a  giant  "shopping  mall"  for  retailing, 
this  application  is  of  little  use  to  com- 
panies, which  do  most  of  their  business 
with  trading  partners,  not  retail  shop- 
pers. To  get  their  feet  wet,  many  com- 
panies are  using  the  Internet  to  enhance 
communications,  advertising  and  cus- 
tomer service.  As  they  progress,  they  are 
also  exploring  ways  to  expand  its  use  for 
complex  transactions  with  their  business 
partners. 

One  hot  area  is  using  the  Internet  as 
a  vehicle  for  extranets:  formalized,  vir- 
tually private  structures  that  electroni- 
cally link  suppliers  and  customers.  They 
provide  the  basis  for  back-and-forth 
flows  of  information  and  transactions 
between  companies  that  are  continu- 
ously doing  business.  In  this  role,  the 
Internet  is  an  excellent  facilitator.  For 
example,  transmitting  an  E-mail  with  a 


When  Ace  Hardware  needed 

innovative  environmental 

solutions,  they  chose  a  name 

they  could  count  on: 


Tye  Thompson  specializes  in  trans- 
portation solutions  at  Ryder.  He  and  his 
team  are  helping  Ace  experiment  with 
natural  gas  to  power  their  fleet.  So  far, 
the  results  have  been  doubly  successful: 
lower  emissions  and  reduced  fuel  costs. 
Which  means  everyone,  even  the 
accountants,  can  breathe  easier. 

At  Ryder,  you'll  find  lots  of  people  like 
Tye — people  who  make  it  their  mission 
to  help  companies  like  Ace,  Quaker  State, 
and  Club  Car  become  more  efficient 
and  profitable. 

Want  to  know  more?  Visit  us  at 
www.ryder.com  or  call  1  800  RYDER  OK, 
ext.  608.  It's  time  you  got  to  know  us 
on  a  first-name  basis. 


©1998  Ryder  System,  Inc. 
NYoc    Ryder  is  an  equal  opportunity  employer. 
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Bringing  e-Business  to  Your  Business 

OneWave  utilizes  innovative  consulting 
methodologies  combined  with  cutting- 
edge  technical  capabilities  to 
conceptualize,  design,  develop,  and 
deploy  cross-enterprise,  e-Business 
solutions.  We  specialize  in  the  areas  of: 

•  Supply  Chain  Management 

•  Demand  Chain  Management 

•  Order  Management 

•  Customer  Service 

•  ERP  Integration 

•  Distribution  Management 

For  more  information, 
call  us  at  1.617.923.6789 


www.onewave.com 


detailed  order  is  easier  and  more  effec- 
tive than  sending  a  fax  or  making  a 
phone  call.  This  also  eases  doing  busi- 
ness overseas  by  collapsing  time  zones 
and  reducing  expensive  phone  calls.  The 
Yankee  Group  believes  that  secure 
extranets  can  increase  inter-company 
exchanges  beyond  the  scope  of  stan- 
dardized Electronic  Data  Interchange 
(EDI)  documents,  such  as  purchase 
orders  and  shipping  notices. 

E-Business 

So  far,  few  enterprises  have  exploited  the 
deeper  potential  of  cutting-edge  infor- 
mation technology  to  conduct  electron- 
ic business.  In  many  ways,  this  capabil- 
ity —  using  Internet  technology  to 
enhance  the  production  and  delivery  of 
products  and  services  to  market  —  is 
still  being  defined.  The  automotive 
industry  illustrates  how  a  new,  flexible, 
highly  adaptable  supply  network  is 


Dun  &  Bradstreet  and  Ryder  Transportation  Services: 
A  Case  Study 

Integrating  critical  information  with  enterprise  resource  planning  is  the  key  to 
understanding  the  maze  of  relationships  between  a  company  and  its  suppliers 
and  customers.  So  when  Ryder  Transportation  Services  (RTS),  a  division  of 
Ryder,  the  global  logistics  and  transportation  solutions  company,  wanted  a 
multi-dimensional  view  of  all  its  business  partners,  it  turned  to  Murray  Hill, 
N.J. -based  Dun  &  Bradstreet  (D&B),  whose  credit,  marketing  and  supplier 
information  accelerates  and  improves  decisions  governing  companies'  supply 
and  demand  chains. 

"The  D&B  D-U-N-S  Number  (Data  Universal  Numbering  System)*  helps 
us  identify  business  family  relationships,  so  that  we  better  understand  our  Rill 
exposure  to  a  customer,  better  manage  suppliers  and  prioritize  selling  efforts 
through  D&B  Market  Spectrum,  D&B's  database  marketing  product,"  says 
Barrett  Sullivan,  director-Credit  and  Compliance  at  Ryder's  Shared  Services 
Center  in  Atlanta.  "By  integrating  D&B  information  directly  into  our 
accounts,  we  can  instantly  get  a  more  complete  view  of  our  customers, 
prospects  and  suppliers.  We  have  an  absolute  picture  of  our  accounts  that  we 
never  had  before." 

"Progressive  companies  like  Ryder  are  embedding  reliable  D&B  information 
in  their  supply  and  demand  chains  to  increase  sales  to  current  and  new  cus- 
tomers, streamline  vendor  costs  and  risk-management  processes,  and  improve 
collection  efforts,  ultimately  increasing  profits  and  cash  flow,"  said  Andre 
Dahan,  president,  Dun  &  Bradstreet-U.S. 

'  The  D-U-N-S  Number  tracks  nearly  SO  million  businesses  wor I. 


being  enabled  by  the  Internet  through 
such  initiatives  as  ANX  (Automotive 
Network  Exchange).  Chrysler,  Ford  and 
General  Motors  are  the  main  sponsors 
of  ANX,  along  with  seven  of  their  major 
suppliers.  ANX  is  a  collaborative,  secure 
extranet  designed  to  support  electronic 
commerce  and  data  transfer  among 
hundreds  of  participants  in  the  auto 
industry  supply  chain.  By  replacing 
direct  EDI  links,  ANX  will  reduce 
telecommunications  costs  by  70%  and 
allow  participants  to  electronically  route 
order  information,  purchase  orders, 
product  shipment  schedules  and  CAD 
files  among  all  participants. 

In  light  of  the  customer's  newly 
minted  status,  the  Yankee  Group  believes 
that  companies  need  to  engage  suppliers 
to  do  more  than  simply  fill  purchase 
orders.  One  example  is  to  collaborate  on 
engineering  and  design.  Instead  of  telling 
a  supplier,  "I  want  you  to  build  me  this 
drive  train,  and  I  want  it  to  meet  these 
specs,"  a  company  can  elicit  suggestions 
and  involve  the  supplier  in  the  early 
stages.  If  suppliers  are  producing  the 
equipment  in  the  first  place,  they  are 
undoubtedly  experts.  Why  not  take 
advantage  of  their  experience? 

SCM  Software:  Build  vs.  Buy 

Business  software  development  is  pro- 
gressing in  tandem  with  the  new  reali- 
ties of  the  virtual  enterprise.  Starting 
with  EDI,  software  is  evolving  beyond 
applications  that  automate  processes 
within  companies  to  those  that  auto- 
mate and  link  processes  across  entities. 
One  of  the  first  questions  facing  com- 
panies building  SCM  solutions  is 
whether  to  do  it  internally,  externally 
(e.g.,  outsourcing)  or  buy  it  off-the- 
shelf.  When  making  the  decision,  com- 
panies need  to  evaluate  their  own 
resources  —  financial,  time  and  personnel 


When  ASAP  Isnl 
Soon  Enough... 

Only  QAD  Offers  Industry-Specific  Solutions  for  Automotive,  Consumer  Products, 
Electronics,  Food  &   Beverage,  Industrial   Products,  and   Medical   Industries. 

Get  Supply-Chain- 
Enabled  ERP  NOW. 


Fact  is,  long  before  anyone  else  even  recognized 
the  possibility,  QAD  treated  the  supply  chain  concept 
and  delivered  MFC/ PRO,  a  breakthrough  business 
solution  that  revolutionized  the  industry.  And  we  are 
now  far  ahead  of  the  pack  when  it  comes  to  rapid 
deployment  of  supply-chain-enabled  ERP  solutions 
with  1 ,000+  concurrent  users.  In  less  time  than  it 
takes  other  suppliers  to  define  your  requirements,  we 
can  roll  out  industry-specific  solutions  that  will  take 
you  securely  into  the  next  millennium. Thanks  to  our 
rapid    implementation    methodology,    unrivaled 


expertise  in  distributed  operations,  and  global 
alliances,  QAD's  latest  supply  chain  software  is 
installed,  on  average,  in  four  months  —  no  matter 
where  your  sites  are  located.  And  because  of  the 
softwares  proven  scalability,  additional  sites  can  be 
rolled  out  virtually  overnight.  No  wonder  nearly 
2,000  companies,  comprising  300,000+  users 
worldwide,  have  chosen  QAD.  They  invest  in  facts. 
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QAD 

77ie  speed  to  run  your  businessr 


QAD  GLOBAL  MARKETING    6450  VIA  REAL    CARPINTERIA,  CALIFORNIA  930  !  3  USA     TEL:  +  I   800  2  I  8  3434  X444     WWW.QAD.COM 

QAD.  the  QAD  logo,  and  MFG/PRO  are  trademarks  or  registered  trademarks  of  QAD  Inc  All  other  products  and  company  names  are  used  for  identification  purposes  only,  and  may  be  trademarks  of  their  respective  owners. 
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—  and  then  consider  the  following: 

•  How  long  will  it  take  for  in-house 
development  of  a  fully  operational 
solution  from  scratch?  Will  outside 
expertise  speed  the  operation?  What 
other  benefits,  such  as  expertise  and 
experience,  might  be  gained  from 
the  process? 

•  What  are  the  relative  risks  of 
insourcing  vs.  outsourcing? 

•  Which  parts  of  the  solutions  should 
I  outsource?  Should  I  employ  a  sys- 
tems integrator? 

•  Can  a  shrink-wrapped  application 
save  time?  Money? 

•  Where  do  I  integrate  new  systems  with 
existing  systems?  Do  any  components 
need  to  be  replaced  or  upgraded? 

•  How  do  I  select  applications  and 
solutions  providers? 

Ultimately,  the  Yankee  Group  recom- 
mends   buying   commercial   systems 


instead  of  building  in-house. 
Quite  simply,  time  spent  "getting 
up  to  speed"  is  wasted  time  — 
and  wasted  money.  Application 
developers  such  as  J.D.  Edwards 
and  QAD  have  come  a  long  way 
in  providing  pre-packaged  capa- 
bilities, but  don't  expect  to  find 
the  perfect  "shrink-wrapped"  or 
off-the-shelf  SCM  solution  that 
can  be  installed  right  from  the 
box.  The  close  synchronization 
that  has  to  exist  between  an 

IT 

off-the-shelf  system  and  your 
business  will  require  some  customiz- 
ing. Furthermore,  without  integration 
between  new  and  existing  processes,  no 
software  solution  is  going  to  be  effective. 
An  Advanced  Planning  and  Scheduling 
(APS)  system  offered  by  such  vendors  as 
Manugistics,  Logility  and  Synquest  can 
help  formulate  an  optimized  schedule 


Logility  Provides  Internet-Based  Collaborative 
Planning  Solution  for  Heineken 

Logility,  Inc.  develops,  markets,  installs  and  supports  state-of-the- 
art  software  applications  that  optimize  operations  throughout  the 
value  chain.  Logility  Value  Chain  Solutions  (LVCS)  software  cut 
Heineken's  order  cycle  time  from  10-12  weeks  to  4-6  weeks.  Uti- 

Mlizing  HOPS  (Heineken  Operational  Planning  Systems),  devel- 
oped by  Logility,  beer  distributors  can  plan  inventory  replenish- 
ment and  forecast  customer  demand  via  the  Internet,  modifying 
and  submitting  orders  using  a  Web  browser  and  Heineken's  innovative  extranet. 
Using  criteria  such  as  historical  performance,  seasonal  trends  and  planned 
promotions,  LVCS  generates  orders  and  replenishment  recommendations  for 
Heineken's  distributors  —  allowing  them  to  spend  less  time  on  conventional 
communications  to  Heineken  and  more  time  selling  beer.  Andrew  Thomas, 
director  of  operations  planning  for  Heineken  USA,  agrees:  "This  program 
enables  Heineken  or  any  company  to  place  the  focus  of  its  entire  business 
system  on  the  marketplace  where  it  belongs." 

HOPS  utilizes  Logility's  award-winning  Demand  and  Supply  Chain  Voyager'" 
to  share  forecasts  and  inventory  replenishment  plans  with  their  distributors. 
LVCS  uses  an  Oracle  database,  runs  on  Windows  NT "''  or 
Unix®  and  supports  all  types  of  Windows'"  clients. 
For  more  information,  call  1-800-762-5207  or  visit 
www.logility.com. 


for  procuring  the  materials  needed  for 
manufacturing  and  distributing  the  final 
products.  But  the  actual  execution  of 
these  plans  is  still  dependent  upon  your 
existing  capabilities,  such  as  manufac- 
turing, transportation  and  logistics  man- 
agement systems. 

Logistics: 
Delivering  the  Goods 

The  ability  to  ship  products  efficiently 
between  companies  —  a  process  known 
as  logistics  —  is  crucial  to  the  survival 
of  the  virtual  enterprise.  Successful  orga- 
nizations realize  that  without  the  criti- 
cal last  step  of  delivering  a  product  to 
market,  all  of  the  other  work  will  be  in 
vain.  Today's  logistics  providers,  such  as 
Ryder,  Menlo  Logistics  and  even  the 
U.S.  Postal  Service,  are  enhancing  their 
service  portfolios  to  help  customers 
achieve  their  own  success.  Few,  if  any, 
manufacturing  firms  consider  physical 
logistics  to  be  a  core  competency;  for 
most  it  is  simply  a  necessary  step  to 
both  securing  supplies  and  delivering 
their  product  to  market. 

The  Yankee  Group  advises  corpora- 
tions to  look  hard  at  their  logistics  ser- 
vices providers  and  closely  evaluate  their 
offerings.  Companies  will  find  many 
opportunities  to  streamline  and  focus 
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Global  Delivery  Services     can  help  you 
cut  down  on  paperwork,  speed  packages 
through  customs  and  give  you  the 
resources  to  reach  customers  in  every 
country.  Think  of  us  as  your  partner  to 
help  compete  in  the  global  marketplace. 
Visit  us  at  http://www.uspsglobal.com 
or  call  us  at: 

t_800-THE-USPS  x206i 
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We  deliver. 
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operations.  For  service  providers,  this 
means  an  opportunity  to  coordinate 
increasingly  complex  transportation  and 
delivery  networks  and  the  information 
systems  that  lie  at  their  core. 

Business  Survival  Guide: 
Stay  Informed! 

In  today's  fast-paced,  global  business 


environment,  companies  need  to  make 
strategic  decisions  in  a  real-time  world, 
where  time  and  distance  disappear  as 
technology  captures  information  and 
generates  a  nearly  instantaneous  response. 
Whether  the  aim  is  to  find  a  manufac- 
turer for  an  innovative  component,  locate 
a  cheaper  source  of  raw  materials  or 
factor  consumer  tastes  into  a  new  prod- 


Helping  Companies  Realize 
the  Potential  of  E-business 

"As  the  21st  century  approaches,  businesses  are  looking  to  the 
Internet  to  align  with  their  partners,  integrate  supply  and 
demand  chains  and  gain  competitive  advantage.  From  design 
to  delivery,  supplier  to  customer,  OneWave's  innovative  con- 
sulting methodologies,  strategic  vision  and  expertise  managing  complex  inte- 
gration projects  have  enabled  our  clients  to  realize  the  true  potential  of 
E-business." 
Lennart  Mengwall  •  Chairman  and  CEO  •  OneWave,  Inc. 

To  learn  more,  please  call  617-923-6789. 


Creating  Unique  Customer  Value: 

U.S.  Postal  Service  and  Home  Shopping  Network 

"We  are  logistics  and  distribution  experts  with  the  largest  trans- 
portation network  in  the  world,"  says  David  A.  Shinnebarger, 
managing  executive,  marketing  and  strategy  for  the  U.S.  Postal 
Service  Expedited  and  Package  Services.  "And  we  help  companies 
drive  costs  out  of  their  supply  chain.  Our  transit  time  is  equal  to  or  better  than 
our  competition,  our  unit  cost  is  lower  and  we  are  providing  better  brand  value." 
No  one  knows  this  better  than  the  Home  Shopping  Network,  an  electronic 
retailer  which  last  year  shipped  over  23  million  packages  through  the  Postal 
Service,  in  a  strategic  alliance  that  has  reduced  the  company's  transit  times,  low- 
ered its  inventory  and  shipping  costs  and  increased  its  shareholder  value.  Cus- 
tomized Postal  Service  shipping  boxes  have  also  helped  build  Home  Shopping 
Network  brand  awareness. 

Mike  Hopkins,  Home  Shopping  Network's  executive  vice  president  of  oper- 
ations, says:  "The  U.S.  Postal  Service  has  demonstrated  its  ability  to  be  both 
innovative  and  creative  with  respect  to  helping  us  efficiently  serve  our  broad 
national  customer  base.  Our  intent  is  to  expand  the  use  of  Priority  Mail  and 
take  full  advantage  of  its  delivery  confirmation  capabilities." 

"We  have  become  a  truly  market-driven,  customer-focused  company  that 
provides  business-sawy  shipping  solutions,"  adds  Shinnebarger. 

PRIORITY 
MAIL 

UNITEO  STATES  POSTAL  SERVICE™ 
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uct  design,  good  information  is  vital. 
Skillful  management  of  information  and 
equally  adroit  use  of  this  knowledge  to 
make  decisions  are  the  basis  for  building 
an  effective  —  not  just  efficient  — 
enterprise.  Companies  that  miss  oppor- 
tunities or  shrug  off  mistakes  because  of 
ignorance  are  bound  to  finish  last. 

Supply  Partners 

The  Internet  presents  a  paradox  with 
regard  to  supply  partners.  The  trend 
among  practically  all  businesses  to  pro- 
mote themselves  on  the  Internet  has  fed 
the  image  of  a  futuristic  world  where,  in 
an  instant,  companies  can  do  business 
with  any  supplier,  in  any  part  of  the 
world.  The  reality  is  altogether  different: 
Companies  generally  stick  with  estab- 
lished suppliers  —  and  for  good  reason. 
If  a  company  has  been  doing  business 
with  an  established  supplier,  it  has  gen- 
erally built  some  base  of  information  on 
that  supplier.  This  long-term  relation- 
ship mitigates  many  of  the  risks  associ- 
ated with  a  business  transaction,  be  it  a 
purchase  order  or  an  engineering  change 
order.  Furthermore,  it  skirts  the  techno- 
logical difficulties  associated  with  adapt- 
ing to  a  new  supplier's  trading  methods 
and  systems.  Risk  can  never  be  elimi- 
nated, but  it  can  be  managed  by  staying 
with  a  tested  supplier.  Simply  seizing 
upon  an  untried  supplier  via  the  Inter- 
net is  not  the  best  way  to  manage  risk. 
Nevertheless,  when  a  company  makes 
a  decision,  such  as  bringing  a  new  prod- 
uct to  market,  it  no  longer  needs  to 
restrict  itself  to  old  supply  chains.  But 
there  are  obstacles  to  overcome.  Where 
does  it  locate  new  suppliers  and  how 
does  it  gather  financial  information  to 
gauge  the  stability,  reliability  and  credi- 
bility of  suppliers  once  it  finds  them?  In 
all  instances,  the  Internet  is  helping  to 
diminish  these  hurdles,  along  with  a 


GREAT  PERFORMANCES 


COMPOSING  SYMPHONIES 
OPTIMIZING  SUPPLY  CHAINS 


GREAT  PERFORMANCES  DON'T  JUST  HHPPEN. 

It  takes  genius  to  create  a  masterpiece  in  music 
-and  in  business. 

Orchestrating  all  the  players  across  the  supply  chain  with  strategic, 
tactical  and  operational  software,  SynQuest  is  optimizing  supply 
chain  performance.  Which  translates  into  lower  costs  and  greater 
profitability  for  our  customers. 

What  do  we  consider  a  great  performance? 

Delivering  office  furniture  products  in  two  days  while  the 
competition  takes  five  weeks.  Slashing  $72  million  out  of  a 
European  consumer  goods  supply  chain.  Driving  market  share 
up  for  a  sporting  goods  manufacturer  from  50  to  62  percent 
without  additional  capital  investment. 


At  SynQuest,  we  optimize  performance  for  our  customers 
around  the  world. 

TOGETHER.  WE  CRN 

THE  NEXT  GRERT  PERFORMANCE  YOURS. 

Call  us  for  your  free  copy  of  Performance  Optimized, 

a  guide  to  the  Financial  Optimization  of  complex  supply  chains. 

800.844.3228 
www.synquest.com 
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number  of  companies  that  are  position- 
ing themselves  in  this  vital  information 
market.  Many  are  creating  innovative 
ways  to  provide  information  in  a  useful 
format,  such  as  cataloging  products  and 
presenting  financial  data  on  companies. 
One  example  of  this  is  Dun  &  Brad- 
street,  which  has  emerged  as  an  integrat- 
ed provider  of  high-value  credit,  suppli- 
er and  marketing  information  service 
solutions  for  SCM  and  e-commerce. 

While  the  Internet  offers  the  oppor- 
tunity to  pick  and  choose  from  among 
a  universe  of  suppliers,  the  reality  is  that 
most  companies  want  to  deal  directly 
with  fewer  vendors  rather  than  more. 
But  this,  too,  is  risky:  What  if  the  ven- 
dors that  a  company  is  now  completely 
wedded  to  start  jacking  up  their  prices? 
To  protect  itself  from  being  locked  in,  a 
company  should  gather  information  on 
what  other  vendors  are  supplying  and 


charging.  This  enables  a  company  to 
confidently  limit  its  dealings  to  a  select 
few,  while  determining  what  can  be 
done  better. 

Virtuality's  Challenges 

Creating  a  virtual  enterprise  is  not  with- 
out difficulties.  For  one  thing,  technolo- 
gy has  its  limitations:  the  need  to  integrate 
diverse  software  standards  and  the  absence 
of  a  "magic  bullet"  cross-enterprise  solu- 
tion. But  other,  non-technical  issues  may 
block  the  path  to  a  virtual  enterprise.  The 
Yankee  Group  has  identified  a  number  of 
goals  to  work  toward  and  the  challenges 
they  present,  including: 
•  Resolving  conflicts:  If  a  company 
starts  selling  and  offering  customer 
service  directly  over  the  Internet, 
slighting  its  established  channels  — 
namely  sales,  distributors  and  mar- 
keting —  clashes  are  sure  to  result. 


Manugistics  Links  OialB 

Understanding  what  customers  want,  when  they  want  it,  and  where  they  want 
it  delivered  is  fundamental  to  successfully  managing  all  parts  of  the  supply 
chain.  This  is  especially  true  for  fast-growing  companies  like  Oral-B,  a  world 
leader  in  the  science  of  tooth  and  gum  care.  As  part  of  The  Gillette  Company, 
Oral-B  was  faced  with  the  challenge  of  customizing  its  supply  chain  to  better 
meet  customer  demand  for  its  varying  product  lines.  Oral-B  needed  a  supply- 
chain  solution  that  would  help  it  gain  a  competitive  advantage  through 
improved  customer  service  and  reduced  inventory  levels. 

"Oral-B  recognized  that  to  maintain  its  business  growth  it  needed  an  inte- 
grated supply-chain  management  system  that  linked  together  all  the  processes 
and  functions  within  the  supply  chain:  forecasting,  supply  planning,  product 
deployment,  manufacturing  and  capacity  planning,"  says  Brad  Newman,  direc- 
tor of  planning  and  logistics  for  Oral-B  in  North  America.  "We  chose  Manugis- 
tics5  for  its  synchronized  supply-chain  capabilities,  enabling  the  company  to 
effectively  manage  and  optimize  its  business  processes  from  forecasting  to 
inventory  deployment." 


Manugistics* 


working  as  one 


•  Forging  tighter  relationships:  If  such 
concepts  as  collaborative  design  and 
engineering  are  to  work,  companies 
must  share  proprietary  information 
and  yield  some  control  over  internal 
matters  to  partners. 

•  Streamlining  organizations:  If  com- 
panies are  to  become  highly  flexible, 
high-speed  operations  where  infor- 
mation flows  freely,  layers  of  man- 
agement —  and  jobs  —  have  to  be 
eliminated. 

•  Inventing  new  roles:  If  business  is 
no  longer  conducted  "as  usual," 
then  the  functions  of  many  players 
have  to  change.  For  example,  adver- 
tising and  marketing  have  to  switch 
from  issuing  one-way  sales  messages 
to  fostering  interaction  between  con- 
sumers and  the  virtual  enterprise. 

The  Future:  E-Business 

What  can  ultimately  be  achieved  is  true 
electronic  business.  The  term,  though 
still  evolving,  embraces  the  shifts  that 
businesses  need  to  make.  As  we  have 
hoped  to  illustrate,  these  shifts  go 
beyond  the  IT  environment  and  ulti- 
mately encompass  a  fundamental  change 
in  business  structure  and  strategy. 
E-business  implies  that  the  entire  orga- 
nization must  be  restructured  around 
the  idea  of  inter-connectivity.  Compa- 
nies no  longer  compete  one-on-one; 
they  compete  in  teams.  With  this  in 
mind,  the  virtual  enterprise  can  only 
thrive  to  the  degree  that  companies 
forge  tighter  and  tighter  relationships 
with  supply  chains,  distribution  chains 
and  third-party  logistics  providers. 

The  Yankee  Group  can  be  reached  for 
comment  at: 

The  Yankee  Group 

31  St.  James  Ave. 

Boston,  MA  02116-4111 

617-956-5000 

e-mail  wiUiamsmulsky@yankeegroup.com 


Your    Transportation    Needs    Have 


Evolved, 


o     Have 


►  A  chemical  company  needs  to  shut 
down  warehouses  without  shutting  out 
customers.  Con-Way  Transportation 
engineers  a  new  distribution  system  to 
keep  service  rolling.  A  manufacturer 
needs  to  deliver  one-ton  jet  engines  to 
buyers  around  the  world.  Emery  World- 
wide mobilizes  its  global  multi-modal 
capabilities  to  meet  the  challenge.  A 
computer  maker  needs  to  beat  the 
competition  to  market.  Menlo  Logistics 
devises  a  system  for  packaging  products 
en  route,  shortening  the  supply  chain. 
The  U.S.  Postal  Service  builds  a  $1.7  billion  network  to  move  its  Priority  Mail.  The  CNF  group  of  com- 
panies integrate  their  services  to  deliver.  That's  the  kind  of  thinking  you'll  get  when  you  work  with  the 
market  leaders  of  CNF.  We've  evolved  into  the  transportation  company  that  can  carry  you  into  the  next 
century  -  bringing  you  both  innovative  ideas  and  the  resources  to  put  them  in  motion. 


C/IF 

TRANSPORTATION 


Where  ideas  carry  weight 


Emery    Worldwide     ♦     Con-Way    Transportation    Services     ♦     Menlo    Logistics      http://www.cnf.ci 


Hew  OneWerld  helped 

Pericom  put  Hs  finger  on  Hie  pulse 

of  supply  chain  management. 
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How  does  a  leader  in  high-speed  circuits 
give  customer  satisfaction  a  jolt?  Pericom 
Semiconductor  Corporation  does  it  by 
automating  their  supply  chain,  from 
manufacturing  through  distribution  and 
back  office  financials.  With  OneWorld" 
enterprise  software  from  J.D.Edwards. 
According   to   Dan   Wark,   V.P.   of 


Operations,  "We  wanted  a  partner  that's 
going  to  be  there  for  the  long  haul,  one 
that's  going  to  be  an  A-team,  top-tier  player. 
We're  very  pleased  with  having  chosen 
J.D.Edwards." 

Since  the  implementation  of  OneWorld, 
Pericom  finds  it  easier  to  short-circuit  problems 
and  keep  customers  wired  in.  Says  Wark, 

IDEdwards 

Enterprise    Software 

How  it  ought  to  be™ 


"Now  customers  get  delivery  quotes  on-line 
and  we  can  easily  quote  the  status  of  any  order." 

The  result?  Less  waiting.  An  easier  way 
to  do  business.  And  much  happier  customers. 

That's  how  enterprise  software 
ought  to  be.  It  can  be  for  you,  too.  To  find 
out  more,  call  1-800-727-5333  or  visit 
www.jdedwards.com/customer. 


Dan  Wark 

VP  cf  Operations 

Pericom  SemkonliKtor  Corp. 


By  Thomas  Sowell 


Anti-American  Americans 


Guilt  ridden 
Americans 
might  do 
well  to  read 
The  Rape  of 
Nanking  or 
Prisoner  of  the 
Rising  Sun. 


E\t.ry  August,  there  are  American  citizens 
who  journey  to  Japan  to  abase  themselves  and 
their  country  at  Hiroshima  and  Nagasaki.  The 
Japanese  do  not  go  to  Nanking,  where  they 
slaughtered  more  Chinese,  in  more  brutal  and 
sadistic  ways,  than  those  who  were  killed  in 
both  of  these  Japanese  cities  combined. 

What  was  unique  about  Hiroshima  and 
Nagasaki  was  the  technology  with  which 
people  were  killed — not  the  number  killed. 
More  Germans  were  killed  with  older  types 
of  bombs  at  Dresden  and  more  Japanese 
were  killed  in  the  invasion  of  Okinawa  than 
died  at  either  Hiroshima  or  Nagasaki. 

Technological  differences  are  not  moral 
differences.  Of  all  the  people  killed  during 
World  War  II,  less  than  one  percent  were 
killed  in  these  two  cities  combined.  If  killing 
is  wrong,  even  in  wartime,  then  why  not 
condemn  the  killing  of  the  99  percent, 
rather  than  single  out  the  1  percent? 

The  awesome  power  of  nuclear  weapons, 
which  has  hung  over  all  our  heads  ever  since 
they  were  invented,  is  certainly  a  reason  to 
lament  that  such  things  are  even  possible. 
Winston  Churchill  spoke  of  the  secrets  of 
the  atom  as  knowledge  that  was  long  "mer- 
cifully withheld  from  man." 

But  it  was  knowledge  that  our  enemies 
w  ere  seeking,  which  is  what  prompted 
Albert  Einstein — a  pacifist — to  urge  Presi- 
dent Roosevelt  not  to  let  the  Nazis  be  the 
first  to  get  it. 

In  addition  to  those  merely  unthinking  or 
naive  Americans  who  journey  to  Hiroshima 
and  Nagasaki  every  August,  there  are  mem- 
bers of  the  media  and  academia  who  can 
seldom  pass  up  an  opportunity  to  be  morally 
one-up  on  others  in  general  or  to  be  anti- 
American  in  particular.  In  addition,  "revision- 
ist" historians  have  spread  the  claim  that  the 
bombing  of  these  Japanese  cities  was  unnec- 
essary, that  Japan  was  ready  to  surrender,  that 
an  invasion  would  not  have  been  so  bad. 

Some  of  the  more  vicious  anti-Americans 
say  that  this  terrible  weapon  would  never 
have  been  used  against  white  people.  What 
color  do  they  think  the  people  were  in 
Dresden?  The  first  experimental  nuclear 
bomb  had  not  yet  been  tested  when  Dres- 
den was  obliterated  and  its  inhabitants 
incinerated  from  the  air. 


Unlike  those  American  leaders  who  bore 
the  heavy  responsibility  of  sending  Ameri- 
can troops  into  combat  at  the  time,  these 
revisionists — a  much  too  polite  word  for 
liars — come  up  with  rosy  scenarios  in  which 
the  casualties  of  an  invasion  of  Japan  are 
estimated  to  be  a  fraction  of  what  General 
Douglas  MacArthur  or  other  leading  mili- 
tary authorities  of  the  time  foresaw. 

In  the  Pacific  war,  there  were  islands 
where  the  Japanese  defenders  who  died 
fighting  numbered  in  the  thousands,  while 
those  who  were  taken  alive  barely  numbered 
in  the  dozens — most  of  these  latter  being 
too  badly  wounded  to  either  fight  or 
commit  suicide.  With  this  kind  of  resistance 
to  the  death  being  common  among  the 
Japanese  in  defending  their  conquered  lands, 
how  could  anyone  expect  that  the  defense  of 
their  own  homeland  would  be  anything 
other  than  a  bloodbath  for  all  involved? 

Japanese  civilians,  including  children, 
were  being  trained  and  indoctrinated  to  die 
defending  Japan  from  invaders.  The  number 
who  would  have  done  so  was  undoubtedly 
larger  than  the  number  who  died  in  the 
atomic  blasts  which  spared  them,  as  well  as 
the  American  and  British  troops  who  would 
have  died  on  the  beaches  and  in  house-to- 
house  fighting  in  the  cities. 

Was  Japan  going  to  lose  the  war,  even 
without  the  atomic  bombs?  Yes — but  at  what 
price?  Would  it  have  been  possible  to  arrange 
a  Japanese  surrender  without  an  invasion? 
Perhaps,  on  terms  more  agreeable  to  the 
Japanese.  But  without  unconditional  surren- 
der and  an  occupation  of  Japan,  how  could 
this  militaristic  country  have  been  converted 
into  one  of  the  most  pacific  nations  on  earth? 

Without  the  incredible  feat  by  which  Gen- 
eral MacArthur  changed  the  ages-old  military 
traditions  of  the  Japanese,  Japan  could  have 
been  ready  to  fight  again  in  another  decade — 
and  this  time,  she  would  in  all  probability 
have  had  the  atomic  bomb.  Nor  is  there  any 
reason  to  believe  that  Japan  would  have 
shown  the  slightest  hesitation  before  using  it, 
or  the  slightest  remorse  afterward. 

Guilt-ridden  Americans  might  do  well  to 
read  The  Rape  of  Nanking  or  Prisoner  of  the 
Rising  Sun.  It  could  save  them  airfare  to 
Hiroshima  or  Nagasaki.  N 


Dr.  Thomas  Sowell  is  an  economist  and  a  senior  fellow  at  the  Hoover  Institution  in  Stanford,  Calif. 
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Heidi  Miller,  soon  to  be  chief  financial  officer 
of  behemoth  Citigroup,  is  the  keeper  of  the  all- 
important  credit  ratings  and  is  one  of  the  most 
powerful  women  executives  in  the  U.S. 

Father 
would 
kvell 

i 

90 

By  Scott  McCormack 
and  Robert  Lenzner 

Sandy  Weill's  Travelers  Corp. 
wanted   to   make    a   bid   for 
Aetna  Property  &  Casualty, 
but  tne  deal  hinged  on  lining 
up  $4  billion  in  financing  almost 
overnight.  Weill  called  in  his  newly 
installed  chief  financial  officer,  Heidi 
Miller.  He  was  depending  on  her  to 
save   the   deal.   This   required   two 
things,  both  difficult:  She  had  two 
'ays  to  come  up  with  a  plan  to  con- 
nce  Travelers'  banks  to  underwrite 
the  proposed  deal.  And  she  had  to 
ure  that  the  borrowings  wouldn't 
jten  Travelers'  credit  ratings. 

was  a  tough  weekend,"  she 

Is.  "I  didn't  get  a  lot  of  sleep 

>  figure  out  how  to  finance  thai 

We  don't  do  downgrades.  So 

hint  of  one  would  have  killed 


the  deal."  She  produced  a  complex 
but  brilliant  piece  of  financial  engi- 
neering. It  coupled  the  borrowings 
with  two  equity  offerings — one  a  pri- 
vate placement — so  that  the  deal 
wouldn't  increase  Travelers'  debt  ratio 
to  a  point  where  s&P  and  Moody's 
might  have  downgraded  its  debt,  ren- 
dering the  acquisition  too  expensive. 

"I'm  a  Jewish  girl  from  Queens.  I 
like  report  cards,  and  those  are  my 
grades,"  she  says  of  credit  ratings.  She 
gets  high  marks.  Since  1992  Moody's 
has  raised  Travelers'  corporate  rating 
from  Baal  to  Aa3. 

Three  years  on  from  that  deal, 
Miller,  45,  is  about  to  become  chief 
financial  officer  of  the  world's  largest 
financial  institution,  Citigroup,  the 
S700  billion  (assets)  combination  of 
Citicorp  and  Travelers.  Thus  she  joins 
the  sparse  ranks  of  truly  powerful 
,vomen  corporate  executives. 


But  don't  mention  that  to  her.  Her 
response  to  questions  about  how 
it  feels  to  be  a  woman  in  such  a  posi- 
tion is  a  curt:  "Frankly,  I  don't  think 
about  it." 

Miller  is  a  tough  but  somehow  dis- 
arming character.  Both  qualities  are 
needed  to  deal  with  a  company  loaded 
with  high-paid,  ego-driven  personali- 
ties like  Sandy  Weill,  John  Reed, 
James  Dimon  and  Deryck  Maughan. 
Fail  to  stand  up  to  them  and  you're 
on  the  carpet.  Rub  them  the  wrong 
way  and  you  have  a  fight  on  your 
hands.  "There  are  no  shrinking  violets 
in  this  company,"  she  says.  "Being  a 
cfo  in  a  place  where  everyone  acts  like 
a  cfo  is  a  tough  job.  It's  not  like  a 
manufacturing  company.  Everybody 
here  has  an  opinion  on  liquidity  and 
can  read  a  balance  sheet." 

Her  dentist  father,  who  practiced  in 
Flushing,  N.Y.,  got  an  early  taste  of 
her  toughness.  When  she  wasn't  inter- 
ested in  molars,  as  he  had  hoped,  he 
said  he  would  pay  her  way  through 
law  school  after  she  graduated  from 
Princeton  in  1974.  But  law  didn't 
much  interest  her.  Latin  American  his- 
tory did.  Result:  "I  put  myself 
through  graduate  school,"  she  says. 

At  Yale,  Miller  wrote  her  dissertation 
on  the  role  of  Argentinean  labor  unions 
before  the  ascent  of  dictator  Juan  Peron. 
She  finished  her  Ph.D.  in  1979,  but 
found  the  few  jobs  available  teaching 
Latin  American  history  unappealing. 

So  it  was  good-bye  to  academia. 
Chemical  Bank,  however,  was  hot  for 
recruits  who  spoke  Spanish  and  knew 
something  about  Latin  America. 
Miller  spent  the  next  13  years  there. 
Shortly  after  her  arrival,  the  Latin 
American  debt  crisis  swept  through 
the  financial  markets.  Miller  quickly 
found  herself  representing  Chemical 
at  debt-restructuring  negotiations. 

She  rose  fast,  helping  to  establish  a 
Third  World  debt-trading  desk  and  a 
corporate  finance  group  that  began 
swapping  bad  debt  for  equity  stakes  in 
local  companies.  "As  an  historian,  I 
could  make  a  leap  between  data  points 
and  understand  the  whole  picture  in  a 
way  that  many  people  might  not,"  she 
says.  She  had  a  feel  for  a  region  that 
many  were  simply  writing  off.  Miller 
negotiated  stakes  in  everything  from 
local  wineries  to  insurance  companies. 

"It  was  a  very  exciting  time  back 


Forbes  ■  August  10,  1998 


then.  We  made  a  lot  of  money  for 
Chemical,"  she  says.  Miller  eventually 
became  managing  director  and  head  of 
the  emerging  markets  structured- 
rinance  group. 

Then  Chemical  merged  with  Man- 
ufacturers Hanover  in  1992.  "We 
doubled  the  number  of  people,  and  I 
realized  it  was  going  to  take  a  while  to 
sort  out.  And  I  just  found  that 
uncomfortable,"  she  says.  In  other 
words.  Miller  had  shrewdly  analyzed 
the  situation  and  saw  that  her 
prospects  might  be  better  elsewhere. 
She  went  to  work  for  James  Dimon, 
Sandy  Weill's  protege  at  Primerica, 
which  ultimately  became  Travelers. 

"I  don't  like  change  very  much,"  she 
says  repeatedly.  "My  husband  says  that 
I  don't  even  change  lanes  on  the  high- 
wav."  To  make  sure  no  part  of  the  day 
is  wasted,  she  listens  to  taped  lectures 
on  subjects  like  philosophy  and  religion 
as  she  drives  herself  between  Manhat- 
tan and  Greenwich,  Conn.,  where  she 
lues  with  her  husband,  Brian,  head  of 
corporate  finance  at  accountants  Ernst 
&  Young,  and  her  two  sons,  Jonathan 
and  Matthew,  ages  L3  and  8. 

Whereas  many  people  would  have 
felt  uncomfortable  having  to  deal 
every  day  with  two  such  driven  and 
difficult  people  as  Sandv  Weill  and  his 
right-hand  man,  James  Dimon,  Miller 
thrives  on  it.  But  she  admits  to  some 
anxiety  at  the  prospect  of  having  to 
deal  with  a  whole  new  cast  of  charac- 
ters when  Citicorp  and  Travelers 
merge.  "Some  nights  I  don't  sleep  at 
all,"  she  confesses. 

That  hasn't  kept  her  from  concen- 
trating on  getting  Federal  Reserve 
approval  of  the  blockbuster  Citigroup 
deal.  It's  not  as  easy  as  it  sounds. 
Legally  commercial  banks  aren't  sup- 
posed to  merge  with  insurance  and 
investment  banking  operations.  So 
Travelers  must  set  up  a  bank  holding 
company  and  hope  that  Congress 
changes  the  law  within  the  next  five 
years.  In  the  meantime,  Miller  has  to 
prove  the  company  meets  countless 
stringent  reporting  requirements. 

We  couldn't  resist  asking:  What 
would  her  late  father  think  if  he  could 
see  her  now?  She  reflects  a  bit.  "I 
think  he'd  smile,  and  then  he  would 
kvell,  "  replies  Miller,  using  the  Yid- 
dish word  for  expressing  pride.  "He 
would  definitely  kvell."  H 


If  a  Rolls-Royce  and  a  Pearson  yacht  aren't  status 
enough,  there's  always  an  Alpine  log  home. 

Love  those  logs 


By  Michelle  Conlin 

Forbes  Four  Hundred  members 
Michael  Price,  Philip  Anschutz  and 
Kit  Goldsbury  all  have  one.  So  do 
Intel's  Craig  Barrett  and  Wal-Mart's 
David  Glass.  If  you're  rich  and  want 


to  one-up  your  friends,  try  getting 
your  hands  on  a  log  cabin  built  by 
Alpine  Log  Homes  in  Victor,  Mont. 
Abe  Lincoln  would  not  feel  at 
home  in  one  of  these.  Average  stick- 


The  lowly  log  cabin  goes  deluxe:  Alpine  Log  Homes  Chief  Executive  Ken  Thuerbach 

Each  home  is  built  at  the  log  yard,  disassembled  and  then  sent  to  the  customer. 


Forbes  ■  August  10,  1998 


An  entrepreneur's  digs  on  the  slopes  of  Deer  Valley,  Utah;  a  publishing  honcho's  ranch  house  in  Bozeman,  Mont 
Marble  showers?  Sub-Zero  refrigerators?  Alpine's  designers  will  fax  you  drawings  within  days. 


er  price:  $1.2  million.  Options 
include  indoor  swimming  pools  and 
movie  theaters.  The  Shangri-las  aver- 
age 6,500  square  feet — and  often  run 
larger.  The  late  Chicago  real  estate 
developer  Jerrold  Wexler  ordered  one 
with  heated  indoor  parking  big 
enough  to  hold  22  guests'  cars. 

Alpine,  as  you  can  guess,  is  the 
Rolls-Royce  of  the  highly  fragment- 
ed, $2  billion  log  home  market.  Each 
home  is  custom  designed,  built  in 
Victor  and  then  shipped  around  the 
world.  Ken  Thuerbach,  Alpine's  effu- 
sive 50-year-old  owner,  keeps  his 
products  desirable  by  keeping  them 
scarce.  Waiting  time  for  an  Alpine 
design  and  the  hand-cut  logs  is  up  to 
two  years.  "It  doesn't  matter  who 
you  are,"  he  says.  Get  in  line.  He 
builds  only  75  log  homes  a  year,  and 
last  year  alone  turned  down  more 
than  100  log-lusting  customers. 

Hundreds  of  factories  manufacture 
kits  for  assembly  into  a  home  at  a  dis- 
tant site.  Many  of  these  sell  log  struc- 
tures, but  with  big  differences:  The 
homes  are  not  prebuilt,  and  the  logs 
machine-peeled,  making  them 
look  like  broom  poles.  Thuerbach's 
arc  hand  hewn,  and  look  it.  The 
process  is  time-  and  labor-consuming, 


and  there  are  very  few  artisans  trained 
to  do  the  job.  His  15,000-square- 
foot,  $4  million  homes  can  take  half 
a  year  to  build. 

At  the  Alpine  log  yard  a  three-man 
team  of  "peelers"  hand-carve  the 
bark  off  each  lodgepole  pine  with 
long,  fluid  knife  strokes.  Next,  the 
"log  dogs"  get  busy.  Suntanned  and 
shirtless,  they  chisel  the  beams  and 

What  you  get  for  your 
patience  is  no  shack  in  the 
woods.  Kit  home  makers 
send  you  lumber  and  a 
blueprint.  Alpine  sends  you  a 
handcrafted  custom  home. 


trusses  to  fit  into  tight,  saddle-style 
notches — work  done  by  machine  in 
most  companies. 

Thuerbach  came  up  with  the  idea 
for  log  palaces  when  he  was  traveling 
the  world  as  a  freelance  management 
consultant  to  pay  off  his  student 
loans,  tanding  on  a  Nairobi  street 
corner  1972,  he  spotted  an  old 
issue  of  ;•  Mechanics  in  the 


gutter.  An  article 
about  authentic  log 
homes  predicted 
that  the  craft  would 
be  extinct  by  1990. 
Thuerbach  decided 
to  try  reviving  it  as  a 
business. 

Returning  to  the 
U.S.,  he  searched 
for  craftspeople. 
He  found  one — a 
Dutch-born  artisan 
in  his  60s  who  made 
tiny  cabins  for 
rangers  in  Rocky 
Mountain  National 
Park.  Thuerbach 
used  his  $3,000 
life's  savings  to  buy 
a  third  of  the  man's 
company.  Two  years 
later  the  Harvard 
Business  School 
grad  assumed 

$300,000  of  debt  in 
exchange    for    the 
rest.   Then   he   set 
about  training  new  craftsmen. 

Freshly  cut  live  logs  shrivel  and 
swell  as  the  temperature  changes. 
Aging  them  takes  time.  Thuerbach 
figured  out  that  using  standing  dead 
timber  would  eliminate  shrinkage  and 
settling  in  his  stately  mansions.  But 
the  Forest  Service  had  never  sold 
dead  logs  before.  Living  in  the  back 
of  his  Chevy  Suburban,  Thuerbach 
traveled  around  to  forest  stations  to 
convince  the  rangers  to  sell  him  the 
dead  trees  for  a  nickel  each. 

Is  a  handcrafted  log  home  better 
than  one  built  with  machine-peeled 
logs?  Is  a  Patek  Philippe  better  than  a 
factory-assembled  watch?  Both  keep 
time,  but  one's  a  custom  luxury  good 
and  the  other's  not.  You  can  say  the 
same  thing  about  the  Thuerbach  log 
cabins  and  the  machine  jobs.  "Each 
log  has  its  own  personality,"  gushes 
David  Meadow,  a  former  Drexel 
Burnham  Lambert  executive  whose 
6,800-square-foot  home  is  in  one  of 
Montana's  valleys  of  the  rich  and 
famous,  the  Bitterroot. 

Thuerbach's  net  margins  are  2.5 
times  the  home  building  industry 
average.  He  grosses  20%  on  $90  mil- 
lion in  sales,  numbers  that  make  most 
home  builders'  mouths  water.        Hi 


90 
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Takeover  rumors  have  swirled  around  Sweden's  Volvo, 
but  don't  take  them  too  seriously. 

Stubborn  Swede 


By  Jay  Akasie 

Will  Sweden's  Volvo  Group  sur- 
vive as  an  independent  company 
amid  the  continuing  consolidation 
in  the  worldwide  car  industry? 

Recent  meetings  between  Volvo's 
chairman,  Leif  Johansson,  and 
Volkswagen's  Ferdinand  Piech  start- 


ed the  rumor  mills  grinding.  Is 
Piech,  fresh  from  swallowing 
Britain's  Rolls-Royce,  about  to  add 
Volvo  to  his  garage? 

Don't  bet  on  it.  In  1993  a  weak- 
ened Volvo  nearly  merged  with 
Renault  of  France,  but  Volvo's  chief 


Volvo's  sleek  new  S80  (top)  comes  to  the  U.S.  this  fall;  next  year  the  S40  arrives 
Attempting  to  expand  its  markets  with  cars  that  are  sexy  as  well  as  safe. 


executive  at  the  time,  Soren  Gyll, 
killed  the  deal.  He  didn't  want 
Volvo  swallowed  by  the  larger 
Renault.  In  1977  a  plan  to  combine 
Volvo  with  its  neighbor  Saab  also 
fell  through,  and  in  the  end  GM 
acquired  a  chunk  of  Saab's  automo- 
bile business. 

Sven  Eckerstein,  Volvo  Car  Cor- 
poration's deputy  chief  executive 
officer,  rolls  his  eyes  when  prodded 
about  being  an  acquisition  target. 
"After  DaimlerChrysler,  that  ques- 
tion comes  up  again  and  again  and 
again.  Just  because  other  car  com- 
panies merge  doesn't  mean  we  can't 
make  it  alone." 

Yet  Volvo's  truck  business  would 
be  a  prize  for  vw,  which  has  long 
been  trying  to  strengthen  its  truck 
division.  Volvo's  truck  business 
has  a  10%  share  of  the  world  market 
for  rigs  over  16,000  pounds.  Big 
trucks,  buses  and  construction 
equipment  account  for  nearly 
40%  of  Volvo  Group's  $23  billion  in 
revenues. 

Though  vw  and  Volvo  may  coop- 
erate on  engineering  and  technology, 
there's  no  enthusiasm  at  headquarters 
in  Goteborg,  Sweden  for  a  takeover 
offer  from  Piech  or  anyone  else.  For 
now  at  least,  Volvo  looks  quite  capa- 
ble of  standing  on  its  own.  Thanks  to 
popular  models  like  Volvo's  V70 
station  wagon,  the  Swedish  carmaker 
sold  102,000  automobiles  in  the  U.S. 
and  Canada  in  1997,  compared  with 
1991,  when  it  sold  71,400.  World- 
wide, Volvo's  auto  sales  last  year 
reached  386,000  units,  up  from 
298,000  in  1991. 

Coming  this  fall  is  Volvo's  sleek 
(yes,  sleek)  S80  sedan,  the  firm's 
most  serious  entry  in  the  luxury 
field  against  Mercedes,  BMW,  Acura 
and  Lexus.  The  six-cylinder  front- 
wheel-drive  S80  will  have  a  base 
price  of  $36,000  (up  to  $46,000 
with  all  the  trimmings). 
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The  S80  is  the  first  model  to 
come  from  Volvo's  reorganization 
of  product  development.  Since 
1993  Volvo  has  cut  $375  million 
from  annual  vehicle  development 
and  manufacturing  costs.  In  the 
future  Volvo  cars  will  be  based  on 
two  platforms  instead  of  four,  fur- 
ther cutting  production  costs. 

Volvo  has  succeeded — in  a  crowd- 
ed world  car  market — in  achieving  a 
distinct  identity.  "Safety  is  our  brand 
equity,"  says  Mark  LaNeve,  North 
American  vice  president.  "[Now] 
we'll  just  show  that  safety  and  style 
can  go  together."  To  this  end,  the 
S80  combines  new  front-seat  air  bag 
technology  with  powerful  engines 

Volvo  sold  102,000  cars 
in  North  America  last  year 
and  has  ambitious  plans  to 
boost  this  to  150,000 
vehicles  by  2001. 


with  as  much  as  268  horsepower. 

While  moving  upmarket  with  the 
S80,  Volvo  will  also  be  moving 
downmarket  with  its  S40  model, 
planned  for  a  U.S.  debut  in  1999. 
The  product  of  a  partnership  with 
Japan's  Mitsubishi,  the  Accord-size 
S40  is  built  in  a  jointly  owned  fac- 
tory in  the  Netherlands. 

The  S40  has  been  a  success  in 
Europe  and  Asia:  114,000  Volvo- 
badged  units  were  sold  last  year.  At 
a  projected  $25,500  base  price,  the 
S40  won't  be  an  easy  sell  against 
Japanese,  German  and  American 
models,  but  Volvo  thinks  the 
addition  of  the  S40  will  push  car 
sales  in  North  America  to  150,000 
vehicles  by  2001. 

Granted,  Volvo  would  make  a 
nice  takeover  prize,  but  it  wouldn't 
come  cheap.  Its  ADR  hit  a  ten-year 
high  of  $35.25  in  April,  giving  the 
company  a  market  cap  of  $15.5  bil- 
lion, against  revenues  of  $23  billion. 

After  the  Chrysler/Daimler  de 
nothing  is  impossible  in  today's  cai 
business,  but  any  prospective  Volvo 
suitor  would  have  to  pay  top  dollar 
and  give  the  Swedes  a  strong  voice 
in  management.  Bi 
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They  told  Richard  Bloch  he  had  90  days  to  live. 
The  diagnosis  was  wrong  but  it  changed  his  life. 

A  promise  kept 

By  Carrie  Coolidge 


- 


As 

On  I 


Everybody  knows  who  Henry 
Bloch  is.  Over  the  past  25  years  the 
"H"  in  H  &R  Block  has  appeared  in 
dozens  of  television  commercials  for 
the  tax  preparation  firm  he  cofound- 
ed.  Less  famous  is  his  younger  broth- 
er, Richard,  the  other  cofounder. 

When  Richard  was  chief  executive 
of  the  Kansas  City,  Mo. -based  tax 
preparation  company,  he  avoided 
the  spotlight.  Retired  and  now  72, 
he  is  actively  seeking  it,  but  not  to 
promote  his  business.  Richard  Bloch 
works  to  bring  hope  to  cancer 
victims,  and  he's  not  at  all  shy  about 
using  his  famous  name  to  do  so. 

"I  work  harder  at  cancer  than  I 
ever  did  for  h&r  Block.  It's  a  dif- 
ferent type  of  dedication  when 
you're  working  for  life  and  not  for 
money." 

Richard  Bloch's  life  was  indeed  at 
stake.  In  November  1977  he  devel- 
oped a  stiff  neck,  and  by  March  the 
pain  had  spread  down  his  right  arm. 
No  longer  able  to  ignore  the  pain, 
Bloch  consulted  a  surgeon.  On  Mar. 
29,  1978  he  got  the  word:  lung 
cancer.  The  tumor  was  malignant 
and  inoperable,  according  to  the 
diagnosis,  and  he  had  only  90  days 
to  live. 

"When  I  heard  the  news  I  looked 
at  my  wife,  Annette,  broke  down 
and  cried,"  says  Bloch.  "The  doctors 
had  to  be  talking  about  someone 
else.  I  was  a  healthy,  happy  man." 

Devastated  but  not  beaten,  the 
Blochs  flew  to  Houston  for  a  second 
opinion  from  a  specialist  at  the 
M.D.  Anderson  Cancer  Center. 
"Dick,  you  are  a  very  sick  boy,"  Dr. 
Evan  Hersh  said,  "We  are  going  to 
make  you  a  lot  sicker,  but  we  are 
oing  to  cure  you  so  that  you  can 
v  for  cancer  " 

i  made  a  vow  on  the  spot  that  if 

urvived,  I  would  devote  the  rest 
j  life  to  helping  others  with 
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cancer,"  Richard  recalls. 

A  surgeon  removed  Bloch's  right 
lung,  two  ribs,  part  of  a  third  rib 
and  affected  nerves  in  his  shoulder. 
On  his  way  back  to  Kansas  City, 
Bloch  tried  to  figure  out  how  to 
keep  his  vow.  "If  I  gave  money  it 
wouldn't  be  enough  to  make  much 
of  a  difference,"  he  says.  "Besides,  I 
reallv  wanted  to  give  of  myself.  I 


would  use  my  experience  to  help 
others." 

Richard  and  Annette  started  the 
R.A.  Bloch  Cancer  Foundation 
("R"  for  Richard  and  "A"  for 
Annette)  in  1980.  He  remained 
chairman  of  H&R  Block  for  two 
years  before  committing  himself  to 
the  foundation  full  time. 

The  foundation  offers  a  number 


of  services,  including  a  toll-free  hot- 
line, donated  by  Sprint,  for  cancer 
victims  (800-433-0464).  Unlike 
most  foundations,  this  one  doesn't 
solicit  cash  donations  and  has  no 
budget.  Its  programs  are  free  and 
staffed  by  volunteers — many  of 
them  cancer  survivors. 

To  help  patients  get  second  opin- 
ions, the  Blochs  recruited  physicians 
in  different  specialties  from  over 
100  hospitals  around  the  U.S.  to 
volunteer  to  review  cases.  The 
Blochs  hope  to  expand  this  program 
to  500  institutions  by  2000. 

Other  services  include  an  Internet 
Web  site  (www.blochcancer.org)  to 
provide  information  to  patients, 
their  families  and  the  medical  com- 
munity. The  Blochs  launched  the 
Physician  Data  Query  with  the 
National  Cancer  Institute,  which 

"If  I  gave  money  it  wouldn't 
be  enough  to  make  much  of  a 
difference,"  says  Bloch,  who 
instead  decided  to  use  his 
experience  to  inspire  others. 


informs  doctors  about  the  latest 
treatments. 

Finally,  there  are  cancer  survivor 
parks — two-acre  sculpture  gardens 
with  signs  displaying  inspirational 
messages  about  cancer — that  the 
Blochs  pay  for  out  of  their  own 
pockets.  "The  parks  inspire  people 
to  fight  cancer,"  says  Richard,  who 
pays  for  the  landscaping  and  pro- 
vides a  trust  to  cover  maintenance. 
There  are  now  12,  in  cities  like 
Rancho  Mirage,  Calif,  New  Orleans, 
La.,  Dallas,  Tex.  and  Indianapolis, 
Ind.  Several  more  are  on  the  draw- 
ing board,  as  far  away  as  Canberra, 
Australia. 

"What  more  can  you  do  than  to 
help  others?"  Richard  asks.  Helping 
others  has  been  great  therapy  for 
Richard  Bloch,  now  a  20-year  sur- 
vivor. His  eyes  are  bright,  his  hair 
only  slightly  graying,  and  he  plays 
tennis  almost  every  day. 

"The  most  important  thing  I 
can  do  is  give  hope  and  motivate 
people  with  cancer  to  fight,"  he  says 
cheerfully.  ■■ 
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For  the  love  of 

hacki 

A  band  of  rebels  think  that  software's  secrets  should  be  as  free  as  the  air  we 
breathe.  Don't  sell  Microsoft  short— but  don't  underestimate  the  rebels,  either. 

By  Josh  McHugh  Photographs  by  Nathaniel  Welch 


Cool  Web  sites  talk  ...  •  ,- 

his  language  Even  it  you  want  to 

^m     pay,  there  s  no  one  to  pay, 
W0r     Shan  explained.  "They  don't 


one.  In  April  software  engineer 
Yen-Ping  Shan  was  describing  a  part- 
nership IBM  was  proposing  with 
something  called  the  Apache  Group. 
IBM,  all  SI  00  billion  worth  of  it,  was 
courting  this  loose  confederation  of 
20  programmers.  "Loose"  is  an 
understatement.  The  programmers, 
scattered  from  Palo  Alto  to  Munich, 
were  not  incorporated  and  had  no 
formal  business  arrangements. 

IBM  wanted  to  use  the  Apache 
Group's  software  as  the  cornerstone 
of  WebSphere,  an  Internet  commerce 
package  IBM  planned  to  release  in 
June.  This  was  a  weird  partnership 
deal  because  no  money  was  involved. 


exist,  legally.'7 

Right.  A  no-money  licensing 
agreement  with  an  entity  that  had  no 
legal  existence.  "So  let  me  get  this 
straight,"  one  IBM  lawyer  said.  "We're 
doing  a  deal  with  ...  a  Web  site?" 

Yes,  and  the  Web  site  was  setting 
the  terms  of  the  deal:  It  must  be  non- 
exclusive. The  software's  source 
code — the  very  intellectual  property 
that  IBM's  lawyers  are  normally  paid 
to  keep  proprietary — was,  and  would 
remain,  freely  available  to  anyone 
with  an  Internet  connection.  Like  it 
or  not,  those  were  the  terms  IBM  had 
to  work  with.  The  20  programmers 
were  reluctant  to  throw  in  with  IBM. 


"What  can  we  show  you  to  prove  to 
you  we're  serious?"  Shan  asked  them 
at  one  point. 

Finally,  the  blue-chip  giant  scraped 
together  a  handful  of  the  only  cur- 
rency that  interested  Apache's  devel- 
opers: a  technical  advance  for  the 
software — in  programmer  parlance,  a 
hack.  IBM  programmers  had  figured 
out  how  to  make  Apache's  software 
run  faster  on  Microsoft's  NT  operat- 
ing system.  They  offered  to  show 
their  hack  to  the  Apache  gang  and 
agreed  to  share  future  hacks  as  well. 
Done  deal.  The  Apache  folk  would 
throw  in  with  IBM  in  June. 

This  raises  a  couple  of  questions: 

1 .  Why  was  IBM  so  eager  to  get  the 
software? 

2.  What  sort  of  software  was  it? 


Forbes  ■  August  10,  1998 


95 


The  answers: 

1 .  It  was  a  technical  marvel  that 
commands  more  than  50%  of  the 
booming  market  for  Web  server  soft- 
ware; at  the  same  time,  IBM  scored 
huge  coolness  points  with  program- 
mers writing  software  for  the 
Internet. 

2.  This  is  liberated  software.  Not 
just  (as  in  many  cases)  free  of  charge, 
but — much  more  important — free 
for  any  programmer  to  modify, 
improve  and  share  with  other  pro- 
grammers. Its  code  was  out  there 
for  anyone  and  everyone  to  see — 
and  copy. 

Known  as  "open-source  software," 
"freeware"  or  "free  software,"  it  may 
not  put  Bill  Gates  and  Larry  Ellison 
in  Chapter  1 1 ,  but  it  could  limit  their 
future  profitability.  At  the  very  least, 
it  demonstrates  a  neat  alternative  way 
to  produce  better  software. 

Commercial  software  is  typically 
delivered  in  binary  form — that  is,  in 
Is  and  0s  that  make  sense  to  a  micro- 
processor but  are  unreadable  even  by 
advanced  programmers.  Usually  you 
have  to  pay  for  it;  sometimes  (with 
browsers,  for  example)  you  get  it  for 
free.  But  either  way  you  just  get  the 
Is  and  0s. 

The  truly  liberated  stuff  comes 
complete  with  its  source  code,  the 
commands  written  by  the  author  of 
the  program.  This  gives  others  an 
intimate  view  of  what  the  developer 
was  doing  with  the  code  and  how.  It 
allows  those  who  read  the  code  to 
make  repairs,  to  customize  the  pro- 


gram  and  to  imitate  the  program- 
ming tricks  and  algorithms  when  they 
write  unrelated  software. 

Why  would  programmers  give 
away  source  code,  a  potential  gold 
mine?  It's  a  way  to  get  committed 
users  to  chip  in  their  own  improve- 
ments, creating  a  communitarian  pro- 
gram much  better  than  any  one 
author  or  firm  could  produce  solo. 

But  there's  an  even  more  impor- 
tant reason  for  this  seeming  largesse: 
Liberated  software  has  become  an 
intellectual  Olympics,  where  some  of 
the  world's  top  engineering  minds 
compete — not  for  venture  capital,  but 
for  impressing  their  peers. 

Netscape  dipped  a  toe  into  the 
open-source  stream  when  it  released 
the  source  code  for  its  Internet  brows- 
er in  March.  Within  hours  a  team  of 
Australian  programmers  had  attached 
a  cryptographic  add-on  to  enable 
secure  Internet  transactions.  Other 
improvements  to  the  original  poured 
in  from  all  around  the  world  over  the 
next  two  weeks.  In  less  than  a  month, 
a  new  version  of  the  browser  was 
posted  on  the  project's  Web  site,  ready 
for  downloading. 

For  their  efforts,  the  Australians 
were  paid  handsomely — but  not  with 
money.  The  programmers,  calling 
themselves  the  Mozilla  Crypto 
Group,  got  paid  in  respect  from  the 
rest  of  the  programming  community 
and  in  the  satisfaction  of  turning  out 
an  elegant  and  useful  bit  of  software. 
Plus  it  was  a  gas.  The  worldwide 
notoriety  of  their  hack  won't  hurt  the 


Linux:  the  making  of  a  global  hack 


1991 

Users:  1 

Linus  Torvalds,  21,  hacks 
together  makeshift  operating 
system  dubbed  "Linux."  After 
mentioning  project  on  Internet 
software  news  group,  he  posts 
program  for  downloading.  Ten 


fortunes  of  their  Brisbane  consulting 
company,  Cryptsoft. 

Had  Netscape  put  together  a  team 
and  thrown  money  at  the  project,  it 
is  doubtful  it  could  have  produced 
equal  results  in  so  little  time. 

Meet  Linus  Torvalds.  The  soft- 
"spoken,  sandy-haired  Finn  was  a  21- 
year-old  in  his  second  year  at  Helsin- 
ki University  in  1991,  tinkering  on  a 
PC  with  an  experimental  version  of 
the  UNIX  operating  system.  He  men- 
tioned the  program  to  an  Internet 
newsgroup.  A  member  of  the  news- 
group offered  him  space  to  post  his 
program  on  a  university  server.  A  few 
people  downloaded  the  program  and 
set  to  work  on  it,  then  sent  the 
changes  back  to  Torvalds.  Someone 
dubbed  it  Linux  ("Linn-uks"). 

Within  a  year  Torvalds'  software 
had  taken  on  a  life  of  its  own.  "I  had 
5  to  10  people  using  it.  Then  that 
number  went  to  between  100  and 
200,"  says  Torvalds.  "I  didn't  know 
the  people  anymore." 

Seven  years  later  an  estimated  7  mil- 
lion people  around  the  world  are  using 
computers  and  networks  run  by  Tor- 
valds' creation.  It  is  an  astonishingly 
versatile  piece  of  programming. 

Engineers  have  tweaked  Linux  to 
run  3Com's  handheld  PalmPilot 
computer.  Red  Hat  Software's  ver- 
sion of  Linux  won  the  1996  award 
for  best  desktop  computer  operating 
system  from  trade  magazine 
InfoWorld.  In  April  researchers  at  Los 
Alamos  National  Laboratory  used 
Linux  to  run  68  PCs  as  a  single  paral- 
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people  download  program,  five 
send  back  bug  fixes,  code 
improvements  and  new  fea- 
tures. By  December  more  than 
100  people  worldwide  join  in 
Linux  newsgroup,  mailing  lists. 
Version:  0.01 
Size:  10,000  lines  of  code 


o 
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1992 

Users:  1,000 

Fully  functional  desktop 

Linux  operating  system  runs 

on  Intel  x86  chips.  Graphical 

user  interface  added. 

Version:  0.96 

Size:  40,000  lines  of  code 


Forbes  ■  August  10,  1998 


lei  processing  machine  to  simulate 
atomic  shock  waves. 

The  do-it-yourself  supercomputer 
cost  only  $152,000,  including  labor 
(connecting  the  68  PCs  with  cables) — 
about  one-tenth  the  price  of  a  com- 
parable commercial  machine.  It 
reached  a  peak  speed  of  19  billion 


calculations  per  second,  making  it  the 
315th  most  powerful  supercomputer 
in  the  world.  Three  months  later  it 
still  hasn't  had  to  be  rebooted. 

Torvalds,  at  28,  is  perhaps  the  most 
popular  programmer  on  the  planet— 
and  a  bona  fide  celebrity  on  the  Inter- 


net. A  World  Wide  Web 
search  engine  finds 
7,192  matches  for  Sun 
Microsystems'  chief  ex- 
ecutive, Scott  McNealy, 
8,580  for  Oracle's  Larry 
Ellison,  16,604  for 
actor  Tom  Cruise — and 
20,419  for  Linus  Tor- 
valds. One  Web  site, 
"Linus  Torvalds  Trib- 
ute," includes  links  to 
other  sites  titled  "Wacky 
stuff  about  Linus," 
"Linus'  Usenet  post- 
ings" and  "Linus  to 
Move  to  U.S.  in  1997." 
With  thousands  of 
programmers  working 
on  Linux,  the  rate  of 
incoming  improvements 
and  new  features  for  the 
program  has  accel- 
erated. For  all 
their  resources, 
an  IBM  or  a 
Microsoft 
couldn't  have 
moved  faster. 
Whereas  new  ver- 
sions of  typical  com- 
mercial software  prod- 
ucts are  issued  once  a 
year — or  once  every 
three  years,  in  the  case 
of  Microsoft's  Windows  operating 
system — new  open-source  programs 
like  Linux  and  Apache  are  posted 
monthly,  if  not  more  frequently. 

As  the  Internet  grows  larger  and 
more  diverse  in  its  applications,  soft- 
ware like  Torvalds'  that  adapts  to 
constant  change  and  doesn't  break 
down  will  move  from  being  handy  to 


His  brainchild  made 
the  mild-mannered 

Finn  a  celebrity 
among  programmers 


1993 

Users:  20,000 

More  than  100  programmers 

contribute  changes  to  code. 

Torvalds  delegates  code  review 

duties  to  "core"  group  of  five. 

Version:  0.99 

Size:  100,000  lines  of  code 


1994 

Users:  100,000 
Networking  capability  added. 
Version:  Linux  1.0 
Size:  170,000  lines  of  code 


o 


1995 

Users:  500,000 
Modified  to  run  on  Intel, 
Digital  and  Sun  SPARC 
processors.  Linux  Journal  cir- 
culation: 10,000. 
Version:  Linux  1.2 
Size:  250,000  lines  of  code 


97 


being  mandatory. 

For  all  his  cyber-celebrity  and  the 
success  of  Linux,  Torvalds  isn't  build- 
ing a  $40  million  house  or  buying  a 
fighter  plane.  Now  living  in  Santa 
Clara,  Calif,  and  working  for  a  chip 
design  company,  he  drives  a  green 
Pontiac  that's  a  dead  ringer  for  your 
standard  rental  car.  His  favorite  dining 
spot  is  a  low-priced  Thai  restaurant. 

Torvalds,  who  lists  Albert  Einstein 
and  namesake  Linus  Pauling  as  his 
heroes,  explains  what  motivates  him: 
"There's  a  strong  artistic  element." 

These  artists  call  themselves  "hack- 
ers," but  they're  a  far  cry  from  the 
bragging  14-year-olds  (also  known  as 
"crackers" )  who  grab  headlines  trying 
to  break  into  the  Pentagon's  com- 
puters. In  this  community,  "hacker" 
is  a  term  of  respect.  In  the  late  1950s 
MIT  students  who  loved  to  tinker 
with  the  university's  gigantic  early 
computers  started  calling  themselves 
hackers.  Richard  M.  Stallman  claims 
direct  descent  from  them.  He  started 
working  at  MIT's  Artificial  Intelli- 
gence Laboratory  as  an  18 -year-old 
Harvard  student  in  1971. 

Thinking  back  on  those  days,  Stall- 
man  says:  "It  was  a  bit  like  the 
Garden  of  Eden."  His  eyes,  intense 
and  youthful  as  a  college  freshman's, 
shine  out  from  behind  a  thicket  of 
tousled  hair  and  a  bushy  black  beard. 
"It  hadn't  occurred  to  us  not  to 
cooperate,"  he  recalls. 

The  fall  from  grace,  or  what  Stall- 
man  calls  "pollution,"  began  in  1981, 
when  a  company  called  Symbolics 
hired  away  most  of  the  Ai  lab  mem- 
bers. They  stopped  turning  out  free- 
ware and  produced  instead  trade 


1996 

Users:  1,500,000 

Can  harness  the  computing 

power  of  several  processors 

at  once. 

Version:  Linux  2.0 

Size:  400,000  lines  of  code 


secrets,  hoarded  and  hidden. 

A  mile  and  a  half  west  of  Stallman's 
beloved  lab,  another  Harvard  student 
named  Bill  Gates  and  his  friend  Paul 
Allen  had  used  Harvard's  computers 
to  write  an  operating  system  for  the 
Altair  8800  six  years  earlier.  This  creaky 
machine  had  a  row  of  red  lights  as  a 
display  and  256  bytes  of  memory,  built 
around  the  new  Intel  8080  processor 
and  assembled  by  electronics  buffs. 

Someone  snared  a  copy  of  Gates' 
program,  made  copies  and  gave  it  to 
fellow  hobbyists,  who  made  and 
handed  out  their  own  copies.  In  the 
prevailing  atmosphere  this  wasn't 
thought  of  as  stealing — but  Gates  saw 
it  differently  and  said  so  in  "An  Open 
Letter  to  Hobbyists,"  which  ran  in  sev- 
eral of  the  computer  hobby  journals  of 
the  day.  "Most  of  you  steal  your  soft- 
ware," Gates  wrote.  "One  thing  you 
do  is  prevent  good  software  from 
being  written.  Who  can  afford  to  do 
professional  work  for  nothing?" 

Gates  eventually  prevailed  in  the 
realm  of  personal  computers.  Stall- 
man,  however,  didn't  give  up  without 
a  battle.  He  retaliated  by  sabotaging 
his  former  colleagues'  sophisticated 
commercial  programs  for  powerful 
computers,  singlehandedly  hacking 
up  his  own  versions  and  giving  them 
away.  "They  accused  me  of  costing 
them  millions  of  dollars,"  he  says.  "I 
hope  it's  true." 

In  1984  Stallman  started  work  on 
GNU,  his  liberated  version  of  the 
widely  used  UNIX  operating  system. 
Several  pieces  of  gnu  software  are  vital 
to  the  operation  of  Linux.  The  year 
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1997 

Users:  3,500,000 

Monthly  Linux  magazines  started 

in  Japan,  Poland,  Germany, 

Yugoslavia,  and  the  U.K.  New 

Linux  version  posted  every  week. 

Version:  Linux  2.1 

Size:  800,000  lines  of  code 


after  he  started  gnu  Stallman  founded 
the  Free  Software  Foundation  to  pro- 
mote free  software  projects. 

Let's  face  it:  Communitarian  ideas 
like  Stallman's  are  unlikely  to  sweep 
the  capitalist  world.  Nevertheless,  the 


1998 

Users:  7,500,000 
About  10,000  programmers 
involved  in  newsgroups,  test- 
ing, code  improvements. 
Version:  Linux  2.1.110  (110th 
update  of  2.1) 
Size:  1.5  million  lines  of  code 
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V 


rise  of  the  Internet  could  be  nudging 
the  software  industry  at  least  partly  in 
this  direction.  In  fact,  two  of  the  most 
fundamental  pieces  of  the  Internet  are 
open-source  software,  bind  is  the  soft- 
ware that  allows  us  to  type  site  names 
like  www.yahoo.com  instead  of  the 
machine  numbers  (204.71.177.97) 
our  browsers  really  need,  bind  is  free- 
ware developed  originally  at  Berkeley 
in  the  early  1980s.  Sendmail,  which 
routes  about  80%  of  the  E-mail  that 
courses  over  the  Internet,  is  also  open- 
source  software,  initially  written  by 
Eric  Allman  in  1981  and  now  main- 
tained by  sendmail.org,  an  on-line 
programmer  community  that  numbers 
in  the  thousands. 

But  even  idealists  have  to  eat,  don't 
they?  Yes,  replies  Stallman,  but  they 
don't  have  to  drive  Ferraris.  "If  you 
want  people  to  take  out  the  garbage, 
you  have  to  pay  them,"  says  Stallman, 


who  literally  lived 
in  his  office,  sleep- 
ing in  a  bed  a 
few  feet  from  his 
collection  of  com- 
puters, until  MIT 
made  him  take  a 
room  off  campus. 
"You  don't  have  to 
do  that  to  get 
people  to  program. 
The  excitement  of 
advancing  the  tech- 
nology is  what 
drives  hackers." 

Agreeing,  Linus 
Torvalds  points  out 
that   programmers 
are  able  to  make  a 
handsome  living  in 
our  society  without 
royalties     and 
the   receipts 
from    IPOs. 
"If  you're 
good,    it's 
easy  to  get 
paid,"       he 
says.    "Good 
programmers  are 
rare    enough    that 
people    pay    them 
well.  A  big  part  of 
personal  satisfaction 
is  having  your  work 
recognized  by  your 
peers.  That's  funda- 
mental in  any  human  psyche." 

Eric  Raymond,  editor  of  The  New 
Hacker's  Dictionary  (mit  Press,  third 
edition,  1996),  is  a  Linux  programmer 
whose  essay  "The  Cathedral  and  the 
Bazaar"  spurred  Netscape  to  liberate 
its  source  code.  Somewhat  romanti- 
cally, Raymond  compares  hacker  cul- 
ture to  the  culture  of  the  Native 
American  tribes  of  the  Pacific  North- 
west described  by  anthropologist 
Marvin  Harris  in  Cows,  Pigs,  Wars  and 
Witches  (Random  House,  1974). 

In  these  tribes,  the  Kwakiutl  and 
others,  the  central  social  event  was 
the  potlatch,  where  tribal  chiefs  would 
gain  status — and  recruit  new  tribe 
members — by  lavishing  gifts  and 
feasts  on  neighboring  tribes.  The 
totem  poles  these  tribes  are  known 
for  served  as  elaborately  crafted 
advertisements  for  each  tribe's  pros- 
perity— and  hence  the  chief's  ability 


to  "cause  great  works  to  be  done." 

Before  you  scoff,  remember  that 
for  the  superrich,  who  have  far  more 
money  than  they  ever  could  spend, 
further  accumulation  is  a  striving  for 
status  rather  than  a  pursuit  of  addi- 
tional luxury.  Freeware  folk  are 
simply  people  who  chose  to  accumu- 
late prestige  rather  than  money. 

Do  you  want  to  create  a  cool  Web 
business?  Then  you  will  probably 
avail  yourself  of  Perl,  a  language  that 
can  be  used  to  scan  databases  and 
documents  for  certain  words  or  num- 
bers, then  display  the  results  in  tabu- 
lar form.  For  this  contribution  to 
computing  you  can  thank  Larry  Wall, 
a  43-year-old  former  linguist  who 
created  the  language  while  working 
on  a  government-sponsored  project 
at  Burroughs.  Nobody  collects  a  roy- 
alty on  Perl.  Wall  isn't  starving- — 
500,000  copies  of  his  Perl  manuals 
have  sold.  But  he  is  unlikely  to  reach 
The  Forbes  Four  Hundred.  "To  have 
launched  something  that  becomes 
bigger  than  yourself  .  .  .  it's  over- 
whelming," says  Wall. 

Erik  Troan,  Red  Hat  Software's 
chief  developer,  pithily  sums  it  all  up: 
"For  engineers,  it's  all  about  the  cool 
hack."  Troan's  well-paid  job  at  the 
Linux  reseller  lets  him  work  on  his 
passion  all  day  long. 

Although  Red  Hat  is  very  much  a 
for-profit  company,  it  keeps  the  faith 
by  making  the  Linux  source  code — 
and  any  source  code  its  programmers 
add — available  with  the  software.  If 
some  of  Red  Hat's  code  is  sloppy,  the 
users  can  make  it  better — and,  ideal- 
ly, share  the  fix  with  the  world. 

Sendmail  creator  Eric  Allman  start- 
ed Sendmail,  Inc.  last  November. 
Allman  seems  to  have  a  more  corpo- 
rate-looking haircut  than  many  of  his 
shaggy  programmer  peers — until  you 
glimpse  the  narrow  14-inch  braid 
tucked  under  the  back  of  his  button- 
down  collar.  Allman  is  confident  that 
as  long  as  the  code  stays  open  and  the 
information  keeps  flowing  between 
the  company  and  the  community,  he 
and  Sendmail,  Inc.  can  avoid  the 
"sellout"  tag.  He  makes  a  living  for 
his  company  by  selling  easy-to-use 
versions  of  the  program,  along  with 
support  and  service  contracts,  to  cor- 
porations who  would  rather  use  the 
phone  than  hack  their  own  fixes. 


Forbes  ■  August  10,  1998 


99 


The  company  has  closed  its  second 
round  of  venture  financing,  raising 
$6  million.  It  has  an  asset  that  cannot 
be  quantified  for  the  balance  sheet: 
free  helpers.  More  than  5,000  people 
downloaded  a  prototype  of  Sendmail 
to  test  the  software,  try  to  break  it, 
and  fiddle  with  the  source  code.  Not 
many  software  companies  can  mobi- 
lize 5,000  testers. 

Apache,  the  group  that  IBM  covet- 
ed, is  an  example  of  the  informality 
that  rules  in  the  freeware  world.  Brian 
Behlendorf,  25,  helped  to  start  it  all. 
Back  in  1991  he  was  organizing  all- 


Web  server  out  of  die  running  for  the 
cornerstone  of  IBM's  Web  commerce 
package. 

Freeware  is  still  on  the  fringe  of  the 
software  industry,  but  it's  a  pretty 
substantial  fringe.  As  more  business- 
es of  every  sort  come  to  depend  on 
the  Web,  access  to  source  code  will 
become  more  important.  Why?  It  can 
mean  the  world  to  a  programmer  or 
the  person  running  your  company's 
Web  site.  "Would  you  buy  a  car  with 
the  hood  welded  shut?"  demands 
Robert  Young,  Red  Hat  Software's 
chief  executive. 


comes  out,  we'll  get  it  running  in  a 
couple  of  weeks.  It's  a  done  deal."  -' 
Intel  has  good  reason  to  court  the 
freeware  crowd:  The  more  popular 
non-Microsoft  operating  systems 
become,  the  less  Microsoft  can  push 
Intel  around. 

•  In  addition  to  IBM  and  Netscape, 
most  of  the  big  software  companies 
are  taking  a  keen  interest  in  open- 
source  software.  Corel  has  recoded  its 
applications  and  office  software  suite 
to  run  on  Linux  and  is  selling  a  com- 
puter that  uses  Linux  as  its  operating 
system.  Computer  Associates  Inter- 


From  ".org"  to  ".com" 

Companies  rising  from  the  world  of  freeware 


Company/year  founded  "Open-source"-based  products 


Red  Hat  Software/1993 

www.redhat.com 

Sendmail/1998 

www.sendmail.com 

C2Net/1994 

www.c2.net 

Cygnus  Solutions/1989 

www.cygnus.com 

Caldera/1994 

www.caldera.com 

Scriptics/1998 

www.scriptics.com 


Enhanced  Linux  operating  system. 
Support  via  E-mail. 

Easy-to-use  versions  of  Sendmail, 
Internet  message-routing  software. 

Modified  Apache  Web  server  software  with 
encryption  for  secure  Internet  transactions. 

Support  and  consulting  to  users  of 
GNU  free  software  for  programming 
embedded  microchips. 

Linux  operating  system,  Linux  support. 
Open-source  version  of  DOS. 

Tools  and  services  for  Tel  open-source 
programming  language  to  integrate 
disparate  applications. 


Financial  highlights 


$10  million  in  1998  revenues  (projected). 


Recently  closed  $6  million  round  of  financing. 


J     >——— 


$20  million  1998  revenues. 


$12  million  in  1998  revenues  (projected). 


First  product  ships  in  September. 


night  techno  dance  parties  known  as 
"raves."  "The  first  day  50  people 
signed  up.  I  knew  there  was  some- 
thing there."  At  one  rave  on  Bonny 
Doon  beach  near  Santa  Cruz,  Calif. 
3,000  people  showed  up.  The  only 
promotion  was  via  E-mail  and  word 
of  mouth. 

After  finding  a  job  building  Wired 
magazine's  Web  site  through  a  rave 
acquaintance,  Behlendorf  decided  the 
Web  server  software  he  was  using 
needed  improvement.  He  made  a  few 
of  his  own,  then  posted  the  new  ver- 
sion, with  source  code,  on  the  Inter- 
net. Code  contributions  poured  in 
and  thus  was  born  Apache,  which 
today  serves  up  more  than  50%  of  the 
Internet's  Web  sites,  including  those 
of  Internet  top  dog  Yahoo!.  Apache- 
knocked  Netscape's  closed-source 


Intel  Corp.  is  certainly  not  ignor- 
ing the  freeware  community.  On  this 
Bastille  Day  Intel  cosponsored  a 
Linux  "tech  talk"  at  the  Santa  Clara 
convention  center,  attended  by 
roughly  1,000  programmers  and  sys- 
tems administrators.  The  hook: 
Someone  had  hacked  Linux  to  simul- 
taneously harness  four  of  Intel's  Xeon 
processors,  introduced  to  the  world 
about  two  weeks  earlier. 

Intel  engineer  Sunil  Saxena  sat 
elbow-to-elbow  on  a  panel  with 
Linus  Torvalds  and  was  hounded  by 
audience  members  about  releasing 
early  specifications  on  Intel's  upcom- 
ing chip,  Merced,  to  the  Linux  com- 
munity. Torvalds,  smiling  broadly, 
came  to  the  frazzled  Intel  man's  aid. 
"Don't  worry,"  he  said,  quieting  the 
ing    crowd.     "When    Merced 


national  has  written  a  version  of  its 
database  software  for  Linux,  and 
Oracle  Corp.  is  rejiggering  its  prod- 
ucts to  do  the  same. 

No,  Bill  Gates'  fortune  is  not  at 
risk,  but  as  Microsoft  comes  to  rely 
increasingly  on  selling  software  for 
corporate  networks  and  the  Internet, 
it  will  have  to  reckon  with  the  spread- 
ing manifestations  of  liberated  soft- 
ware. In  January  Microsoft  shelled 
out  $400  million  for  Hotmail,  a 
Web-based  free  E-mail  senice,  bring- 
ing aboard  9.5  million  accounts — all 
running  on  Apache. 

Maybe  in  the  end  this  even  bene- 
fits Microsoft.  Bill  Gates'  juggernaut 
looks  a  lot  less  like  a  real  monopoly  in 
a  world  where  plenty  of  good  soft- 
ware is  free.  Justice  Department, 
please  note.  WM 
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ZomNet/San  Francisco  —  a  new  event  with  a  winning 
eputation  for  delivering  real  solutions  and  technologies  to 
Enterprise  networking  professionals.  Get  all  your  questions 
answered,  preview  all  of  the  hottest  new  product  introduc- 
;ions,  network  with  your  peers  and  hear  the  industry's  leading 
experts  probe  today's  issues  and  debate  future  trends. 

Two  Conferences  Set  the  Direction  for 
Enterprise  Networking  Professionals 

—  aimed  at  the  needs  of  network  managers 
and  other  technologists.  It  combines  pure  technology  issues 
with  the  challenges  of  implementing  today's  technology. 

—  focused  on  the  specific 
needs  of  business  executives  responsible  for  balancing  the 
icosts  and  benefits  of  burgeoning  network  technologies. 

Conference  tracks  include: 

•  Ins  and  Outs  of  Network  Access     •  Legacy  to  IP  Challenges 

•  Data  and  Voice  Convergence         •  Business  Impact  of  IP 
i  •  IP-Driven  Desktop  •  IP  and  WANs 

•  Technologies  &  Applications  in  Remote  Access 

examine  the  most 
critical  wide  area  enterprise  networking  issues. 
-***■ 

Session  set  the  tone  for  the 
event  with  lively  debates  and  thoughtful  commentary. 

An  Exhibit  Floor  Packed  with 
Hundred's  of  New  Products! 

Experience  hundreds  of  exhibits  showcasing  the  innovative 
technologies  and  solutions  that  are  shaping  the  future  of 
enterprise  networking,  including: 

internetworking  &  LANs  •  remote  &  wireless  access 

switching  technologies  •  security 

carrier/WAN  services 


For  the  m 


to  register,  visit  www.comnetexpo.com 
or  call  800-545-EXPO  today! 
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PAVILION     AT     COMNET 


Mark  your  calendar  NOW 
for  ComNet/San  Francisco! 

September  30  -  October  2,  1998 

Moscone  Convention  Center,  Hyatt 
Regency  Embarcadero  &  Palace  Hotel 

Introducing  the 
Remote  Access 
&  Telecommuting 
Pavilion! 

Come  explore  the  latest  applications  and  technolo- 
gies that  are  driving  the  telecommuting  explosion 
and  enabling  over  1 1  million  workers  to  access  the 
network  and  work  effectively  and  efficiently  from 
branch,  home  and  remote  locations.  Combined  with 
the  Technologies  &  Applications  in  Remote  Access 
conference  track,  ComNet/San  Francisco  is  the  place 
to  identify  the  cutting  edge  solutions  that  connect 
remote  workers  to  the  rest  of  the  enterprise. 

SPECIAL  BONUS: 

Register  for  any  ComNet  Conference  or 
Tutorial  Package  by  August  28th  and  receive 
the  official  ComNet  Leather  Portfolio  —  a 
$50  value  —  and  save  $100!  Register  by 
July  17th  for  a  ComNet  SuperPass  and  enjoy 
additional  savings! 

Send  me  more  information  about  ComNet/San  Francisco! 

J  Attending     J  Exhibiting 

Name 

Title  
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Company 
Address 
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State 


Zip. 


Phone 
email  _ 


Tax 


Mail  to:    1400  Providence  Highway,  P.O.  Box  9127,  Norwood,  MA  02062. 
Fax  to:  781-440-0357  THIS  IS  NOT  A  REGISTRATION  FORM. 
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Do  mergers  squelch  competition?  Maybe  not. 

Merger 

mania? 


By  Peter  Brimelow 

The  current  outbreak  of  mergers  is  actually  the  fifth  in  this  century,  Federal  Reserve 
Board  Chairman  Alan  Greenspan  pointed  out  to  the  Senate  Judiciary  Committee  recendy 
(see  chart).  Yet  because  firms  also  downsize,  divest  and  even  drop  out,  overall  concentration 
does  not  appear  to  have  increased  much  during  the  last  three  merger  waves — at  least  until  the 
last  year  or  so,  for  which  data  aren't  yet  available. 

However,  concentration  has  certainly  increased  in  specific  industries.  The  top  five  U.S.  banks 
held  just  over  an  eighth  of  domestic  commercial  banking  assets  in  1980;  they  hold  just  under 
a  quarter  now.  The  top  100  banks  held  just  over  half  of  domestic  bank  assets  in  1980;  they 
hold  about  three-quarters  now.  But  remember,  banking  was  artificially  fragmented  for  years 
by  bans  on  interstate  branching.  And  it's  arguable  that  stronger  banks  mean  more  effective 
competition — for  example,  relative  to  population,  the  number  of  bank  branches  has  been 
increasing,  despite  a  decline  in  the  number  of  individual  banks. 

Research:  Edwin  S.  Rubenstein,  research  director,  Hudson  Institute,  Indianapolis,  edwinr@hii.hudson.org 
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"The  fifth  wave" 


Number  of  mergers 


Fed  Chairman  Greenspan  was  distinctly  cautious  in  assessing  the 
meaning  of  mergers.  He  noted  that  antitrust  thinking  has  moved 
from  a  legalistic  focus  on  industry  structure  ( Is  a  firm  too  big? )  to  a 
concern  with  real-world  consequences  (Is  a  firm  imposing  costs  on 
consumers  through  inefficiency?).  He  quoted,  ironically,  the  now- 
discredited  finding  of  a  federal  appeals  court  in  the  Alcoa  case  over 
half  a  century  ago:  "We  can  think  of  no  more  effective  exclusion  [of 
competitors]  than  progressively  to  embrace  each  new  opportunity 
as  it  opened,  and  to  face  every  newcomer  with  new  capacity  already 
geared  into  a  great  organization,  having  the  advantage  of  experience, 
trade  connections  and  the  elite  of  personnel." 

In  other  words:  That  court  thought  competition  was  unfair. 

Still,  it  remains  possible  that  something  is  going  on  Out  There. 
James  Paulsen  of  Minneapolis-based  Norwest  Investment  Manage- 
ment points  out  that  sales  growth  has  been  markedly  weak  in  this 
recovery — about  5%  annually  in  this  decade,  compared  with  about  7% 
or  more  going  back  to  the  1960s.  "Top  line  has  died,"  says  Paulsen. 

Yet  profit  growth  has  been  much  stronger,  more  than  10%  annual- 
ly, versus  5%  to  8%  in  the  previous  four  decades.  How? 

More  technology,  explains  Paulsen.  Less  income  growth  for  work- 
ers. And  mergers.  "It's  the  best  way  to  ensure  persistently  lowering 
costs,"  he  says.  "Spreading  the  same 
costs  over  more  units."  Mergers  and 
acquisitions,  he  suggests,  may  even 
be  fueling  the  continued  recovery 
by    allowing    corporations    to 
lower  prices  in  a  deflationary 
environment. 

Maybe  Greenspan  is  right 
to  be  cautious  in  jumping  to 
conclusions  about  the  impact 
of  mergers.  tm 
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Sources:  Federal  Trade  Commission  (FTC)  estimates  (1895-1970);  Mergerstat  (1973-97).  FTC  data  reflect  acquisitions  reported  by  Moody's  Investors  Service  and  Standard  &  Poor's  Corp. 
Post-1973  data  comprise  all  merger  announcements,  including  those  not  actually  consummated,  and  are  therefore  not  strictly  comparable  with  the  FTC's  figures. 
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In  a  tight  job  market  Robert  Half  International  is  making  a  bundle  catering  to 
people  who  are  fussy  about  what  kind  of  jobs  they  will  take. 

"We're  your  talent  agent" 


By  Ann  Marsh 


In  1993  Victoria  Cunningham  tired  of  the  "plastic 
people"  and  long  hours  associated  with  running  her  own 
advertising  agency.  Today  she  works  half  the  hours, 
makes  double  what  she  did  and  toils  only  for  people  she 
likes.  How?  By  reinventing  herself  as  a  roving  computer 
consultant,  with  some  help  and  brokering  from  Robert 
Half  International. 

No  more  dealing  with  disagreeable  clients,  or  employ- 
ees whose  egos  are  bigger  than  their  abilities.  "Sometimes 
I  cuss  and  take  a  computer  apart,"  Cunningham  says. 
"Sometimes  I  stay  home  with  my  dog.  I  think  it's  the 
lifestyle  to  have." 

To  Cunningham,  Half  is  more  like  a  talent  agent  than 

an  employment  agency.  When  she  is  out  of  town,  her  I  lalf 

esentative,  whom  she  regards  as  a  personal  friend, 

deposits  checks  for  her.  "Everybody  else  seems  to  be 


appalled  at  what  I  charge,"  she  says.  "They  say,  'You'll 
never  get  that.'  I  say,  'I  get  it  all  the  time.'"  Through  Half 
she  makes  something  shy  of  $200,000,  benefits  not 
included,  contracting  with  the  likes  of  Merrill  Lynch  in 
Seattle. 

In  an  information  age  with  a  tight  labor  market,  people 
with  skills  can  demand  jobs  that  suit  their  lifestyles  rather 
than  having  to  adapt  their  lifestyles  to  their  job.  Outfits 
like  Mcnlo  Park,  Calif-based  Half  serve  as  talent  agents 
for  people  like  Cunningham.  Her  clients  pay  $150  an 
hour  for  her  services;  Half  takes  35%. 

Now  retired  in  Florida,  Robert  Half  founded  his 
eponymous  company  in  1948  to  place  full-time  accoun- 
tant Current  chairman  and  chief  executive,  Harold  M. 
( Max)  Messmer,  led  a  buyout  of  Half  for  $20  million  in 
1986  and  has  since  grown  the  company  to  a  market  cap- 
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italization  of  S5  billion. 

As  more  and  more  companies  preferred  to  use  part- 
time  people  even  for  high-level  work,  and  as  more  Amer- 
icans took  to  a  freelance  way  of  working,  the  firm 
boomed.  Messmer  branched  out  from  low-  to  midlevel 
accountants  to  highly  paid  computer  consultants,  legal 
experts  and  top  finance  executives. 

For  the  past  five  years  revenues  have  grown  an  average 
43%  annually,  to  SI. 3  billion  in  1997,  and  the  company's 


stock  has  also  been  one  of  the  market's  top  performers, 
climbing  1,762%. 

"There's  nothing  so  great  about  us,"  Messmer  says, 
wearing  a  bright  smile  and  a  cleanly  pressed  white  shirt. 
Sitting  in  his  office  overlooking  Silicon  Valley's  venture 
capital  strip,  Sand  Hill  Road,  he  points  out  that  two 
"common  sense"  principles  distinguish  Half  from  its 
rivals:  1 )  never  discount,  and  2)  do  what  it  takes  to  attract 
the  best  people.  You  can  look  at  it  this  way:  Whereas 
many  Half  rivals  are  mass-marketers  of  talent,  Half  itself 
is  more  like  a  custom  shop. 

Bigger  companies,  like  Manpower  and  Kelly  Services, 
contract  to  supply  hundreds  of  lower-paid  workers  to  big 
clients,  often  shaving  commissions  to  get  the  business  and 
lacking  the  time  to  cultivate  top-dollar  talent.  Eroded 
margins  were  a  factor  in  the  21%  drop  Manpower's  stock 


has  taken  since  the  company  reported  a  disappointing 
profit  June  16.  Half  claims  it  never  discounts  its  commis- 
sions. "There's  a  huge  demand  out  there  for  talent,  so  tell 
me  again  why  people  are  discounting?"  Messmer  asks. 

Temping  is  no  longer  just  low-paid  drudge  work.  As 
Forbes  was  early  to  notice  ("Hi  ho,  Silver,"  Mar.  9, 
1987),  the  whole  lone-ranger  phenomenon — from  recep- 
tionists to  radiologists — has  been  integral  to  the  flexibili- 
ty of  the  thriving  American  economy.  According  to  the 
Bureau  of  Labor  Statistics,  the  temporary 
staffing  industry  has  grown  by  152%  in  the 
last  ten  years,  compared  with  an  average 
20%  for  all  other  industries. 

To  find  talent,  Half  fills  the  classified  sec- 
tions of  every  metropolitan  newspaper.  Its 
headhunters  solicit  references  from  current 
workers  and  track  down  "trailing  spouses" 
who  follow  their  husbands  or  wives  to  jobs 
in  new  cities.  They  conduct  sneaky  inter- 
views to  make  sure  they  find  true  self- 
starters  (sample  question:  "Describe  a  great 
day  at  the  office")  and  place  potential  hires 
in  two-  or  three-month  trial  postings. 

"Just  give  us  one  opportunity,"  Messmer 
tells  clients.  "If  you  don't  like  us,  fine — no 
charge." 

Half  goes  to  the  wall  for  people  like  Cun- 
ningham who  are  fussy  about  their  work; 
most  temp  agencies  don't  have  time  for  tem- 
perament. John  Folkestad,  a  division  direc- 
tor in  Minneapolis  for  Half,  says  a  worker 
recently  turned  down  a  job  because  while  he 
liked  three  months  of  the  proposed  project, 
the  other  three  months  were  a  turnoff. 
Folkestad  negotiated  with  the  customer  to 
segment  out  the  yucky  part. 

People  like  Cunningham  are  the  new 
economy's  prototypical  "knowledge 
worker,"  according  to  analyst  Judith  G. 
Scott,  with  brokerage  Robert  W.  Baird  & 
Co.  These  people  want  variety,  insist  on 
doing  jobs  that  they  enjoy  and  don't  want  to 
rely  on  one  employer. 

Appropriate  to  the  times,  the  temporary 
staffing  market  is  shifting  from  a  demand  model,  in  which 
the  needs  of  the  customer  are  uppermost,  to  a  supply 
model,  in  which  the  workers'  wants  come  first,  Scott  says. 
John  Folkestad's  division,  rhi  Management  Resources, 
started  in  January  of  1997  to  place  Half's  highest-priced 
talent  in  $70-  to  $250-an-hour  finance  and  accounting 
jobs.  It  has  exploded  to  a  projected  $80  million  in  1998 
revenues.  "We're  nothing  compared  to  what  we're  going 
to  be,"  Folkestad  crows. 

His  boss,  Messmer,  believes  whole  finance  departments 
will  come  to  be  considered  "seasonal  workers,"  contracted 
only  for  annual  or  quarterly  tax  filing  periods.  "Only  full- 
time  jobs  should  be  staffed  full  time,"  Messmer  observes. 
"Nothing  is  more  expensive  than  to  not  staff  strategically." 
And  there's  nothing  like  being  in  a  business  where  all  the 
social  and  economic  trends  are  working  in  your  favor.  ■■ 
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A  lot  of  today's  expensive  acquisitions  are  going 
to  turn  sour.  IBM's  purchase  of  Lotus  already  has. 

The  decline 
and  fall  of  Lotus 


By  Daniel  Lyons 

For  years  the  Baan  Co.  relied 
on    Lotus    Notes   to   let   its 
employees  in  countries  all  over 
the  world  communicate  with 
one   another.   But  the   fast- 
growing     Dutch     software 
developer  ripped  out  its 
Notes  system  last  year 
and   replaced   it   with 
Exchange,  a  messaging 
system  from  Microsoft. 

With  Exchange,  Baan 
needs  only  50  servers, 
half  as  many  as  with 
Lotus     Notes,     to 
deliver   E-mail   to 
10,000  people  on 
its  system.   Three 
administrators  can 
manage  the  system, 
down  from  20  who  were 
needed  with  Notes,  says  John  Doug- 
las, director  of  information  technolo- 
gy at  Baan. 

Score  another  victory  for 
Microsoft  and  a  costly  setback  for 
IBM.  In  the  first  quarter  of  this  year 
Microsoft  Exchange  outsold  Lotus 
Notes,  3  million  copies  to  2.7  mil- 
lion. The  Lotus  product,  nine  years 
old,  still  has  17  million  installations, 
according  to  International  Data 
Corp.,  but  the  two-year-old 
Microsoft  rival  is  gaining  fast  at  9.5 
million.  Of  the  50  biggest  compa- 
nies in  the  U.S.,  30  have  chosen 
Exchange  as  their  companywide  E- 
mail  program  (although  some  of 
them  may  also  make  significant  use 
of  Notes).  Former  Lotus  flagship 
accounts  such  as  Amoco,  Compaq 
Computer,  Dell  Computer,  Hewlett 
Packard,  Intel,  Johnson  &  Johnson, 
Nike,  Shell,  Texaco  and  Unisys  now 
are  adopting  Microsoft's  messaging 


technology.  Ford  Motor  Co., 
a     huge     IBM     account     with 
135,000  users,  has  rejected  Notes 
in  favor  of  Exchange. 

How  quickly  fortunes  change  in 
software.  Four  years  ago  Fortune  mag- 
azine was  touting  Notes  as  the  Next 
Big  Thing,  the  product  Microsoft 
couldn't  stop.  Apparently  agreeing, 
IBM  in  1995  paid  $3.2  "billion  for 
Lotus  Development  Corp.  in  an  ini- 
tially hostile  takeover — largelv  to  get 
its  hands  on  Notes. 

To  be  sure,  IBM  can  claim  some 
sales  gains — Lotus  has  sold  more 
copies  of  Notes  during  IBM's  tenure 
than  it  did  in  the  six  preceding  years. 
But  the  market  has  been  growing 
faster,  taking  Notes'  share  of  the 
groupware  business  worldwide  down 
from  64%  in  1995  to  41%  last  year. 

\  major  exodus  of  talent  occurred 
dm  g  IBM's  first  year  of  ownership. 
Noi  a  second.   Raymond 


Ozzie,  the  key  developer  of  Notes, 
quit  Lotus  last  fall,  along  with  a 
handful  of  other  key  programmers. 
Deborah  Besemer,  the  second  in 
command  at  Lotus,  left  in  November, 
along  with  three  vice  presidents 
in  sales,  consulting  and  business 
development. 

Notes  was  supposed  to  become  a 
New  Age  replacement  for  IBM's  old- 
fashioned  mainframe -based  mail  sys- 
tems, Profs  and  OfficeVision.  There 
was  a  lot  at  stake.  E-mail  drives  deci- 
sions on  other  applications.  Hewlett- 
Packard,  for  example,  is  not  only 
installing  Exchange;  it  is  also  tearing 
out  other  Lotus  applications,  such  as 
word  processing  and  spread- 
sheets, and  replacing 
them  with  Microsoft 
products. 

What  did  IBM  do 
wrong?  Its  first  mis- 
take may  have  been 
to    be    too    gener- 
ous— it  fully  vested 
every  Lotus  employ- 
ee's stock  options  at 
the    time    of  the 
acquisition, 
which  enabled 
talent  to  leave. 
But    then    it 
declined     to 
replace      the 
generous 
Lotus  option 
program    with 
one    using    IBM 
stock.  "The  really 
tangible  incentives  were 
taken     away,"     says     Edward     J. 
McGowan,   a  developer  who   left 
Lotus  last  year  to  join  a  startup. 

Another  mistake,  according  to 
Besemer,  an  11 -year  veteran,  was 
bending  over  backward  to  keep  Lotus 
independent.  She  says  that  for  Lotus 
to  compete  against  Microsoft  it  must 
integrate  its  sales  force  into  IBM's — 
something  that  Lotus  President  and 
Chief  Executive  Jeffrey  Papows  is 
reluctant  to  do. 

Lotus  was  slow  to  recognize  the 
importance  of  the  Internet.  Its 
Domino  server — the  "back  end"  of 
Notes — accommodates  Web  connec- 
tions but  is  more  expensive  and  com- 
plicated than  rival  products.  (See 
cover  story,  p.  94,  for  description  of 
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Collaborative  software 


Market  size  :$billion) 


16.9 


Total  installed  base  (millions) 


1997    1998    1999    2000    2001    2002 


28.0%  13.1%  3.7% 

Percent  share  of  new  sales 


IBM's  Lotus  division  is  way  out  in  front  place  in  groupware  installations  to  date, 
but  its  share  of  new  sales  for  1997  was  not  much  ahead  of  Microsoft's. 


Source:  International  Data  Corp. 


IBM's  Apache-related  Web  software.) 
Even  before  ibm  arrived,  Notes' 

identity  had  been  blurred;  it's  no 
better  now.  First  the  software  was 
marketed  as  a  system  to  make  it  easy 
for  a  widely  dispersed  group  of 
employees  to  work  together  editing  a 
document  or  managing  a  project. 
Then  Notes  was  redefined  as  a  tool 
for  building  customized  collaborative 
applications.  Now  Lotus  seems  to  be 
playing  up  the  E-mail  function  in 
Notes  and  positioning  it  as  a  replace- 
ment for  cc:Mail.  The  latter  was  once 
a  leader  in  its  field  but  is  now  suffer- 
ing a  slow  death,  and  Lotus  has  said 
there  will  be  no  more  upgrades. 

So  what  did  IBM  get  in  the  end  for 
its  $3.2  billion?  On  the  E-mail  front, 
Exchange  is  cheaper  to  run  and  more 
reliable.  On  the  collaboration  front, 
there  are  Web-based  applications  that 
do  much  of  what  Notes  does,  but 
cost  less.  Motorola  and  Northern 
Telecom,  for  example,  both  still  use 
Notes  in  some  departments  but  will 
use  Livelink,  a  Web-based  groupware 
product  from  Open  Text  Corp.,  for 
future  groupware  projects. 

For  years  Lotus  scoffed  that 
Exchange,  originally  simply  an  E-mail 
program,  couldn't  do  collaboration. 
But  now  Exchange  is  catching  up. 
Gartner  Group  estimates  Exchange 
has  about  75%  of  the  features  found 
in  Notes  and  will  have  the  rest  in  a 
year  or  two. 

Faced  with  this  new  threat,  Lotus 


has  invented  yet  another  definition 
for  Notes.  Now,  officials  say,  Notes  is 
ahead  of  Exchange  because  it  can  let 
companies  do  "knowledge  manage- 
ment," a  fuzzy  term  to  describe  the 
process  by  which  people  share  exper- 
tise with  colleagues. 

Problem  is,  only  a  handful  of  huge 
companies  care  about  knowledge  man- 
agement. And  even  those  companies 
aren't  necessarily  convinced  that  Notes 
is  the  best  way  to  do  it.  Consulting 
firm  kpmg  Peat  Marwick  is  deleting  all 


Jeff  Papows,  Lotus  chief  executive 
Independence — at  a  price. 


of  its  Notes  systems  and  installing 
Exchange  for  its  65,000  employees. 

Microsoft  won  the  6,500  comput- 
er users  at  the  Defense  &  Electronics 
division  of  ITT  Industries  by  bringing 
ITT  brass  to  its  headquarters  in  Red- 
mond, Wash,  and  giving  them  special 
presentations  and  peeks  at  future 
products.  Did  Lotus  fight  to  defend 
the  account?  "To  be  frank  with  you, 
not  really,"  says  Victor  RJos,  vice 
president  of  information  technology 
at  the  ITT  division. 

Kenneth  Bisconti,  the  director  of 
strategic  marketing  at  Lotus,  sounds 
sour  when  he  says:  "Did  that  guy 
[Rios]  really  do  his  job  correctly  if  he 
made  a  decision  based  on  who  wined 
and  dined  him?" 

Lotus  is  also  losing  its  grip  on  the 
small  developers  who  make  a  living 
designing  customized  applications  on 
top  of  Notes.  They  are  angry  because 
Lotus  competes  against  them  with  its 
own  Notes  applications. 

Microsoft,  taking  advantage  of  the 
discord,  has  started  wooing  the 
developers  away.  Among  those  who 
have  signed  on  is  Infolmage,  a  $20 
million  developer  in  Phoenix,  Ariz. 
Scarcely  half  a  year  ago  Lotus  had 
honored  Infolmage  as  its  biggest  and 
best  business  partner. 

Bisconti's  response  to  the  defec- 
tions: "It's  really  not  a  big  deal." 
Maybe  not,  but  IBM's  purchase  of 
Lotus  has  turned  into  a  pretty  expen- 
sive ego  trip.  BB 
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Bob  Dutcher  watched  a  water  cannon  cut  through 
concrete  and  came  up  with  a  better  way  to  deal  with 
stroke-  and  heart-attack-causing  blood  clots. 

Lateral  thinking 


By  Stephan  Herrera 

"It  might  have  seemed  a 
little  harebrained,  now 
that  you  mention  it,"  con- 
fesses Robert  Dutcher, 
chief  executive  of  Min- 
neapolis-based Possis 
Medical.  He  had  hit  upon 
the  novel  idea  of  devising 
a  catheter  that  blasts 
blood  clots  with  jets  of 
salt  water  and  vacuums  up 
the  pieces.  That  was  a 
decade  ago.  Today  his 
Angiojet  may  well  be 
headed  for  the  big  time. 

In  December  1996  the 
Food  &  Drug  Administra- 
tion approved  it  for  use  on 
the  relatively  tame  clots 
that  sometimes  form 
during  kidney  dialysis.  But 
a  far  bigger  payoff  could 
come  next  year  if  the  device  wins 
approval  for  use  on  patients  with  those 
dangerous  clots  that  cause 
strokes,  heart  attacks  and 
lung  embolisms. 

What  seems  hare- 
brained, in  retrospect,  is 
that  he  got  the  idea  for 
this  delicate  process  by 
watching  industrial  water 
cannons  at  work.  By 
pumping  water  at  three 
times  the  speed  of  sound 
through  a  nozzle  the  size 
of  a  pencil's  point,  the 
cannon  could  cut  con- 
crete, carve  jet  engine  tur- 
bine blades  and  even 
douse  the  oil  well  fires 
Saddam's  minions  started 
during  the  Gulf  war. 

Dutcher  was  then 
working  for  a  small  off- 
shoot of  the  cannonmak- 
er,  Possis  Corp.  Dutcher, 
a    biomedical   engineer, 
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Vessel  cleaner 

AngioJet  is  fast 
and  flexible  enough 
to  remove  blood 
clots  in  seconds, 
which  can  mean  the 
difference  between 
life  and  death. 


had  previously  spent  13  years  as  an 
idea  man  for  Medtronic,  the  Min- 
neapolis pacemaker,  heart 
valve  and  stent  manufac- 
turer. Observing  an 
atherectomy — a  tricky 
operation  to  remove  arte- 
rial plaque — he  won- 
dered: Could  the  water 
cannon  technology  also 
be  applied  to  blood  clots, 
which,  when  they  lodge 
in  arteries  in  the  brain  and 
heart,  can  cause  stroke 
and  heart  attack?  It 
sounded  far-fetched,  but 
the  best  ideas  often  do. 

Dutcher  figured,  cor- 
rectly, that  the  water  gun 
could  be  miniaturized  and 
the  flow  of  fluid  reversed. 
1  he  resulting  suction 
\  ould  gnaw  away  at  a  clot 
and  pull  the  shards 
.\n  evacuation 
1  hat    way,    they 


couldn't  cause  harm  downstream. 

"Think  of  it  as  a  tornado  plowing 
through  your  arteries,"  Dutcher  says. 
Dutcher  got  his  big  chance  to 
commercialize  this  technology  after 
Possis  sold  everything  but  the  med- 
ical division,  which  was  then  renamed 
Possis  Medical.  Two  secondary  offer- 
ings in  1994  and  1995  raised  $34 
million. 

All  told,  Dutcher  worked  for  ten 
years  building  the  Angio- 
jet. It  sells  for  $25,000, 
and  costs  between  $  1 ,000 
and  $2,000  for  each  use 
of  the  catheter  and  pump. 
Dutcher's  device  includes 
a  reusable  drive  unit,  a  dis- 
posable pump  and  a 
catheter  that  follows  a 
stainless  steel  guide  wire 
the  thickness  of  a  hypo- 
dermic needle.  The  device 
that  does  all  the  work  is 
essentially  a  tiny  stainless 
steel  halo  resembling  a 
shower  head  with  six 
holes,  each  half  the  width 
of  a  human  hair.  Water 
pressurized  at  10,000 
pounds  per  square  inch  is 
delivered  to  these  holes. 

Dutcher  says  Angiojet 
can  save  many  stroke  and 
heart  attack  victims  if  they  get  to  the 
hospital  fast  enough.  Lost  time  means 
more  brain  damage.  A  clot  that  sud- 
denly blocks  blood  flow  must  be 
removed  within  three  hours  to  provide 
any  significant  benefit.  Eighty  percent 
of  strokes  are  caused  by  blood  clots. 

Today's  version  is  tiny  enough  to 
snake  anywhere  in  the  body  except 
the  brain,  where  blood  vessels 
demand  more  flexibility.  The  next 
generation  of  Angiojet,  currently  in 
development,  solves  that  problem. 

Angiojet  will  compete  with  slower- 
working  clot-dissolving  drugs 
approved  for  strokes  about  three 
years  ago.  Dr.  Bruce  Lewis  of  Chica- 
go's Loyola  University  Medical 
Center,  an  investigator  in  the  current 
clinical  trials  for  coronary  use  of 
Angiojet,  says  the  device  does  better 
than  balloon  angioplasty  at  getting 
into  smaller  arteries.  "It  also  takes  a 
fraction  of  the  time  to  administer 
over  clot-busting  drugs,  and  we've 
seen  no  side  effects."  WM 
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bioscience 


By  Cvnthia  Robbins-Roth 


The  virtual  body 


If  we 

can  model 
explosions 
on  computers 
instead  of 
testing  real 
bombs,  why 
can't  we  do 
the  same 
for  drugs? 


The  Human  Genome  Project  will  reveal 
the  coded  recipe  for  making  all  the  sub- 
stances in  human  beings.  Now  if  only  we 
knew  what  those  substances  did,  we  could 
begin  to  design  drugs  for  all  that  ails  us. 

At  first,  biotech  companies  thought  that 
they'd  make  a  mint  if  they  could  just  syn- 
thesize this  or  that  interesting  protein, 
such  as  interferon,  interleukin-2  and 
tumor  necrosis  factor.  Problem  is,  these 
proteins  swim  in  complex  networks  of 
molecules  and  target  cells  within  the  body, 
and  the  only  way  to  find  out  how  to  use 
them  is  to  practice  on  patients.  You  can't 
always  reconcile  such  human  experimenta- 
tion with  medical  ethics,  and  even  when 
vou  can,  the  financial  costs  can  be  huge. 

Computers  to  the  rescue.  If  we  can 
model  nuclear  explosions  on  computers 
instead  of  testing  real  bombs  in  the  Mojavc 
Desert,  why  can't  we  do  the  same  for 
drugs?  Some  new  tools  on  the  horizon 
promise  to  do  just  that  by  generating  "in 
silico"  versions  of  the  human  body.  Such 
versions  could  drastically  reduce  the  cost 
and  human  risk  of  developing  new  drugs. 
Physiome  Sciences  |  Princeton,  N.J.)  and 
PharSight  Inc.  (Palo  Alto,  Calif.)  both  aim 
to  fill  this  market  opportunity 

Physiome  has  raised  venture  capital  from 
SmithKline  Beecham  and  Oxford  Bioscience 
Partners  to  support  development  of  three- 
dimensional  models  of  the  heart  and  other 
organs  living  in  the  computer.  The  heart 
model  is  based  on  detailed  molecular,  bio- 
chemical, cellular  and  anatomical  informa- 
tion generated  by  decades  of  experiments. 
Physiome  has  models  of  the  different  cell 
types  found  in  the  heart,  including  how 
they  function  in  healthy  and  diseased  hearts. 
It  linked  these  cell  models  together  to  gen- 
erate a  model  of  a  living,  beating  heart. 

Physiome's  heart  model  can  take  into 
account  what  is  known  about  the  causes 
and  effects  of  congestive  heart  failure, 
arrhythmias  and  heart  attacks,  as  well  as 
the  growing  body  of  information  about 
gene  function.  That  makes  the  computer- 
ized heart  good  enough  to  winnow  out 
new  targets  for  drug  discovery.  Once  drug 
candidates  afe  on  the  table,  the  same 


model  can  predict  how  they  might  affect 
the  heart  and  to  test  new  devices,  such  as 
pacemakers  and  defibrillators. 

Physiome's  corporate  partner,  Roche 
Holdings,  fed  its  own  experimental  data 
into  the  heart  model  to  figure  out  how  its 
new  calcium  channel  blocker,  Posicor, 
might  affect  the  heart.  The  Food  &  Drug 
Administration  accepted  this  modeled  data 
as  part  of  its  review  of  the  drug's  potential 
adverse  effects  and  approved  it  as  a  treat- 
ment for  hypertension  and  angina. 

What's  next?  Physiome  wants  to  make 
models  of  the  other  organs.  It  also  wants  to 
integrate  its  models  with  existing  databases 
to  provide  more  information  about  how 
diseases  and  compounds  affect  cells.  The 
goal  is  to  support  more  efficient  (and  thus 
less  expensive  and  risky)  drug  development. 

PharSight  uses  its  computational  power 
to  model  an  entire  clinical  trial.  Clients  can 
thus  test-drive  different  patient  popula- 
tions to  identify  the  characteristics — such 
as  age,  gender  or  smoking  habits — that 
might  influence  the  response  to  a  new 
drug.  With  that  tool  in  hand,  a  drug  com- 
pany can  design  the  trial  that's  most  likely 
to  satisfy  the  EDA's  demands.  Drugs  now 
require  an  average  of  64  clinical  trials  cost- 
ing five  years  and  $134  million  to  com- 
plete— a  third  of  the  total  cost  of  bringing 
a  drug  to  market.  Any  savings  here  should 
be  very  significant. 

The  PharSight  software  allows  users  to 
put  a  hypothetical  group  of  patients 
through  a  clinical  study  and  look  at  proba- 
ble results,  based  on  the  information  avail- 
able about  how  the  drug  behaved  in  animal 
studies  and  early  clinical  trials,  and  all  the 
basic  physiology  and  pharmacology  that  can 
be  crammed  in.  The  more  information 
available,  the  more  relevant  the  model. 

Glaxo  Wellcome  and  Parke- Davis  have 
been  avid  supporters  of  the  PharSight  tech- 
nology, and  PharSight  has  been  actively 
acquiring  complementary  pieces  of  the 
technology  and  services  puzzle. 

As  Silicon  Valley  and  Biotech  Bay  grow 
closer,  keep  an  eye  out  for  biopharm  compa- 
nies building  or  incorporating  these  new 
tools  into  their  drug  discovery  arsenal.        §■ 


Dr.  Cynthia  Robbins-Roth  is  a  principal  of  BioVenture  Consultants  and  the  editor-in-chief  of  BioVenture  Publishing. 

Her  book,  Alternative  Careers  in  Science:  Leaving  the  Ivory  Tower,  was  recently  published  by  Academic  Press,  San  Mateo,  Calif. 
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software  horizon 


By  Joseph  R,  Garber 


We  know  who  you  aire 


There's  even 
one  startup 
trying  to 
deduce  folks' 
identity  by 
their  smell. 


A  PLANT  MANAGER  WAS  EXPLAINING  to  a 

salesman  how  well  his  factory's  magnetic- 
card  time  and  attendance  system  worked, 
when  he  glanced  out  the  window  and  spot- 
ted an  employee  using  a  fistful  of  cards  to 
punch  in  her  tardy  buddies. 

Recognition  Systems,  which  makes  hand- 
print readers,  closed  another  sale. 

Headquartered  in  Campbell,  Calif,  the 
$12  million  company  is  one  of  73  or  so 
outfits  trying  to  build  biometric  identifica- 
tion systems.  Like  other  biometrics  shops, 
its  prime  selling  point  is  this:  Cardkeys, 
passwords  and  personal  identification  num- 
bers can  be  pilfered  by  crooks;  biology 
can't  be.  Everyone  has  unique  physical 
attributes  that,  in  theory,  a  computer  can 
be  programmed  to  sense. 

What  characteristics?  Well,  there  are 
about  50  outfits  trying  to  make  low-cost 
electronic  IDs  work  via  fingerprints  (further 
evidence  that  venture  capitalists  and  lem- 
mings share  much  in  common).  Other 
newborn  technologies  scan  iris  or  retinal 
patterns,  ear  shapes,  facial  features,  signa- 
tures and  vocal  waveforms.  There's  even 
one  startup  trying  to  deduce  folks'  identity 
by  their  smell. 

The  market  for  this  stuff  could  be  enor- 
mous. Access  control  (mostly  electronic 
locks  and  cardkeys)  is  a  billion-dollar-plus 
business.  Add  to  that  teller  machines, 
Internet  electronic  commerce  validation, 
credit  card  verification  and  all  the  other 
uses  to  which  biological  identification  could 
be  put — and  you  have  quite  an  industry. 

But  not  quite  yet. 

Today  the  biometric  market  is  only  about 
$25  million  (excluding  $120  million  in  law 
enforcement).  Why?  First,  the  technology 
isn't  perfect.  For  example,  roughly  2%  of 
the  population's  fingerprints  baffle  comput- 
ers— as  do  really  filthy  fingers.  Nor  will 
contact  lens  wearers  or  folks  with  optical 
diseases  like  glaucoma  easily  pass  an  eyeball 
scan.  Second,  most  biometric  technologies 
are  computationally  intensive;  sure,  you  can 
buy  a  simple  fingerprint  reader  for  a  few 
hundred  bucks,  but  at  a  minimum  you'll 
need  a  few  thousand  dollars'  worth  of  PC  to 
go  with  it.  In  contrast,  an  ordinary  cardkey 
reader  will  cost  j  >u  $300.  Nci  systems  cost: 


$800  to  $1,000  a  door,  counting  con- 
trollers and  all  those  mag  stripe  cards. 

Recognition  Systems'  solution  is  quite 
different.  It  digitizes  three-dimensional 
hand  geometry,  boiling  down  palm  shapes, 
finger  lengths  and  so  forth  to  unique  nine- 
character  codes.  Rather  than  needing  a  full- 
blown Pentium  PC  to  crunch  the  numbers, 
it  can  make  do  with  a  dirt-cheap  eight-bit 
processor — a  member  of  a  family  that  dates 
back  to  the  1970s.  The  magic  of  the 
$1,600  box  is  in  the  optics — and  in  algo- 
rithms smart  enough  to  distinguish  your 
hand,  even  if  you're  wearing  a  bandage  on 
a  swollen  finger. 

Does  the  thing  work?  Let's  all  hope  so. 
The  doors  to  90%  of  America's  nuclear 
reactors  are  controlled  by  them. 

According  to  Recognition  Systems'  presi- 
dent, William  W.  Wilson,  72,  his  company's 
device  is  99.9%  accurate — higher  if,  like  the 
Nuclear  Regulatory  Commission,  you  cou- 
ple it  with  a  magnetic  card  reader.  Wilson 
thinks  his  next  big  customer  will  be  the 
Immigration  Service,  which  is  using  hand- 
readers  at  the  JFK,  Toronto,  Newark  and 
Miami  airports.  Travelers  who  enroll  with 
the  ins  are  given  mag  stripe  cards  that, 
together  with  their  handprints,  whisk  them 
past  those  endless  passport  control  lines  in 
a  few  seconds.  I,  for  one,  hope  my  local  air- 
port is  the  next  to  come  on  line. 

Promising?  Yes.  An  investment  pick?  No. 
Recognition  Systems  is  owned  by  privately 
held  Harrow  Corp.,  a  conglomerate  in 
Grand  Rapids,  Mich.  But  if  you  want  to 
gamble  on  biometric  stocks  (and  at  the 
p/es  involved,  a  gamble  it  is),  there  are  a 
bunch  of  them  out  there:  Identix,  Printrak, 
Viisage,  Biometric  Access  Technologies, 
Digital  Biometrics — and  probably  more  to 
come.  Tread  warily.  This  field  is  teeming 
with  dubious  propositions;  witness  the 
notorious  Comparator  Systems,  the  finger- 
print ID  firm  whose  stock  took  off  and  then 
crashed  two  years  ago. 

My  guess:  In  five  or  ten  years  cardkeys 
and  pins  will  be  history.  A  handful  of  bio- 
metric companies  will  be  making  big  bucks 
by  looking  at,  listening  to — or  perhaps 
sniffing — you,  every  time  you  walk  through 
a  door.  Hi 


Joseph  R.  Garber's  E-mail  address  is  garber@well.com 
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GartnerGroup's  Symposium/ITxpo  98-  where  the  biggest  names  in  the  industry  come  together 
for  a  supercouncil  summit  with  GartnerGroup  analysts  to  discuss,  debate  and  decide  the  future  of 
today's  hottest  information  technology  (IT)  trends,  companies  and  products.  With  over  225  sessions 
and  explosive  keynotes  from  the  likes  of  Cisco's  Chambers,  Oracle's  Ellison,  Microsoft's  Gates, 
HP's  Piatt,  Xerox's  Thoman  and  Unisys'  Weinbach,  the  fate  of  the  free  world  just  might  be  at  stake. 

12-16  October  1998    Lake  Buena  Vista,  Florida,  USA 
www.gartner.com/symposium    1-800-778-1997    +1-203-316-6757 


CD  GartnerGroup 


The  future  of  IT. 
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Crap  dealers 

Brandishing  yields  as  high  as  15%,  brokers 

are  peddling  mortgage  REITs.  Just  say  no  to  them 


By  Scott  Woolley 

In  polite  company  they  are  called  "a 
first-loss  tranche."  Among  themselves 
Wall  Streeters  use  a  blunter  term: 
"toxic  waste."  It's  the  riskiest  residue 
when  a  pool  of  mortgages  is  carved 
up  into  component  pieces.  If  any 
borrower  defaults,  the  first-loss 
tranche  takes  the  first  and  biggest  hit. 

The  best  thing  you  can  say  for 
them  is  they  pay  a  very  high  return — 
unless  things  go  against  them,  which 
they  often  do.  The  high  yield  makes 
them  popular  with  many  mortgage 
REITs  because  their  presence  in  a 
portfolio  can  make  the  fund  look 
awfully  attractive  to  investors. 

Chastain  Capital  Corp.,  a  new  REIT 
boasting  an  estimated  1999  yield  of 
15.5%,  puts  more  than  75%  of  its 
assets  in  risky  deals,  including  first- 
loss  tranches  and  other  subordinated 
debt  derivatives.  Laser  Mortgage 
Management  Inc.'s  current  yield  is 
15%;  its  equity-to-assets  ratio  a  mere 
7.5%.  It's  hard  to  know  just  how 
shaky  some  of  these  assets  are  since 
mortgage  REITs  rarely  detail  specific 
holdings. 

The  last  time  mortgage  REITs  were 
this  trendy  was  in  the  early  1970s. 
Then  the  economy  went  into  reces- 
sion. Mortgage  REITs,  most  famously 
the  one  run  by  Chase  Manhattan, 
went  bust  as  the  high-yielding  con- 
struction loans  they  owned  defaulted. 

Other  people's  money 


It's  different  this  time,  plead  the 
REIT  vendors:  We  aren't  just 
buying  construction  loans,  we're 
buying  types  of  securitized  mortgages 
refined  in  the  1980s.  Maybe,  but  if 
they    are    heavy    in    first-loss 
tranches,  they  are  at  least  as 
risky. 

Cohen  &  Steers  Capital 
Management,  a  highly 
regarded  buyer  of  REITs 
and  other  real-estate- 
related  stocks,  won't 
touch  mortgage  REITs. 
Nor  will  many  other  big 
institutions. 

But  the  public  will.  Six 
mortgage  REITs,  all  heavily 
invested  in  high-risk  mortgage  paper, 
have  gone  public  this  year,  bringing 
the  total  to  30.  Our  advice:  Be  wary 
of  analyst  reports  touting  them.  Of 
the  few  sell-side  analysts  who  cover 
the  industry,  most  work  for  the 
underwriters  bringing  the  companies 
to  market,  including  Sutro  &  Co. 
and  Lehman  Brothers.  The  banks 
rake  in  fees  not  just  from  the  compa- 
nies' stock  offerings,  but  often  from 
selling  them  the  mortgage-backed 
securities  they  constantly  need. 

What's  good  for  brokers  isn't  nec- 
essarily good  for  investors.  Mortgage 
REITs  have  consistently  missed  ana- 
lysts' earnings  forecasts  this  year. 


Name 


Recent 
price 


Change 
since  IPO 


%  of  assets  in 
high-risk  securities' 


Chastain  Capital 

$13.25 

Clarion  Commercial  Holdings 

15.75 

Novastar  Financial 

16.75 

Ocwen  Asset  Investment 

16.93 

75% 

92' 


•Minimum  in  noninvestment-grade  debt  and  derivatives  For  new-r      7s  the  percentage  is  basen  on 
company  projections  once  their  capital  is  fully  invested.  'Based  on  in 


Sources  BancAmenca  Robertson  Steph  Mai  kets, 
company!  i 


Operators 
of  these 
mortgage 
REITs  are  tak- 
ing chances, 
but  not,  for 
the  most  part, 
with  their  own 
money. 


Apex  Mortgage  Capital  Inc.  was  sup- 
posed to  make  24  cents  a  share  in  the 
first  quarter  of  this  year,  according  to 
the  ibes  consensus  forecast.  Earnings 
delivered:  9  cents  a  share. 

Do  the  REIT  managers  worry  about 
these  things?  Well,  for  the  most  part 
they  are  playing  with  other  people's 
money.  Consider  Anthracite  Mort- 
gage Capital  Inc.,  a  mortgage  REIT 
that  went  public  in  March  and  plans 
to  invest  in  the  riskiest  tranches  of 
securitized  commercial  mortgages. 

As  with  almost  all  mortgage  REITs, 
the  base  management  fee  increases 
with  the  size  of  the  mortgage  portfo- 
lio. Since  the  management  company 
has  no  limit  on  how  much  it  can 
leverage  the  reit,  the  incentive  is  to 
borrow  and  buy  as  much  as  possible. 
Anthracite's  SEC  filings  say  it  plans  to 
acquire  about  $1.5  billion  in  assets 
backed  by  just  $300  million  in  equity. 
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The  managers  who  start  a  mort- 
gage REIT  typically  keep  a  bigger 
stake  in  the  management  company 
than  they  do  in  the  REIT.  Take 
Ocwen  Asset  Investment  Corp.,  a 
mortgage  REIT  started  and  now  man- 
aged bv  Ocwen  Financial  Corp.  of 
West  Palm  Beach,  Fla.  William  C. 
Erbey,  chief  executive  of  both  com- 
panies, owns  31.6%  of  the  manage- 
ment company  but  onlv  1.3%  of  the 
REIT.  That  means  for  every  extra 
dollar  in  fees  the  REIT  pays  the  man- 
agement arm,  Erbey  nets  30  cents. 
Michael  Kirby,  a  principal  at  Green 
Street  Advisors,  a  research  firm  spe- 
cializing in  REITs,  smells  a  rat.  He  fig- 
ures management  company  owners 
only  buy  stock  in  their  own  REITs  as 
"a  necessary  cost  of  getting  their  IPO 
done.  It  is  merely  done  to 
create  a  facade." 

Ocwen      admits 
the  potential  for  a 
conflict  of  interest, 
but     says     outside 
directors,  who  form 
a    majority    of   the 
board,  effectively  po- 
lice the  two  companies' 
transactions. 

Maybe,  but  at  least 
one  transaction  looks 
funny.  Erbey  and  Barry  Wish,  his 
former  partner,  recently  bought  part 
of  the  REIT's  portfolio.  They  paid 
$54  million  for  complex  derivatives 
linked  to  the  interest  payments  of 
a  mortgage  pool.  A  sweetheart  deal? 
Erbey  says  no,  claiming  he  generous- 
ly paid  more  than  the  derivatives 
were  worth. 

Even  institutional  investors  find  it 
impossible  to  peel  apart  the  various 
risks  of  mortgage  REITs.  Each  collat- 
eralized mortgage  obligation  has  a 
different  exposure  to  interest  rate 
swings,  mortgage  prepayments  and 
real  estate  prices.  Some  mortgage 
REITs  use  other  derivatives  to  hedge 
away  some  of  this  risk.  Modeling  the 
net  exposure  would  be  a  nightmare 
even  if  the  REITs  completely  disclosed 
all  their  holdings.  They  don't. 

Nevertheless,  in  May  Clarion 
Commercial  Holdings  floated  $100 
million  worth  of  shares.  The  share- 
price  is  off  from  the  original-issue 
S20  to  a  recent  $15.88 

Toxic  waste  is  right.  Bi 


Value  down  under 


If  you  like  rebound  plays,  look  at  Australia, 


By  James  M.  Clash 


Politicians  don't  ordinarily  give 
investment  advice,  but  crises  can 
make  them  bend  the  rules.  Here's 
Australian  Deputy  Prime  Minister 
Timothy  Fischer:  "There  is  a  good 
prospect  for  a  major  savage  correc- 
tion on  Wall  Street."  His  advice: 
Consider  diversifying  into  Australia. 

"Australia  offers  a  safe  haven,"  says 
Fischer,  "and  the  bonus  of  location 
proximity  for  investment  in  Asia,  but 
with  the  absolute  security  of  commer- 
cial law.  We  are  in  budget  surplus,  with 
low  interest  and  inflation  rates." 

If  that  advice  appeals  to  you  as  an 
investor,  consider  $162  million  First 


Australia,  a  closed-end  fund.  Its  dis- 
count to  net  asset  value  has  widened  to 
19%  (recent  average,  13%).  Why?  Aus- 
tralia exports  60%  of  its  products  to  a 
badly  depressed  Asia,  and  consequent- 
ly Aussie  stocks  are  depressed  and  cur- 
rency is  at  a  12 -year  low,  with  the  Aus- 
tralian dollar  at  62  U.S.  cents. 

First  Australia  does  not  have  a  ster- 
ling record.  Over  the  last  five  years  it 
has  returned  a  compound  annual 
4.8%,  five  points  under  the  msci  Aus- 
tralia index,  a  lag  traceable  to  a  heavy 
concentration  on  small-cap  natural 
resource  stocks.  But  since  last  year  it 
has  a  new  manager:  Craig  Hood,  46, 
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These  funds  offer  a  play  on  Aussie  stocks 
depressed  by  the  Asia  crash. 


a  Rothschild  veteran  with  a  Oversold ? 
solid  record.  By  U.S.  stan- 
dards Aussie  stocks  are  cer- 
tainly cheap:  The  fund's 
average  p/e  is  just  21,  versus 
29  for  the  s&P  500.  The 
fund  also  pays  a  fat  11%  div- 
idend, seven  times  the  U.S. 
market  yield. 

Hood  looks  for  big 
stocks  (median  market  cap, 
$4.2  billion)  with  double- 
digit  earnings  growth  but 
priced  low  relative  to  indus- 
try cash  flows.  He  likes 
companies  that  actively  cut 
costs.  "We  are  two  to  three  ^^^m 
years     behind     the     U.S. 

there,"  he  says.  "Your  return  on  equity  is  20%  to  25%. 
Ours  is  more  like  12%." 

Hood  has  reduced  the  fund's  resource  stock  holdings 
by  half,  and  is  now  heavy-up  on  financials.  Why  banks? 
Hood  believes  interest  rates  will  drop  further,  improving 
profitability,  while  new  computer  technology  will  lower 
costs.  First  Australia's  portfolio  is  now  37%  financials,  up 
from  28%  a  year  ago. 

Westpac,  New  South  Wales'  biggest  bank,  got  into 
trouble  in  the  late  1980s  buying  foreign  real  estate  that 
tanked  shortly  thereafter.  In  1993  Australian  billionaire 
Kerry  Packer  came  in  and  began  refocusing  on  Westpac's 
core  banking  franchise.  It  took  a  while.  Hood  bought 
shares  in  March  1997  at  $4.50;  now  they're  $6.40. 

Telstra,  the  national  telephone  company  monopoly,  went 
public  in  November.  Hood  thought  the  typical  14-cent 


Fund 

% 
discount 

Total  return 
6/30/97 

to 
6/30/98 

Assets 
3/31/98 
($mil)* 

Annual 

expenses 

per 

$100 

Capstone  New  Zealand! 

— 

-41.2% 

$5 

$2.57 

First  Australia 

-19.2% 

-18.5 

162 

1.39 

First  Australia  Prime 

-5.7 

-14.9 

1,555 

M25 

Kleinwort  Benson  Australia 

-15.3 

-11.0 

104 

1.14 

WEBS  Australia  (EWA)t 

— 

-16.4 

42 

1.33 

MSCI  Australia* 

-14.6 

*AII  values  are  in  U.S.  dollars.  tOpen-end.  tReturn  shown  includes  reinvestment  of 
net  dividends. 

Sources:  Upper  Analytical  Services:  Morningstar,  Inc. 

earnings  projection  for  1997 
was  low,  so  he  bought  4  mil- 
lion shares  at  $1.23.  Today 
they  are  up  to  $2.75,  but 
Hood  believes  they're  worth 
$4.  Further  privatization, 
likely  next  year,  will  make 
Telstra  even  more  efficient. 
Another  reason  for  opti- 
mism on  Australia:  It  will 
get  at  least  $6  billion  in  net 
inflows  from  the  Summer 
2000  Olympics.  In  anticipa- 
tion of  the  Olympics 
tourism  boom,  Hood  is 
buying  Sydney  Casino,  a 
regional  gambling  outfit 
whose  stock  price  was  cut  in 
half  by  the  Asia  crash,  and  Qantas  Airways. 

EquitiLink,  the  fund's  Sydney-based  sponsor,  also  runs 
$1 .6  billion  Prime  Income,  a  AAA- rated  bond  fund  with  an 
8.7%  annual  return  over  the  last  decade.  It  trades  at  a  6%  dis- 
count to  asset  value.  A  new  charter  allows  up  to  35%  of  the 
fund  to  be  invested  outside  Australia,  and  manager  James 
Blair  is  nibbling  at  the  handsome  yields  now  available  in 
depressed  Asia.  He  is  looking  at  government  issues  like 
Korea  and  Thailand,  both  yielding  10% — 4.5  points  over 
ten-year  Aussie  Treasurys. 

An  alternative  to  First  Australia  is  ewa  (see  table),  one  of 
17  listed  country  webs  funds,  ewa  acts  like  an  index  to  the 
Aussie  All-Ordinaries.  There's  no  chance  of  a  narrowing  dis- 
count or  of  open-ending  (whereby  shareholders  force  a  dis- 
counted fund  to  pay  out  net  asset  value),  but  there's  no  risk 
of  a  widening  discount,  either.  M 


Blue  sky  investing 


Deputy  Prime  Minister  Timothy  Fischer 
There's  a  safe  haven  near  Asia. 


Excerpts  from  an  interview  with 
Australian  Deputy  Prime  Minister 
Timothy  Fischer,  in  Canberra. 
Forbes:  Is  Australia  a  good  way 
to  play  the  Asia  crash? 
Fischer:  Australia  offers  a  safe 
haven — and  the  bonus  of  location 
proximity — for  investment  in  Asia. 
The  same  time  zones,  but  with  the 
absolute  security  of  commercial  law. 
There  are  some  very  shrewd 
investors  from  Australia  and  else- 
where climbing  all  over  Asia  now. 
They're  most  notably  in  Thailand, 
where  [investment]  has  come 
through  from  Europe  in  quite 
strong  numbers.  I  would  urge  the 
U.S.  and  FORBES  readers  that  now  is 
the  time  to  look  a    engagement 
with  Asia  rather  than  run  from  it. 
It  see-  is  there's  a  move  toward  a 
more  i        market  economy  in 
Austral        <>w. 


Yes.  It's  happening  with  our  nation- 
al electricity  grid,  as  large  chunks  of 
power  generation  and  distribution 
are  privatized,  most  notably  in  Vic- 
toria. The  federal  government  is  also 
privatizing  banks — the  Common- 
wealth Bank  of  Australia — and, 
recently,  one-third  of  Telstra  (the 
national  telephone  company). 
Could  there  be  a  second  crash  in 
Asia  before  the  dust  settles? 
Yeah,  [but  I  think  there  will  be]  a 
more  savage  correction  on  Wall 
Street.  The  ratios  indicate  "a  lot  of 
blue  sky,"  to  use  an  Australian  term. 

There  seems  to  be  a  lot  less  blue 
sky  over  Australia.  We  are  in  budget 
surplus  with  low  inflation  and  inter- 
est rates.  We  have  a  strict  banking 
credit  structure — a  real  bonus,  given 
all  that's  happening  in  Asia.  We've 
learned  the  hard  way. 

-J.M.C.  H 
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matters 

Edited  by  Laura  Saunders 


A  doctor  forgot  to  sign  some  apparently  meaningless 
mumbo  jumbo.  The  IRS  said  "Gotcha!" 
and  threatened  to  hit  him  up  for  $45,000. 

Keogh  panic 


There's  a  big  mess  out  there  having 
to  do  with  retirement  plans  for  small 
businesses  and  self-employed  people. 
If  you  have  a  Keogh,  401(k)  or  other 
non-IRA  plan,  beware:  One  small 
paperwork  error  from  the  past  may 
cost  you  $2,000. 

The  mess  is  that  more  than 
100,000  of  such  plans  don't  comply 
with  current  law,  estimates  Seymour 
Gddberg,  an  attorney  in  Garden 
Citv,  N.Y.  Compounding  it  is  the  fact 
that  owners  may  be  eyeing  a  rollover 
of  assets  into  a  regular  IRA  and  then 
to  a  Roth  IRA.  But  if  the  plans  arc 
illegal,  the  rollovers  will  be  tainted, 
causing  even  bigger  headaches. 

Defects  in  retirement  plans  can  be 
either  matters  of  substance  (an  oph 
thalmologist  neglects  to  include  her 


nurse)  or  matters  of  form  (you  didn't 
sign  the  right  documents).  For  some 
reason  the  Internal  Revenue  Service 
is  fixated  on  matters  of  form.  Audi- 
tors love  the  rituals. 

But  you  can  blame  Congress,  not 
the  IRS,  for  creating  the  mess. 
According  to  Marcia  Wagner,  a  pen- 
sion attorney  in  Boston,  lawmakers 
have  changed  the  pension  rules  a  stu- 
pefying 21  times  since  thev  were 
enacted  in  1974.  "There's  no  way 
the  average  person  could  keep  up 
with  the  changes,  and  neither  could 
his  accountant,"  says  Goldberg. 

Even  the  simplest  plans  (one  par- 
ticipant, less  than  $100,000  of  assets) 
have  been  affected  by  changes  on 
spousal  rights,  contribution  formulas 
and  distribution  rules.  At  a  bare  min- 


imum, all  plans  in  existence  since 
1986  should  have  been  amended 
once,  and  those  dating  to  1982 
should  have  been  amended  twice. 

-  What's  an  amendment?  It  might 
be  a  few  pages  of  gobbledygook 
sent  you  by  your  plan  sponsor,  such 
as  Fidelity  or  Merrill  Lynch.  Maybe 
you  thought  it  was  a  proxy  and 
tossed  the  paperwork.  Big  mistake. 
Faced  with  the  huge  population 
of  nonconforming  pension 
plans,  the  IRS  has — sort  of — 
done  what  it  can  to 
:  ease  things.  Earlier  this  spring 
i  the  taxmen  issued  Rev. 
Proc.  98-22  (available  at 
www.irs.ustreas.gov).  For 
screwed-up  plans,  it  is  in 
effect  an  amnesty,  although 
the  IRS  is  allergic  to  that  term. 
For  substantive  errors, 
including  mistakes  in  who  is 
covered  and  what's  paid  in  or 
out,  the  amnesty  is  pretty 
generous.  But  for  an  error  of 
form — for  example,  you 
didn't  sign  those  amendments 
on  time — the  punishment 
is  draconian. 

Carol  Gold,  IRS  director  of 
employee  plans,  explained  for 
Forbes  how  all  this  works. 
She's  talking  about  Keoghs, 
401(k)s  and  other  small  plans, 
but  not  IRAS.  And  she's  talk- 
ing to  business  owners  and 
the  self-employed,  not 
employees. 

1.  Check  your  plan.  If  you 
find  a  mistake  in  how  your  plan  is 
run  (in  IRS  lingo,  "operational  mis- 
take") and  correct  it  within  two 
years,  you  don't  even  have  to  tell  the 
IRS.  Simply  be  able  to  show,  if  you  are 
ever  audited,  that  the  mistake  was 
found  and  corrected. 

2.  If  any  operational  mistake  is 
"insignificant,"  you  may  correct  it 
without  telling  the  IRS,  no  matter 
when  it  happened.  Again,  be  ready  to 
demonstrate  all  this  on  audit. 

Say  that  for  estate  planning  reasons 
you  made  your  children  the  heirs  of 
your  Keogh  several  years  ago.  Under 
a  1984  law  change,  you  can't  do  this 
without  written  consent  from  your 
spouse.  Get  your  husband  or  wife  to 
sign  right  now. 

Unfortunately,  few  matters  in- 
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volving  forms  are  insignificant.  In 
particular,  if  you  missed  a  deadline 
for  amending  your  plan,  that's  "sig- 
nificant" and  brings  a  stiff  penalty, 
even  if  your  plan  has  no  other 
problems. 

3.  If  your  mistake  doesn't  fall  into 
one  of  the  above  categories,  you 
must  go  to  the  IRS.  For  operational 
problems  that  aren't  egregious, 
there's  the  "voluntary  compliance 
resolution"  program.  Then  you 
would  correct  it  and  pay  any  taxes, 
interest,  penalties  due,  plus  a  fee  of 
S 5 00  or  more. 

If  the  operational  mistake  is  worse 
or  your  plan  document  has  a  defect, 
turn  to  the  irs'  "walk-in  closing 
agreement"  program.  You  confess 
your  sins  and  pay  a  fee.  For  plans 
covering  one  to  ten  persons,  the 
penalty  ranges  from  SI, 500  to 
$4,000,  with  a  probable  amount  of 
$2,000.  And,  of  course,  you  undo 
the  damage  to  innocent  parties.  A 
loyal  employee  may  be  due  a  boost  in 
his  profit-sharing  account. 

A  $2,000  fine  is  one  thing  for  a 
business  owner  who  stiffed  a  worker. 


But  why  stick  it  to  law-abiding  plan 
owners  who  forgot  to  fill  out  papers? 
Here  the  IRS  is  adamant,  because,  in 
its  bureaucratic  eyes,  without  proper 
forms  there's  no  accountability.  Gold 
confirms  that  for  most  taxpayers  with 
form  problems,  the  penalty  will  be 
$2,000  (plus  lawyer's  fees)  to  get  a 
clean  slate. 

Next  problem:  How  do  you  know 
if  your  plan  is  in  good  shape?  Well, 
operational  defects  are  always  your 
responsibility,  and  if  your  plan  was 
custom  designed,  the  forms  are  your 
problem  too,  so  check  with  a  lawyer. 

If  you  used  a  prototype  plan  from 
a  bank,  broker  or  mutual  fund,  the 
sponsor  was  responsible  for  updating 
the  plan,  which  all  of  them  did. 
However,  the  IRS  says  you  must  have 
signed  copies  agreeing  to  certain 
changes,  and  they  must  be  in  your 
own  files  or  the  sponsor's. 

We  queried  several  sponsors  about 
this  issue  for  small  plans.  Four  of 
them — Putnam,  Schwab,  Vanguard 
and  T.  Rowe  Price — said  they  keep 
the  forms  in  their  own  files,  so  they 
can  tell  shareholders  if  they  are  up  to 


date.  Two  others — Merrill  Lynch  and 
Fidelity — don't,  for  most  owners. 

If  you're  in  doubt,  here's  a  sug- 
gestion put  forth  by  several  experts: 
Call  your  sponsor  and  ask  for  an  up- 
to-date  adoption  agreement.  Sign  it. 
If  it  later  turns  out  you  didn't  do  so 
the  first  time  around,  at  least  the  new 
documents  stop  the  penalty  clock  on 
your  mistake.  And  maybe  the  IRS 
won't  notice. 

If  it  does,  however,  beware:  You 
can't  then  use  the  amnesty.  Goldberg 
cites  the  recent  case  of  a  suburban 
New  York  doctor  with  $1  million- 
plus  in  his  Keogh  who  forgot 
to  amend  but  otherwise  had  no 
problems.  The  agent  proposed 
settling  for  $45,000,  then  later 
reduced  that  to  $5,000. 

Sick  of  all  this?  You  could  always 
clean  up  your  plan,  then  roll  it  into  an 
IRA  and  switch  to  something  simpler, 
though  maybe  less  flexible  (see  box). 

Yes,  our  tax  system  is  an  atrocity. 
But  until  the  public  gets  mad  enough 
to  demand  changes,  you'd  better 
make  darned  sure  you  dot  your  i's 
and  cross  your  t's.  -L.S.    BM 


The  price  of  simplicity 

TIRED  OF  PENSION  R.U1  ES  that  seem 
to  change  every  year?  You  could 
opt  for  a  simpler  scheme.  But  as  a 
general  rule,  the  simpler  the  plan, 
the  less  a  self-employed  individual 
or  small  business  owner  can  put 
away  for  himself,  and  the  less  free- 
dom he  has  to  decide  which 
employees  are  covered  by  the  plan. 
Here  are  the  main  options. 

Custom-designed  Keogh,  401  (k) 
or  other  pension  plan.  You'll  have  to 
pay  a  pension  specialist  to  design 
the  plan,  tune  it  up  whenever  Con- 
gress changes  the  law  and  make 
sure  it  doesn't  illegally  "discrimi- 
nate" against  your  lower-paid 
employees. 

It  might  be  worth  the  trouble, 
especially  if  you  opt  for  a  defined- 
benefit  plan — the  kind  that  promis- 
es a  particular  annual  benefit  at 
retirement.  Complex  actuarial  cal- 
culations figure  in  here.  Using  a 
customized  defined-benefit  plan,  a 
high-earning,  self-employed  pro- 


fessional in  his  50s  can  sock  away 
$50,000  a  year  or  more  in  pretax 
contributions  for  himself.  In  a  cus- 
tomized defmed-contribution 
plan — the  kind  that  specifies  only 
how  much  cash  goes  in  for  each 
worker — contributions  for  the  boss 
are  capped  at  $30,000  a  year.  But 
special  methods  can  be  used  to 
minimize  contributions  for 
younger  or  less  senior  employees. 

Cookie-cutter  Keogh  from  a 
mutual  fund  company  or  broker. 
These  off-the-shelf  plans  are 
almost  always  of  the  defined-con- 
tribution  variety  and  don't  vary 
contributions  based  on  age  or 
seniority,  making  extensive  actuari- 
al calculations  and  discrimination 
testing  unnecessary.  Such  plans 
allow  you  to  put  away  20%  of  your 
self-employment  income,  up  to 
$30,000  pretax.  As  with  a  custom- 
designed  Keogh,  you  don't  have  to 
make  contributions  for  employees 
who  work  less  than  1 ,000  hours  a 
year.  Maintenance  fees  can  be  min- 
imal, but  you  must  pay  close  atten- 


tion to  plan  amendments  and  other 
paperwork. 

Simplified  Employee  Pension  IRA. 
A  SEP  requires  less  paperwork  than 
an  off-the-shelf  Keogh  but  offers 
lower  benefits.  If  you're  self- 
employed,  you  can  put  up  to 
13.04%  of  your  earnings,  up  to  a 
maximum  of  $24,000,  into  your 
own  SEP  IRA. 

However,  you  have  to  include 
anybody  who's  worked  for  you  for 
at  least  three  years,  earning  more 
than  $400  a  year. 

Simple  IRA  and  Simple  401  (k). 
Employers  don't  have  to  perform 
complicated  nondiscrimination 
tests  in  these  popular  new  plans, 
but  the  contribution  limits  are 
lower.  The  most  an  employee  may 
contribute  is  $6,000  a  year.  The 
employer  usually  must  match  the 
first  3%  of  earnings  an  employee 
saves,  up  to  $6,000.  If  you're  self- 
employed,  you  can  put  both  the 
$6,000  employee  contribution  and 
the  employer  match  into  your  own 
account.  -Janet  Novack  ■■ 
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Allstate  Insurance  Company 
www.allstate.com 


American  lsuzu  Motors  Inc. 
www.isuzu.com 


Charles  Schwab  ft  Co.,  Inc. 

Mutual  Fund  Report  Cards 

www.schwab.com 


Compaq  Computer  Corporation 
www.compaq.com 


Island  Shangri-La,  Hong  Kong 
www.Shangri-La.com 


ENABLING  THE  VIRTUAL  ENTERPRISE: 

THE  SUPPLY  CHAIN  MEETS  THE  DEMAND  CHAIN 

CNF  Transportation 
www.cnf.com 

Dun  ft  Bradstreet 
www.dnb.com 

J.D.  Edwards 
www.jdcdwards.com 


Lands'  End 
www.landsend.com/corpsales 


Manugistics,  Inc. 
www.manugistics.com 


NEC  USA  Inc. 
www.NEC.com 


Northwest  Airlines 
www.nwa.com 


Shangri-La  Hotels  ft  Resorts 
www.Shangri-La.com 


Logility,  Inc. 
www.logility.com 

OneWave,  Inc. 
www.onewave.com 

QAD,  Inc. 
www.qad.com 

lyder  Transportation  Services 
www.ryder.com 


T.  Rowe  Price  -  Blue  Chip  Growth  Fund 

1-800-401-4765 

www.troweprice.com 


T.  Rowe  Price  -  Rollover  Investment  Servic 

1-800-401-4768 

www.troweprice.com 


Toshiba  America  Information  Systems,  lnc 

Computer  Systems  Division 

computers.toshiba.com 
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Toyota  in  America 
www.toyota.com/usa 
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Synquest,  Inc. 
www.synquest.com 

USPS  Global  Delivery  Services 
www.uspsglobal.com 

USPS  Priority  Mail 
www.usps.com 


Calculate  your 
net  worth  on  the  web. 


Go   online  to   check  your  WorldPerks® 
account   and   to   book   your  award   travel. 


www.nwa.com 
1-800-225-2525 
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The  overall  market 


Even  with  the  slowdown  in  Asia,  secu- 
rity analysts  expect  the  S&P  500  to 
post  second-quarter  earnings  of 
S10.76  a  share,  a  3%  gain  over  last 
year's  second  quarter.  Edward  M. 
Kerschner,  chief  investment  strategist 
for  PaineWebber,  notes  that  several 
domestic  stocks  continue  to  benefit 
from  strong  consumer  demand.  s&P 
500  stock  Gap  Inc.  (GPS,  S63)  is  one 
such  example.  Kerschner  thinks  that 
Gap's  profits  will  rise  34%  in  1998,  to 
SI. 75  a  share.  Another  pick:  Bed  Bath 
&  Beyond  (bbby,  S50),  where 
Kerschner  expects  a  24%  earnings 
gain,  to  SI. 28  a  share. 

Although  stocks  like  Coca-Cola 
(  ko,  S85  I  and  Microsoft  (msft,  SI  17) 
have  respective  estimated  1998  p/es 
of  51  and  66,  Kerschner  thinks  that  in 
a  low-inflation  scenario  there  is  still 
plenty  of  value  in  these  growth  stocks. 


Special  focus 


While  depressed  prices  for  wheat  and  other 
grains  may  be  anathema  to  tanners  and 
speculators  betting  on  higher  prices, 
they're  good  news  tor  food  processors, 
llvse  eight  stocks  sell  tor  an  average  21 
times  estimated  1998  profits,  versus  26  tor 
the  s&p  500,  and  are  expected  to  show  an 
average  earnings  gain  of  16%  in  1998. 


Going  with  the  grain 

Company 

Recent 
price 

EPS 

growth* 
'97  vs  '98 

ConAgra 

$26.69 

5% 

Earthgrains 

30.47t 

22 

General  Mills 

66.63 

8 

International  Home  Foods 

24.50 

24 

Interstate  Bakeries 

32.69 

12 

Keebler  Foods 

25.00 

30 

Lance 

21.63 

9 

Quaker  Oats 

54.19 

17 

'Estimated.  tSplit-adjusted. 

Sources:  Market  Guide  via  OneSource  Information 

Services;  IBES  Express. 
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The  Barra  All-US  price  index  as  of  7/17/98 

Market  value:  $13.1  trillion 

P/E:  25.9 

P/E  minus  negative  EPS:  24.1 

Price/book:  4.0 

Yield:  1.2% 


12-month  closeup 
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200-day  moving  average 
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Closeup  on  the  markets 

Index  or  investment 

%  chang 

efrom 
5-year  high 

Barra  All-US  index 

2.6% 

1 

25.2% 
|                    34.2 
24.7 

0.0% 

S&P/Barra  Growth  index 

4.7 

0.0 

S&P/Barra  Value  index 

2.2 

1 

0.0 

Dow  lones  industrials 
S&P  500 

3.5 

1 

18.3 
29.7 

0.0 
0.0 

3.5 

1 

NYSE 

2.6 

_J 

26.2 

0.0 

Nasdaq 

6.1 

|          29.8 

0.0 

PSE  Tech  100 

6.9 

I    17.1 

0.0 

eafe' 

3.1 

1 

7.5 

-0.1 

CRB  futures  index 
Gold  (Comexspot) 

-1.4 

■■ 

-10.1 

-19.3 
-29.1 

0.1 

J 

-10.5 

Yen  (per$US) 

-1.0 

■ 

20.8 
-27.5 

-4.6 
-47.5 

Oil  (W  Texas  Intermediate) 

-3.6  ^| 

Best 

Recent 
price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

Zapata 
Anadigics 

$22.19 

125% 

$0.80 
0.09 

American  Pad  &  Paper 
Triton  Energy 

$2.13 
20.63 

-58% 
-44 

$0.55 

-0.318 

3.03 

0.64 

20.00 

54 

E  Trade  Group 

33.31 

48 

0.63 

PennCorp  Financial  Group 

12.00 
10.00 

-41 
-40 

Sybase 

10.06 

46 

-0.28 " 

LCC  International 

INSO 

20.25 

43 

0.40 

Ashworth 

9.00 

-36 

0.61 

Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Photographic,  optical 

18.6% 

47.7% 

Oilfijld  services 

-9.0% 

-27.0% 
-2.2 
16.4 

J 

Aluminum 

8.8 

18.7 

Oil  refining,  distributing 
International  oil 

-7.5 
-4.0 

Misc  mining  metals 
Business  equipment 
Electronics 

8.1 
8.0 
7.7 

22.9 
23.9 
11.3 

Cosmetics 
Trucking 

-3.0 

8.9 

-2.9 

13.7 

Data  for  period  ending  7/17/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  'Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earmngs  ratios.  JA  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  'A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1.100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  'Source:  Bridge-Commodity  Research  Bureau.  'Consensus  estimate. 
-Flash  estimate  is  the  average  of  a  firm's  new  and  revised  estimates  received  over  the  last  four  weeks.  Flash  estimate  is  printed  when  it  differs  from  the  consensus  mean  by  at  least  15%.  -Shows  return  after  controlling  for  other 
influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups.  Principal  source:  Barra,  Inc.,  Berkeley,  Calif.  Earnings  estimates:  IBES  Express. 
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issues  review 


The  biggest  new  issues  last  quarter 


Company/business 

Exchange 

Offer 
date 

Offer 
price 

6/30/98 
price 

Offering 
($mil) 

Lead 
underwriter 

Performance  to  date 
absolute    rel  to  mkt1 

Republic  Services/waste  disposal  services 

n 

6/30/98 

$24.00 

$24.00 

$1,320 

Merrill  Lynch 

0% 

100 

Capstar  Broadcasting/radio  stations 
UniCapital/equipment  lease  financing 
Young  &  Rubicam/advertising  agency 
Amkor  Technology/semiconductor  packaging 
Federated  Investors/mutual  fund  distributor 

n 

5/26/98 

19.00 

25.13 

589 

Credit  Suisse  First  Boston 

32 

128 

n 

n 

0 

5/14/98 

19.00 

19.19 
32.00 

532 

415 

Morgan  Stanley  Dean  Witte 
DU 

r      1 
28 

100 
126 

5/12/98 
4/30/98 

25.00 

11.00 

9.34 

385 

Salomon  Smith  Barney 

-15 

83 

96 

n 

5/13/98 

19.00 

18.50 

334 

Merrill  Lynch 

-3 

Aurora  Foods/food  processing 

n 

6/25/98 

21.00 

21.13 

305 

Goldman  Sachs 

1 

100 

TriStar  Aerospace/aerospace 

Hyperion  Telecommunications/telecomm  services 

PBOC  Holdings/bank 

n 

4/30/98 

16.00 

15.50 

212 
200 
174 

BT  Alex  Brown 

-3 

95 

0 
0 

5/4/98 

16.00 

15.69 

Salomon  Smith  Barney 
Sandler  O'Neill  &  Partners 

-2 

97 

5/12/98 

13.75 

13.81 

0 

99 

The  best  new  issues  last  quar 


New  issues  flooded  the  market  in  the 
second  quarter.  Underwriters 
churned  out  130  companies  and 
raised  $9.4  billion  in  new  equity. 
This  compares  with  121  IPOs  and 
$6.3  billion  during  the  same  period 
last  year.  The  glut  of  new  issues  put 
something  of  a  damper  on  perfor- 
mance: The  average  IPO  gained  12% 
in  the  second  quarter,  versus  32%  in 
the  first  quarter. 

Second-quarter  performance  was 
boosted  by  the  technology  sector. 
One-third  of  the  stocks  coming  to 
market  were  technology  issues;  these 
stocks  have  an  average  gain  of  25%. 
Internet  stocks  lead  the  technology 
group:  Three  of  the  five  top  per- 
formers for  the  quarter  were  Inter- 
net-related. For  example:  Inktomi 
(inkt:  $70),  a  search  engine  devel- 
oper, rose  121%,  to  $40,  between  its 
June  10  IPO  and  the  end  of  the  quar- 
ter; software.net  (swnt:  $19),  an  on- 
line retailer,  gained  113%  in  its  first 
ten  days  of  trading  ending  June  30. 

According  to  Renaissance  Capital 
in  Greenwich  Conn.,  14  more  Inter- 
net-related companies  are  in  registra- 
tion. Two  of  the  best-known 
prospects  are  GeoCities,  a  fast-grow- 
ing community'  of  personal  Web  sites, 
and  Multex  Systems,  which  offers 
on-line  research  for  investors. 

Note:  This  report  covers  initial  public  offerings  of  common 
more.  Closed-end  funds,  limited  partnerships  and  ADRs 
investment  trusts  and  spinoffs.  'The  ending  value  of  $100 
Source:  Securities  Data  Co. 


Company/business 

Offer 
price 

Offering 
($mil) 

Lead 
underwriter 

Performance  to  date 
absolute  rel  to  mkt' 

Broadcom/semiconductors 

$24.00 

$84 
48 

Morgan  Stanley  Dean  Witter 

207% 

300 

MicroStrategy/database  mgmt  software 

12.00 

18.00 

9.00 

12.00 

Merrill  Lynch 

135 

231 

Inktomi/search  &  network  software 
software.net/retails  software  on-line 
Com21/communications  equipment 

41 
45 
60 

Goldman  Sachs 
Deutsche  Morgan  Grenfell 
Deutsche  Morgan  Grenfell 

121 
113 

77 

218 
207 

174 

The  worst  new  issues 


Offer 
Company/business                                  price 

Offering         Lead                          Performance  to  date 
CSmil)      underwriter                       absolute  rel  to  mkt' 

Aspec  Technology/semiconductor  design    $13.00 

$78  Hambrecht  &  Quist              -50%     48 

Harvey  Electronics/retail  electronics             5.00 

6  Thornwater                           -46        53 

Nanogen/biotechnology                           11.00 

43   Morgan  Stanley  Dean  Witter  -40        58 

Horizon  Medical  Products/vascular  products  14.50 

50  Credit  Suisse  First  Boston     -35        64 

lomed/drug  delivery  systems                     7.50 

13   Everen  Securities                 -32        67 

The  most  active  investment  bankers2         Industries  going  public1 


Underwriter 

Total 
offerings 

Total  raised 
($mil) 

Industry 

Total 
offerings 

Total  raised 
($mil) 

Morgan  Stanley  Dean  Witter 
Goldman  Sachs 
Merrill  Lynch 
Salomon  Smith  Barney 
OLJ 

35 
30 
20 
32 
23 

$4,355 
3,521 
2,706 
2,407 
2,215 

Manufacturing 

156 

$8,711 

Services 

131 

5,619 
1,672 
1,355 
1,304 

Telecommunications 

Broadcasting 

Transportation 

16 
12 
14 

equities  with  offering  dates  of  4/1/98  to  6/30/98,  offering  prices  of  $2.50  or  more  and  offering  values  of  $5  million  or 
(American  Depositary  Receipts)  of  corporations  already  traded  in  foreign  countries  are  excluded,  as  are  real  estate 
the  stock,  divided  bv  the  ending  value  of  $1  invested  in  the  S&P  500.  'latest  12  months. 
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income  strategy 

Bv  David  P.  Goldman 


Are  bonds  really  so  bad? 


Good  returns  predictor 


30 


Long-te^m  bond  returns  vs. 
real  bond  yields  lagged  3  years 


Bond  returns     Real  yield 


-20 


1880 


Between  1875 
and  1997  real 
interest  rates  gave 
a  good  forecast 
of  bond  returns 
three  years 
in  advance. 


It  has  BECOME  fashionable  to  shun  bonds 

as  a  sucker's  game:  Long  run,  stocks  easily 

outperform  them.  The  great  Benjamin 

Graham  died  in  1976,  before 

the  current  bull  market  made 

some  of  the  classic  yield- based 

formulas  a  little  obsolete,  but  his 

old  prescription — that  investors 

should  put  half  their  money  in 

stocks  and  half  in  bonds — is  the 

kind  of  advice  he  might  give  if 

he  were  alive  today. 

Yes,  I  know,  no  one  wants  to 
hear  that  these  days.  And  the  his- 
torical data  do  support  the  view        ^m^^m 
that  bonds  stink.  Over  the  very 
long  term,  stocks  have  returned  10%  or  1  1% 
a  year  I  depending  on  how  you  count)  and 
bonds  only  4%.  And  yes,  bonds  are  not  all 
that  stable,  either.  A  whiff  of  inflation  can 
send  their  prices  tumbling.  Their  year-to- 
year  total  return — price  change  plus 
coupons — shows  a  wide  dispersion  around 
the  mean. 

However,  extrapolation 
of  the  past  into  the  future 
can  be  dangerous.  (It's 
why  so  many  people 
either  missed  this  bull 
market  in  stocks  or  got 
out  too  soon.)  You  have 
to  ask  why  stocks  did  well 
or.bonds  did  badly  and 
under  what  circum- 
stances. Then  consider 
whether  the  conditions 
will  be  repeated. 

One  condition  that 
produced  this  bull 
market  in  stocks  is 
unlikely  to  repeat,  and  that  is  that 
price/earnings  multiples  are  higher  than 
they  used  to  be.  This  expansion  of  multi- 
ples allowed  the  gains  in  stock  prices  to 
race  ahead  of  the  gains  in  earning  power. 
Repeatable?  Well,  how  much  higher  can 
p/es  go?  At  a  recent  28,  the  market's  p/e 
is  just  about  double  the  norm  for  most  of 
this  century.  Could  the  p/e  double  again, 
to  56?  It  could,  but  I  wouldn't  want  to 
bet  on  it. 


The  funda- 
mentals are 
strongly  posi- 
tive for  bonds, 
but  worrying 
for  stocks. 


1900  1920  1940  1960  1980  1997 

Source:  Global  Financial  Data. 


The  big  reason  that  bonds  have  done 
badly  during  the  20th  century  is  inflation. 
That  inflation  comes  in  unexpected  spurts 
contributes  mightily  to  the  risk 
in  owning  a  bond.  As  the  emi- 
nent market  commentator  Peter 
Bernstein  puts  it:  "Uncertainty 
about  bond  returns  derives  from 
their  sole  dependence  on  infla- 
tion surprise." 

Is  this  history  likely  to  repeat? 
Remember  that  this  isn't  the 
Carter  Administration.  With 
Alan  Greenspan  at  the  Fed,  you 
mmmmmm      are  more  likely  to  meet  Elvis  on 

Constitution  Avenue  than  to 
have  an  inflation  surprise. 

So  long  as  inflation  does  not  catch  us  by 
surprise,  bond  returns  are  more  predictable 
than  stock  returns.  Real  bond  yields  (bond 
yield  minus  the  inflation  rate)  predict  bond 
returns  reasonably  well.  Once  real  yields 
get  high — usually  because  the  Fed  is  keep- 
ing money  scarce  in  order  to  reduce  infla- 
tion— it  becomes  very  likely  that  the  nomi- 
nal bond  yield  will  fall.  The  chart  shows 
annual  returns  on  long-term  Treasurys 
against  real  bond  yields  (lagged  three 
years)  since  1871.  Real  bond  yields  turn 
out  to  be  a  good  predictor  of  future  bond 
returns. 

Measuring  inflation  by  the  Producer  Price 
Index,  the  long-term  mean,  real  bond  yield 
is  about  2.5%.  With  ppi  running  at  a  nega- 
tive 1.6%  annual  rate  during  1997,  last 
year's  real  bond  yield  was  close  to  7%,  at  the 
extreme  upper  end  of  the  distribution.  His- 
torical experience  as  well  as  common  sense 
suggest  that  bond  yields  should  fall  over  the 
next  several  years.  That  will  provide  a  hand- 
some return  to  buyers  of  long-term  non- 
callable  bonds,  like  Treasurys. 

What  about  equities?  I  don't  subscribe  to 
the  view  that  p/e  ratios  are  destined  to  fall 
back  to  their  long-run  average  of  14. 
Today's  low  inflation  and  technology-driven 
productivity  gains  justify  a  higher  number. 
But  not  as  high  as  28.  For  my  money,  the 
fundamentals  are  strongly  positive  for 
bonds,  but  worrying  for  stocks.  Put  your 
new  savings  into  Treasurys.  HB 


David  P.  Goldman  is  president  of  SG  Capital,  LLC,  a  New  York  money  manager,  and  a  research  associate  at  the  Milken  Institute. 
E-mail:  dgoldman@pipeline.com 
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By  Kenneth  L.  Fisher 


strategy 


E 
I 


Dumb  is  beautiful 


It  is  only  off 
the  bottom  of 
a  real  bear 
market  that 
you  should 
concentrate  in 
small  stocks. 


For  almost  two  years  now  I've  urged 
owning  only  the  35  very  largest  U.S.  stocks 
so  far  as  our  domestic  market  is  concerned. 
Readers  regularly  grouse  that  my  U.S. 
super-cap  strategy  is  too  simple.  That  is  a 
big  part  of  why  it  works:  The  Great  Humil- 
iator  loves  to  surprise,  and  what  could  be 
more  surprising  than  that? 

The  s&P  500  rose  17.7%  this  year, 
through  June  30.  The  Russell  2000,  the 
standard  small-stock  measure,  was  up  just 
4.9%.  In  the  second  quarter,  the  s&P  500 
rose  3.3%,  while  the  Russell  2000  fell  4.6%. 
This  size  effect  runs  right  up  to  the  very 
largest  stocks.  The  largest  35  stocks  are 
whupping  the  s&P  500  now. 

These  super-caps  (from  Dec.  31,  1997) 
are  listed  in  the  table  with  first-half  returns. 
On  average,  they  are  up  24.3%  through 
June  30,  wasting  everything.  In  June  alone 
the  top  35  averaged  a  6.6%  gain,  versus 
the  S&P  500,  up  4%,  and  the  Russell  2000, 
up  just  0.3%. 

Dumb?  If  so,  I  like  it. 

I'm  content  to  be  dumb.  My  critics  are 
content  to  be  wrong.  Most  of  them  cite  the 
numerous  academic  studies  covering  the 
span  since  1926  that  show  that  small  stocks 
do  better  than  big  ones  over  the  very  long 
haul.  It's  true.  Since  1926  small  stocks  aver- 
aged better  than  big  stocks.  Yet  in  most  of 
those  same  years  big  stocks  beat  small  stocks. 

My  critics  and  academics  confuse  averages 
with  what  happens  most  often.  The  real 
long-term  results  from  small  caps  come 
from  seven  very  spectacular  years  ( 1933-34, 
1943-44  and  1975-77).  All  of  them  were 
huge  bounces  off  major  bear  market  bot- 
toms, which  is  hardly  the  case  with  today's 
market.  Without  those  seven  stunning  years, 
small  stocks  have  lagged  big  stocks  by  1.5% 
per  year  since  1926,  and  61%  in  all  vears. 
And,  of  course,  with  higher  risk. 

It  is  only  off  the  bottom  of  a  real  bear 
market  that  you  should  concentrate  in  small 
stocks.  In  the  last  two-thirds  of  a  bull 
market  and  throughout  a  bear  market,  big 
stocks  best  small  stocks,  and  the  very  largest 
stocks  shine  brightest.  Late  bull  market 
optimism  usually  encourages  people  to 
think  small  stocks  will  lead  the  way.  But  it's 
usually  futile.  In  my  study  of  late  bull  mar- 


kets, it  has  happened  only  once,  1967-68. 

There 'will  be  a  time  for  small  stocks 
again.  When?  Not  until  the  end  of  the  next 
bear  market — and  it  hasn't  begun  yet.  Right 
now,  stick  with  the  35  largest  U.S.  stocks. 
Which  ones?  You  can't  go  too  wrong  with 
all  35.  If  you  don't  like  a  few  of  them, 
throw  them  out,  but  it  is  in  this  group  that 
you  should  remain  concentrated.  IB 

35  largest  U.S.  stocks 

Ranked  by  market  value  as  of  Dec.  31, 1997 


Company 


Market  value 

as  of  12/31/97 

($bil) 


Total  return 
as  of  6/30/98 


6E 

Coca-Cola 

Microsoft 


$239.5 
164.8 
156.5 


24.3% 

28.7 

67.7 


Exxon 

150.3 

18.1 

Merck 

126.5 

27.1 

Intel 

114.4 

5.6 

Philip  Morris 

109.8 

-11.2 

Procter  &  Gamble 

107.1 

14.8 

IBM 

101.3 

10.2 

AT&T 

99.6 

-5.8 

Pfizer 

Bristol-Myers  Squibb 
Johnson  &  Johnson 
Wal-Mart 
Lilly  (Eli) 


96.5 
94.0 
88.7 
88.6 
77.3 


46.4 
22.3 
13.1 
54.5 
-4.3 


American  Intl  Group 

76.1 

34.4 

Bell  Atlantic 

70.7 

1.9 

Du  Pont 

67.8 

25.5 

SBC  Comm 

67.3 

10.5 

Disney  (Walt) 

67.0 

6.4 

Hewlett-Packard 
Travelers  Group 
Fannie  Mae 
Ford 
Citicorp 


64.9 
61.7 
59.2 
58.4 
57.4 


-3.5 
13.0 
7.4 
86.1 
19.1 


Berkshire  Hathaway 

56.8 

69.8 

Mobil 

56.5 

7.8 

Cisco  Systems 

56.4 

65.1 

Gillette 

56.3 

13.8 

BellSouth 

55.9 

20.6 

PepsiCo 
Lucent  Techs 
Chevron 
BankAmerica 
GTE 


54.4 
51.9 
50.5 
50.2 
50.1 


14.3 
108.6 

10.4 
19.5 
8.2 


Equal-weighted  average 


24.3% 


Sourci  Standard  i  Poor's  Compustat. 


Kenneth  L.  Fisher  is  a  Woodside,  Calif.-based  money  manager  His  third  book  is  100  Minds  that  Made  the  Market.  E-mail:  kenfisher@fi.com 
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By  Virginia  Postrel 


Who  needs  it? 


Representative  Billy  Tauzin  (R-La.),  the 
chairman  of  the  House  telecommunications 
subcommittee,  recently  proposed  a  bill  to 
increase  the  annual  funding  for  public  tele- 
vision by  63%,  to  $475  million.  A  friend 
who  has  spent  decades  working  in  and 
around  pbs  sent  me  a  stunned  E-mail:  "Just 
as  PBS  is  becoming  completely  marginalized, 
a  Republican  committee  chair  proposes  a 
major  increase  in  their  funding.  Amazing." 

By  "marginalized,"  this  broadcast  veteran 
means  "redundant."  Who  needs  PBS  when 
Nickelodeon  carries  kids'  shows,  Discovery 
covers  science,  A&E  airs  cultural  program- 
ming, and  there  are  new  cable  channels  fea- 
turing BBC  shows  and  Sesame  Street — all 
funded  without  bothering  the  taxpayers? 

The  half-billion  dollars  a  year  is  not  the 
heftiest  toll  public  broadcasting 
takes  on  American  life.  Govern- 
ment-financed television  amplifies 
conflict.  It  takes  what  anthropol- 
ogist Grant  McCracken,  adapting 
a  term  from  the  Protestant  Refor- 
mation, calls  "things 
indifferent" — differences  that 
should  not  matter,  that  should 
not  threaten  social  peace — and 
makes  them  polarizing  issues. 

Consider  Tales  of  the  City. 
When  the  miniseries  aired  four 
years  ago,  it  was  wildly  contro- 
versial. An  engaging  soap  opera 
set  in  1970s  San  Francisco,  Tales 
drew  high  ratings  and  won  ^^^^^ 

awards.  But  it  also  portrayed 
casual  sex,  pot-smoking,  bare  breasts,  a 
transsexual  landlady  and  gay  men  kissing.  It 
outraged  many  people.  The  program  was 
denounced  by  the  Georgia  and  Oklahoma 
legislatures,  and  a  Tennessee  station  decided 
not  to  air  it  after  receiving  a  bomb  threat. 
Plans  for  a  sequel  were  axed. 

This  June  a  six-hour  sequel  finally  aired. 
Armistead  Maupin's  More  Tales  of  the  City 
was  racier  than  the  original.  It  featured  full- 
frontal  male  nudity  and  many  bare  behinds. 
Although  still  a  sentimental  drama  at  heart, 
it  was  also  more  overtly  political.  One  of  its 
most  memorable  scenes  was  of  a  young  man 
dictating  a  poignant  coming-out  letter  to 


Nowadays, 
public  broad- 
casting offers 
almost  noth- 
ing that  can't 
be  found  on 
voluntarily 
funded  cable 
networks. 


his  conservative  Christian  parents,  sparked 
by  their  support  for  Anita  Bryant's  antigay 
crusade. 

Yet  this  time  there  were  no  protests,  no 
bomb  threats,  no  official  denunciations. 
American  mores  haven't  changed  that  much 
in  only  four  years.  What  happened  to  the 
culture  war? 

Quite  simply,  Tales  became  voluntary. 
The  original  show  aired  on  PBS,  which 
meant  it  enjoyed  the  official  imprimatur  of 
the  U.S.  government.  It  was  pushed  into 
American  living  rooms  to  elevate  our  tastes 
and  teach  us  the  right  way  to  think. 

The  sequel,  by  contrast,  aired  on  Show- 
time, a  pay  cable  network  supported  by  the 
people  who  watch  it.  More  Tales  was  enter- 
tainment. Its  storytelling  was  justified  not 
by  cod-liver-oil  virtue  but  by 
audience  delight.  In  that  con- 
text, a  gay  son's  letter  home  is 
not  a  sermon  forced  on  an 
unenlightened  public  by  their 
betters.  It  is  an  exploration  of 
the  human  heart,  of  the  mean- 
ing of  family  ties  and  of  the  ten- 
sions in  a  particular  character's 
emotional  life.  It  is  dramatic, 
not  didactic. 

Several  critics  noted  the  irony 
of  pbs'  insufferably  self-congratu- 
latory slogan:  "If  PBS  doesn't  do 
it,  who  will?"  "In  this  instance, 
the  answer  is  Showtime,"  wrote 
^^^^^      Tom  Jicha  of  the  Sun-Sentinel 
in  Fort  Lauderdale,  Fla.  News- 
day's  Marvin  Kitman  was  crueler.  "But  if  PBS 
doesn't  do  drama,"  he  wrote,  "who  will? 
Well,  the  USA  Network  ( Moby  Dick),  NBC 
{Merlin),  hbo  {From  the  Earth  to  the  Moon), 
a&e  (Poe's  Murders  in  the  Rue  Morgue).  PBS 
is  being  lapped  by  the  field." 

Nowadays  public  broadcasting  offers 
almost  nothing  that  can't  be  found  on 
voluntarily  funded  cable  networks.  Its 
continued  existence  serves  mainly  to  drag 
differences  of  tastes  and  values  out  of  the 
competitive,  pluralistic  worlds  of  art,  religion 
and  commerce  into  the  coercive,  one -best- 
way  realm  of  politics,  pbs  perpetuates  the 
culture  wars.  VI 


Virginia  Postrel  is  the  editor  of  Reason  magazine  and  a  columnist  for  Forbes  ASAP.  Her  book,  The  Future  and  its  Enemies,  will  be 
published  in  December  by  the  Free  Press.  E-mail:  vpostrel@reason.com 
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By  Marc  Faber 


Ben  Graham  in  Asia 


There  are  bargains  available  right  now  in 
Asian  markets  that  would  tempt  even  Ben 
Graham. 

At  its  peak  in  early  1997,  the  Indonesian 
cigarette  company  Sampoerna  sold  for  15,150 
rupiahs  a  share;  in  dollar  terms,  with  the 
rupiah  at  2,300,  that  came  to  about  $6.75  a 
share.  In  mid- July  Sampoerna's  stock  traded 
at  around  2,800  rupiahs;  with  the  rupiah  sell- 
ing at  14,000  to  the  dollar,  that  translates  into 
about  20  cents  a  share.  In  short,  the  market 
capitalization  has  shrunk  from  $6  billion  to 
$200  million  in  just  18  months.  This  is  what 
wealth  destruction  is  all  about,  and  it  gives 
you  a  feeling  for  how  ridiculously  cheap  some 
Asian  stocks  have  become. 

Not  that  Sampoerna  doesn't  have  its  prob- 
lems. With  the  collapse  of  the  rupiah,  the 
interest  costs  on  its  foreign  debt  have  soared, 
cutting  net  income  for  1997  to  $12.5  million 


Strong  Asian  plays 

Company/country 

Market 
cap 

($mil) 

p  . 

recent              52-week 
high      low 

1998 
EPS 

Gudang  Garam/lndonesia  $1,147  $0.60  $1.67  $0.60 

Indofood/lndonesia  274  0.15  2.16  0.08 

HM  Sampoerna/lndonesia  199  0.20  3.62  0.13 

Fraser  &  Neave/Singapore  856  2.87  7.27  2.35 

Overseas  Chinese  Banking/Singapore  3,640  3.00  6.00  2.79 

Philippine  Long  Distance  Tel/Philippines  2,751  22.36  27.43  22.36 

San  Miguel/Philippines  2,503  1.34  1.86  0.78 

SM  Prime  Holdings/Philippines  1,504  0.15  0.30  0.10 

Bangkok  Bank/Thailand  1,862  1.27  5.78  0.97 

Thai  Farmers  Bank/Thailand  1,063  0.90  3.97  0.68 

Korea  Electric  Power/South  Korea  8,626  13.73  30.78  10.88 

Pohang  lr;n  &  Steel/South  Korea  3,727  39.72  54.63  25.59 


;  Not  meaningful. 


Sources:  Bloomberg  Financial  Markets;  IBES.  companies. 


With  a  debt  mora- 
torium, Indonesia's 
stock  market 
would  become  an 
absolute  steal. 


(at  current  exchange  rates);  this  year  the  com- 
pany will  report  a  big  loss.  Its  sales  are  doing 
very  well  as  its  cigarettes  become  a  store  of 
value  in  the  current  high  inflation  environ- 
ment, but  the  cost  of  servicing  all  that  dollar 
debt  accounts  for  the  loss. 

So,  is  or  isn't  Sampoerna's  stock  a  buy? 
Taken  together,  debt  and  current  market  cap- 
italization add  up  to  approximately  $560  mil- 
lion. According  to  the  .sampoerna  family, 
with  whoi       haw  had  a  close  friendship  for 
25  wars,  i  ue  of  us  assets  (inventories  of 


tobacco  and  cloves,  machinery,  buildings  and 
land)  amounts  to  about  $600  million.  Thus  a 
buyer  of  die  entire  company  at  current  valua- 
tion could  get  an  ongoing  business  at  cost, 
without  paying  anything  for  its  extremely 
well-established  brands  in  Indonesia  and 
excellent  management. 

If,  as  I  expect,  Indonesia  implements  some 
form  of  foreign  debt  moratorium  that  helps 
companies  out  from  under  their  burdensome 
obligations — if  that  happens — Indonesia's 
stock  market  (presendy  capitalized  at  around 
$12  billion,  down  by  90%  from  its  1997  high 
in  dollar  terms)  would  become  an  absolute 
steal.  I  am  convinced  that  some  kind  of  debt 
restructuring  and  reduction  will  have  to  be 
implemented  for  companies,  like  Sampoerna, 
that  do  not  have  dollar  earnings.  Under  these 
conditions,  Sampoerna's  stock  could  easily 
rise  by  three  to  ten  times.  If  the  stock  went 
up  by  ten  times,  the  company 
would  still  have,  at  current 
exchange  rates,  a  market  capital- 
ization of  only  $2  billion. 

Thus  I  feel  that  many  Indone- 
sian equities,  as  well  as  other 
Asian  stocks,  are  now  attractively 
priced  relative  to  other  equities 
around  die  world.  Freed  from 
foreign  debt,  businesses  like  Sam- 
poerna would  become  the  buys  of 
the  century 

Long-term  investors  should 
consider  blue-chip  companies  like 
Indonesia's  Indofood,  Gudang 
Garam  and  Sampoerna.  In  Singa- 
pore the  companies  to  watch  are 
Fraser  &  Neave  and  ocbc;  in  the 
Philippines,  San  Miguel,  PLDT  and 
sm  Prime  Holdings.  Bangkok 
Bank  and  Thai  Farmers  Bank,  both  in  Thai- 
land, and  South  Korea's  Pohang  Iron  &  Steel 
and  Korea  Electric  Power  have  all  been  beaten 
down  far  below  what  they're  really  worth. 

I  would  acquire  about  20  basket-case  com- 
panies in  these  countries.  Some  may  not  sur- 
vive, but  the  ones  that  do  may  rise  by  three  to 
five  times  over  the  next  few  years.  If  you 
invest  the  same  amount  in  each  of  20  and  half 
go  broke  and  the  other  half  increase  fivefold 
within  five  years,  your  compound  annual 
return  would  be  around  25%.  M 


$0.03 


0.14 
0.26 
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5.34 


Marc  Faber  is  managing  director  of  Marc  Faber  Ltt  .  biisher  of  the  Glcorr.  Boom  &  Doom  Report. 
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trends 

Bv  Laszlo  Birinvi  Jr. 


Okay,  I'm  boring 


How  DO  YOU  SAJ  SOMETHING  for  the  5th  or     1996  when  Yahoo!  went  puhlic,  it  gained 
15th  time  without  becoming  boring?  That's    154%  on  day  one. 


my  problem.  For  a  long  time  now  my  mes- 
sage hasn't  much  varied:  Inflation 
is  in  check,  which  also  means  interest  rates 
are  stable;  the  economy  is  growing  but  in 
a  controlled  fashion;  corpo- 
rate activity  such  as  mergers 
and  buybacks  continue,  and 
the  public  keeps  buying 
mutual  funds. 

It  gets  even  better:  The 
May  lune  decline  from  9200 
to  8600  wrung  out  some  of 
the  excesses  that  had  been 
building.  That  highly  regard- 
ed sheet,  T7jc  Economist,  ran 
a  cover  storv  saving  the  U.S. 
was  in  a  bubble  economy.  It 
contended  that  merger  activi 
tv  was  symptomatic  of  a  top, 
,md  provided  a  graphic  as  wmmmm mmm 

illustration.  Unfortunately,  in 
the  1980s  cycle  it  showed  activity  peaking 
in  1988 — after  the  market  crashed. 

In  addition,  the  bears  are  grasping  at 
straws,  noting  that  an  NYSE  seat  had  traded 
at  $2  million.  The  last  three  such  sales  were 
at  increasingly  lower  prices,  while  the  IPO 
market  slowed  considerably. 

The  continued  woes  of  Asia  make  our 
capital  markets  even  more  desirable.  Maybe 
Japan  hasn't  turned  the  corner — but  the 
merger  of  two  Japanese  banks,  LTCB  and 
Sumitomo  Trust,  shows  that  someone  in 
Tokyo  is  finally  getting  the  message,  and 
that  bandages  and  polite  speech  will  not 
substitute  for  sutures  and  tourniquets 


America 
Online  is  a 
real  company 
and  the  least 
dangerous 
play  among 
the  Internet 
crazies. 


I  am  left  with  no  choice  but  to  reiterate 
my  views — even  at  the  risk  of  boring 
readers.  First,  stay  with  the  big  stocks. 
Currently  almost  25%  of  the  net  buying  on 
the  NYSE  is  in  the  30  Dow  stocks, 
and  the  entire  gain  in  the  s&P  last 
quarter  was  in  14  stocks.  For  the 
first  half,  17  stocks  were  responsi- 
ble for  50%  of  the  increase  in  the 
s&P's  value.  Someday  this  might 
change,  and  with  a  little  bit  of  luck 
we'll  be  able  to  alert  you  to  it.  But 
someday  is  not  now. 

So  the  names  that  you  should 
buy  are  the  same  old  boring  but 
successful  ones,  beginning  with 
banks.  I  noted  Citicorp  (176,  cci) 
at  the  beginning  of  the  year  (Jan. 
12)  and  again  in  February,  March, 
mmm       April,  lune  and  July.  Well,  you  get 
the  picture.  f.P.  Morgan  (133,  jpm) 
hasn't  been  quite  as  strong,  but  you  can't 
put  all  your  eggs  in  the  Citicorp  basket. 
Technology  is  the  second  major  area. 
Okay,  IBM  (117,  ibm)  hasn't  kept  pace,  but  I 
am  still  of  the  opinion  it  will,  and  Texas 
Instruments  (  62,  TXN)  is  doing  better  than 
most  semiconductor  stocks.  America  Online 
(122,  AOI.)  is  a  real  company  and  the  least 
dangerous  play  among  the  Internet  crazies. 
Consumer  stocks,  such  as  drugs — Pfizer 
(117,  PFH);  Bristol-Myers  (121,  BMY); 
Warner-Lambert  (78,  wla) — and  Nike 
(49,  nke),  are  also  big-company  names  that 
should  appear  in  your  portfolio. 

My  names  may  not  be  exciting  or  exotic, 


And  the  technical  picture  has  brightened  but  if  you  want  thrills,  read  a  good  mystery, 

as  well.  Some  chartists  have  taken  exception  watch  an  exciting  flick  or  go  to  the  races, 

to  my  views  in  this  regard  (see  my  column  of  My  goal  is  to  enrich  your  portfolio,  not 

Dec.  1,  1997)  and  noted  that  the  advance-  your  mind.  Someone  recently  suggested  to 

decline  line  peaked  on  Apr.  3 — 40  days  me  that  strategists  should  encourage 

before  the  market  topped.  Granted.  But  the  provocative  thoughts  and  stimulate  the 

market  has  come  back  and  the  decline  was  mind.  That  sounds  like  an  excuse  for  bad 


limited  to  6%.  Trying  to  forecast  6% 
declines  in  the  market  is  right  up  there  with 
ax-catching  or  shorting  Internet  stocks. 
Speaking  of  Internet  names,  the  bears 
might  now  argue  that  the  gyrations  of 
Amazon.com  and  Yahoo!  are  indicative  of  a 
top.  And  they  might  well  be.  But  in  April 


market  timing  and  lousy  stock  selection. 
My  view  is  not  meant  to  stimulate  or  be 
intellectually  provocative. 

The  name  of  this  game  is  money,  and  it 
is  hoped  you  are  winning.  Let  the  other 
guys  have  the  fun  of  trying  to  pick  the  top 
while  you  have  fun  making  money.  ■ 


Laszlo  Birinyi  Jr.  is  president  of  Birinyi  Associates,  a  Greenwich,  Conn-based  financial  consulting  firm. 
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There's  nothing  at  all  wrong  with  applying 
technology  to  food  production  and  preparation, 
but  let's  not  get  carried  away. 


Science, 
schmience 


By  Clark  Wolf 


N 


ot  long  ago  I  went  to 

a  trade  show,  and  a 

very  attractive  woman 

jumped  out  of  her 
booth  at  me  and  announced  hap- 
pily that  her  new  entree,  with  its 
special  processing  and  packaging, 
would  last  five  years.  She  was  so 
excited.  And  I  said,  as  sweetly  as  I 
could,  "I  don't  want  a  five-year-old 
lunch,  thank  you." 

Dammit,  we're  spending  a  lot  of 
energy  on  food  technology  and 
creating  some  terrible  stuff.  It 
started  me  wondering,  what  are 
some  of  the  genuine  advances  in 
food  preparation  and  what  is 
abomination? 

One  of  the  biggest  trends  in 
food  preparation  was  something  called  sous  vide. 
This  was  the  magical  French  way  of  making 
everyone  the  culinary  equal  of  the  great  chef 
Alain  Ducasse:  Simply  put,  the  food  would  be 
prepared  and  then  sealed  in  a  specially  designed 
plastic  pack,  with  some  of  the  air  taken  out. 
Warm  it  and  you  would  have  this  beautiful 
gourmet  meal.  Unfortunately,  this  process  has 
led  to  some  terrible  lunches — and  even  made 
some  people  sick. 

The  problem  with  sous  vide  is  that  the  process  destroys 
some  of  the  bacteria  that  let  you  know  that  something's 
rotten  because  it  smells  bad.  When  it  works,  sous  vide  i:.m 
be  pretty  darn  good.  But  again,  be  careful  what  you  wish 
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We're  spend- 
ing a  lot  on 
food  technol- 
ogy and  cre- 
ating some 
terrible  stuff. 


for.  A  couple  of  years  ago  I  worked  on  a  huge  restaurant, 
and  we  sent  the  chef  all  over  France.  He  came  back  after 
three  months  and  spent  his  entire  time  in  the  back  room 
with  a  Cryovac  machine.  There's  a  lesson  about  technolo- 
gy here  somewhere.     - 

Technology  has  also  come  up  with  a  fat  substitute  called 
Olestra,  which  slides  through  the  body,  comes  out  simu- 
lating diarrhea  and  takes  out  vitamins  and  fluids  with  it.  A 
new  study  came  out  and  said  that  if  you  give  people  two 
piles  of  chips  and  one  is  made  with  Olestra  and  one  is  not, 
they'll  eat  about  the  same  amount  of  each  in  a  blind  tast- 
ing. But  if  they  know  that  pile  B  is  Olestra,  they  eat  nearly 
twice  as  many  chips.  So  who  is  kidding  whom?  The  Olestra 
ends  up  being  equally  damaging  to  the  waistline  as  the  real 
stuff.  I  think  that  kind  of  science  is  what  we  refer  to  tech- 
nically as  "stupid." 

I  love  the  fact  that  McDonald's  has  announced  that  they 
are  "improving  and  upgrading"  all  their  kitchens.  They're 
going  to  make  the  food  properly  and  take  the  microwaves 
out.  Duh.  Film  at  11.  There  are  places  for  microwaves; 
they  warm  and  cook  foods  in  difficult  situations.  But  not 
at  my  house,  okay? 

On  the  other  hand,  induction  cooking  is  a  good  exam- 
ple of  technology  that  works.  Induction  creates  a  magnet- 
ic field:  You  put  a  piece  of  paper  on  it,  it  does  nothing. 
There's  no  heat  given  off.  However,  if  you  introduce  the 
right  kind  of  metal  compound 
that  conducts  the  energy,  water 
in  a  pan  gets  hot  in  six  seconds. 
It's  fabulous.  It's  a  lot  easier  to 
cook  over,  and  it  heats  things 
properly. 

Genuine  progress,  that.  No 
more  horrible  warming  pots  and 
urns  when  you  go  to  a  banquet 
that  smells  of  Sterno  and  food 
cooked  to  death.  With  induction 
cooking,  you  can  warm  the  stuff 
at  the  last  moment.  Little  by 
little,  this  technology  will  get 
cheaper. 

But  gadgetry  aside,  I  would 
like  to  see  food  technology  go 
back  to  good  old  American  tin- 
kering. I  had  a  plumcot  last 
week,  which  is  what  you  get 
when  you  crossbreed  a  plum  and  an  apricot.  It 
was  delicious. 

Apply  this  to  the  tomato — which  was  origi- 
nally a  pear-shaped  yellow  fruit,  by  the  way. 
(Hey,  the  first  dog  wasn't  a  poodle,  either.)  They 
are  going  two  ways  with  tomatoes. 

On  the  one  hand,  they  are  trying  to  make 

tomatoes  with  a  longer  shelf  life  by  bringing  in 

other  genes  and  irradiating  them.  So  far,  so  bad. 

At  the  other  end,  regional  farming  is  bringing  out  many 

new  crossbred  varieties.  As  one  variety's  season  ends, 

another  variety's  begins,  and  we  have  different  flavors  and 

tastes,  and  they're  all  natural,  and  they're  all  wonderful  and 

good.  So  I  say  to  hell  with  biotech.  M 
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Manfred  Eicher  doesn't  play 
a  musical  instrument.  He  plays 
a  record  label.  His  own. 


The  fifth 
musician 
in  the 
quartet 


As  it  has  done  for  the  past 
five  years,  ECM  Records 
hosted  its  weekend -long 
music  festival  in  May  at  the 
Hotel  Romcrbad  in  the  Black  Forest 
spa  town  of Badenweiler.  The  Ameri- 
cans Joe  Marten  and  his  son  Mat  gen- 
erated their  jagged  microtonal  squeaks; 
the  gentle  Tunisian  oud  player  Anouar 
Brahern  wove  .in  ethereal  filigree  on 
his  Arabic  lute;  two  Swiss  brothers, 
Thomas  and  Patrick  Demenga,  played 
an  entire  concert  or  arrangements  tor 
two  unaccompanied  cellos. 

E<  m  stands  tor  Edition  of  Contem- 
porary Music,  but  it  might  as  well 
stand  tor  Eicher's  Cult  Machine,  since 
tor  close  to  30  years  it  has  functioned 
as  the  instrument  of  Manfred  Eicher, 
its  Svengalian  founder.  Eicher's  label  is 
known  for  its  rigorous  standards,  tech- 
nically and  musically,  which  have  given 
E<  M  a  kind  of  cult  following  among 
'aficionados.  The  music  on  ECM,  mosdy 
avant-garde  jazz  and  more  recently 
contemporary  classical  music,  tends 
toward  the  cerebral — some  might  say 
chilly.  It's  not  toe-tapping  music. 

However  challenging  the  sounds 
that  bounced  around  the  hotel's 
octagonal  salon,  the  small  audience  of 
several  hundred  strained  hard  to  sort 
them  out.  Judging  from  the  spirited 
applause,  the  audience  managed  at 
least  to  meet  the  music  halfway. 

Eicher  is  the  most  defiantly  indi- 
vidual record  producer  and  label 
owner  in  a  business  that  gets  blander 
with  each  new  merger.  Many  of  his 
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enthusiasms  take  little  account  of 
popular  taste  and  sell  accordingly, 
which  bothers  him  not  at  all.  A  hand- 
ful of  hits  help  keep  him  afloat.  For 
25  years  he  has  had  a  strong  working 
relationship  with  the  popular  virtuoso 
pianist  Keith  Jarrett,  whose  Kbln 
Concert  has  sold  close  to  3  million 
copies,  making  it  the  bestselling  solo 
piano  record  in  history. 

"Homogenization  isn't  good  for 
art,"  says  Eicher  with  categorical  firm- 
ness. "It  needs  the  kind  of  idiosyncrasy 
we  have  developed — without  the  aid 
of  any  banks,  mind  you.  What  I  like  to 
listen  to  is  what  we  record." 

Since  1969,  when  the  then-26-year- 
old  Eicher  founded  the  label  with  a 
DMl6,000  loan,  he  has  produced  all 
but  20  of  the  almost  600  albums  in 


the  ECM  catalog.  Eicher  doesn't  just 
twiddle  the  volume  dials  on  the 
soundboard,  either.  He  describes  his 
relationship  with  musicians  as  the 
interplay  between  a  theater  director 
and  his  cast.  "The  score  gives  you 
written  directions — and  then  the 
secrets  begin,"  says  Eicher.  The  Nor- 
wegian pianist  Ketil  Bjornstad,  who 
just  released  a  quartet  recording  tided 
The  Sea  II,  put  it  this  way:  "Manfred 
is  the  fifth  musician  in  the  quartet." 

Eicher  is,  he  has  said  repeatedly,  a 
man  of  the  North — the  bleaker  the 
better.  You  can  tell  an  ECM  recording 
instantly  by  the  stark,  haunting  land- 
scape photos  that  so  often  grace  the 
packaging.  Eicher  oversees  the  art- 
work as  obsessively  as  he  records 
the  music. 
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The  concerts  at  Badenweiler  take- 
place  in  an  elegant  chamber  where 
carriages  once  discharged  guests 
when  the  hotel  was  built  in  1823. 
The  hall  rises  through  five  floors  of 
open  galleries  to  the  hotel  roof. 
Eicher  had  looked  up  when  a  ray  of 
sunlight  pierced  the  hall  and  soon 
found  himself  wondering  how  the 
music  would  sound  as  it  filtered 
slowly  down  from  above.  Up  went 
the  musicians.  Eicher  liked  what 
he  heard. 

Not  everv  musician  can  handle  this 
sometimes  whimsical  behavior,  but  for 
those  who  can,  it's  an  exhilarating 
experience.  The  collaborations  that 
work  forge  tight  bonds  between  pro- 
ducer and  musician  that  last  for  years. 
When  the  last  concert  was  over  in 
Badenweiler  this  year,  John  Surman, 
the  ebullient  Welsh  reed  man,  left  the 
stage  and  joyously  threw  himself  into 
Manfred  Eicher's  arms.  His  eyes  were 
rilled  with  tears.  -J.L. 


An  ECM  sampler 

Keith  Jarrett. 

^^^  The  Koln  Concert 

jJB   Wjf  The  bestselling  solo  piano 

^j^^l  disc  of al1  time-  Jarrett's  hyp- 

notic improvisations  have 
1^^^  their  admirers  and  their 

^^^■*  detractors,  but  in  this  1975 

live  recording,  his  relentless  imagination  never 

flags.  By  turns  lyrical  and  funky,  this  one's  a 

pure  delight. 

==-_       =.t= —     Giya  Kancheli.  Vom  Winde 
beweint  and  Alfred  Schnittke. 
Konzert  fur  Viola  und 
Orchester 

Two  modern  classical  mas- 
terpieces. Kancheli's  nos- 
talgic, mournful  music 
expresses  his  deep  yearning  for  his  Georgian 
homeland,  but  it  calls  to  anyone  who  has 
ever  yearned  for  anything.  The  Russian 
Schnittke's  viola  concerto  is  simply  one  of 
the  towering  achievements  of  the  modern 
repertory. 

Johannes  Brahms.  Sonaten 
fur  Viola  und  Klavier 
Brahms  wrote  these  pieces 
shortly  before  he  hung  it  up 
for  good.  This  is  the  late 
Brahms  at  his  most  autum- 
nal and  serene.  "These 

unassuming  pieces  will  not  disturb  our 

repose,"  Brahms  wrote  of  them.  Indeed  they 

do  not.  Beautifully  played  by  Kim 

Kashkashian  and  Robert  Levin. 
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Jan  Garbarek.  The  Hiiliard 
Ensemble— Officium 
Long  before  the  current 
vogue  for  medieval  liturgi- 
cal music,  Manfred  Eicher 
conceived  the  idea  of 
pairing  England's  Hiiliard  Ensemble  with  the 
Norwegian  jazz  sax  player  Jan  Garbarek. 
While  the  Hilliards  chant  the  austere, 
haunting  plainsong,  Garbarek  descants 
over,  around,  above  and  through  it. 
It  works. 

Anouar  Brahem.  Madar 
Brahem,  who  hails  from 
Tunisia,  is  a  master  of 
the  oud,  an  Arabian  lute. 
Brahem  is  a  gentle  man 
who  makes  a  gentle 
sound  that  summons  up 

the  smell  of  dates,  the  warm  wind  and  a 

calm  sea. 


(^N 
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Dave  Holland. 
Extensions 

Holland,  one  of  the  mas- 
ters of  the  jazz  bass,  has 
played  with  just  about 
everybody,  but  his  rela- 
tionship with  Eicher  and 
ECM  is  long  and  deep.  Eicher  approached 
Holland  years  ago  with  the  proposal  to  make 
a  record  of  Holland  with  another  bass  player 
and  i  o  one  else.  Said  Holland:  "Anyone  who 
wante      >  <?cord  two  bass  players  couldn't 
be  all  Extensions  is  a  good  example  of 

Hollano        ^vess  as  a  player  and  band 
leader.  ■■ 


Plot  does  matter 

If  you're  sick  of  this  summer's  com- 
puterized lizards  and  people  dodg- 
ing slag  from  outer  space,  do  your- 
»  self  a  favor  and  enter  the  House  of 
Games  (1987),  a  cinematic  Chinese 
box  that  stacks  con  upon  con.  The 
games  begin  when  a  successful  psy- 
chologist stumbles  upon  an  under 
world  of  low-life  gamblers.  "How  do 
you  get  money  when  you  have  no 
money?"  lectures  leading  huckster  Joe 
Mantegna.  "Watch  carefully."  You 
will,  too,  as  Mantegna  and  company 
graduate  from  sleight-of-hand  grifting 
to  plots  of  murder  and  suitcases 
stuffed  with  thousands  of  bills. 

The  film  is  the  directorial  debut  of 
Pulitzer  Prize-winning  dramatist 
David  Mamet,  who  also  cowrote  the 
script.  In  the  1970s  Mamet  was  teach- 


"Okay,  no  more  games,  I  promise." 

ing  drama  at  a  Chicago  correctional 
center  when,  after  just  watching  for 
weeks  on  end,  he  earned  the  right  to 
play  poker  with  a  band  of  small-time 
thieves  in  a  North  Side  junk  shop. 
Those  sessions  clearly  honed  Mamet's 
ear  for  street  talk,  a  skill  he  demon- 
strates brilliantly  in  House  of  Games. 
Here  his  popgun  prose,  riddled  with 
profanity,  is  delivered  at  perfect  pitch 
by  Mamet's  longtime  Chicago  stage 
acting  buddies  Mantegna  and  William 
H.  Macy  (a  former  drama  student 
of  Mamet's  at  Goddard  College). 
Lindsay  Crouse,  Mamet's  wife  at 
the  time,  is  ravishing  as  the  shrink 
who  gets  caught  up  in  one  too  many 
mind  games. 

If  this  taste  of  Mamet  leaves  you 
hungry  for  more,  reach  for  Homicide 
( 1991  ),  which  pairs  Mantegna  and 
Macy  as  gritty  Baltimore  cops.  Here 
Mantegna  must  reconcile  personal 
loyalty  with  his  duty  to  the  badge. 
"Don't  trust  nobody,"  is  the  mantra 
of  Mamet's  cops  and  robbers,  but  for 
the  viewer  in  search  of  an  existential 
thriller,  trust  Mamet.  -Ben  Pappas 
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Roger  Marls' single-season  home  run  record. of  61  is  almost 
certain  to  be  broken.  Will  it  be  Mark  McGwire,  Ken  Griffey  Jr.  or 


Sammy  Sosa?  Here's  what  some  dul 

Going  van 

l  aVb  ^aW      BF 


Jinger  have  to 


By  Richard  Pinto 


P**f 


Milwaukee/ Atlanta  Braves 
54-74;  Milwaukee 
ewers  1975-76 
.  -I  career  home  runs,  all- 
'    w    -^      time  record 
It's  going  to  be  tougher  as  the  year  goes 
on.  McGwire,  Griffey  and  Sosa  can  all 
win  the  home  run  title,  but  I  think  they 
Will  tail  off  toward  the  end  of  the  year. 
cGwire  is  only  five  home  runs  ahead  of 
Jaris,  and  he  needs  to  be  a  lot  further 
head  going  into  September.  Griffey  has 
a  chance  to  break  the  record — not 
Maris',  but  mine.  He's  young,  and  if  he 
stays  focused,  he  should  be  able  to  do  It. 

Yogi  Berra 

New  York  Yankees  1946-63 
2    35B  career  home  runs 

I  think  the  ball  is  lighter  this 
t^A      year,  and  a  lot  of  those  home 
*      runs  have  to  do  with  all  the 
small  parks  they're  building  nowadays — 
the  old  Yankee  Stadium  was  461  feet  to 
centerfteld.  And  there  are  too  many 
teams— we  only  had  eight  teams  [in  the 
American  League]. 

Ted  Williams 
Boston  Red ! 
821  career  home  runs    • 
McGwire  and  Griffey  will  go 
neck  and  neck  the  whole 
■hJ|        year,  but  no  one  hits  them  in 
ie  same  atmosphere  like  McGwire!  When 
i  came  up,  Jimmy  Foxx  was  a  rugged  190- 
pounder  who  could  really  whip  the  bat. 
Mickey  Mantle  was  a  great  all-around 
ballplayer.  The  three-run  homer  I  hit  in  the 
1941  All-Star  game  in  Detroit  is  the  one 
that  gives  me  the  most  chills.  It  won  the 
game  in  the  bottom  of  the  ninth. 


9A 


brew 
Washington  Senators 
1954-60;  Minnesota 
Twins  1961-74;  Kansas 
,  City  Royals  1975. 
"■"  *  573  career  home  runs 

Ken  Griffey  was  awfully  impressive  in 
the  Home  Run  Derby  at  the  All-Star 
game.  I've  been  watching  McGwire 
since  he  came  up,  and  he's  made  a 
tremendous  impression  on  me  with  his 
strength.  Sosa's  an  awfully  good  hitter, 
and  he  might  do  it  as  well. 
I  remember  my  first  home  run.  I  came 
up  to  bat  against  the  Tigers,  and  Frank 
House,  their  catcher,  says,  "Kid,  we're 
going  to  throw  you  a  fastball."  I  was 
only  18,  so  I  didn't  know  if  he  was  kid- 
ding, but  sure  enough  here  came  a 
fastball.  I  hit  that  470  feet,  and  when  I 
got  to  home,  House  says,  "Kid,  that's 
the  last  time  we'll  ever  tell  you  what's 
coming!" 

George  Brett 


Kansas  City  Roy 

1973-93 

317  career  home  runs 

McGwire  and  Griffey 
'  will  both  break  the 
record — McGwire  with  64  and  Griffey 
63.  Sammy  Sosa,  too,  if  he  doesn't  get 
hurt,  and  you  can't  rule  out  [Vinny] 
Castilla  in  Colorado  if  he  catches  a 
run.  It  all  depends  on  how  they  handle 
the  stress,  and  McGwire's  the  best 
one  for  it. 

Players  these  days  work  out  year- 
round.  We  used  to  show  up  at  spring 
training  to  get  in  shape.  If  I  were  start- 
ing my  career  now,  I  would  definitely 
take  more  care  of  myself.  I  work  out 
more  now  than  when  I  played. 


Forbes  ■  August  10,  1998 


Forbes 


MarketClassifie 


financial  services 


business  opportunities  business  opportunity 


Receive  Value  Line 
for  only  $5«  $55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey  brings  you  the 

2000-page  Investors  Reference  Library — Value  Line's  most  recent  Ratings  and  Reports 

on  1700  stocks  and  the  practical  guide  How  to  Invest  in  Common  Stocks  You  will  also  receive 

analyses  of  about  130  stocks  each  week  for  10  weeks  for\S*£S55  Available  only  once  every 

three  years  to  any  household    SPECIAL  BONUS:  WALL  STREET  WORDS,  Raised 
Edition:  An  Essential  A  to  Z  for  Today's  Investor  (retail  price,  $12.00).  In  addition  to  clear 
definitions  of  4,000  terms,  this  convenient  guide  contains-  60  case  histories  illustrating  the  real- 
world  application  of  key  concepts,  as  well  as  samples  of  technical  charts  You  also  get 
explanations,  hints  and  tips  from  industry  professionals  on  50  special  topics,  including  tax  law, 

financial  management  and  accounting.  Available  while  supplies  last-  Free  with  your  trial 

subscription  Your  subscription  may  be  tax-deductible;  consult  your  tax  advisor  Send  check  or 

money  order  along  with  name,  address  and  zip  code  together  with  this  ad  or 

Call  Toil-Free  1-800-833-0046 

Ext  2903  Dept  616WD10  American  Express,  MasterCard,  Visa  or  Discover 

l  24  hours  a  day,  7  days  a  week.  If  you  are  not  completely  satisfied  return  all  matenals  d 

in  good  condition  within  30  days  Irom  the  start  ot  your  trial  subscription  lor  a  full 

refund  ot  your  lee  Allow  4  weeks  for  delivery  Foreign  rates  upon  request. 

wwwvalueline.com 


The  Value  Line  Investment  Survey* 

PO  Box  3988,  New  York 
NY  10008-3988 


ASSET  PROTECTION 

& 
OFFSHORE  BANKING 


We  show  you  "How  To" 

create  a  financial  fortress  that 

will  protect  your  wealth  with 

complete,  tested  and  secure 

privacy,  including: 

Confidential  Banking, 

Offshore  Centers,  Debit  and 

Credit  Cards,  access  to 

International  and  US  Funds, 

Overseas  and  Domestic 

Brokerage  Services 


Call  us  today:  800-266-8211 

Merrill,  Scott  &  Associates 

http://www.merrillscott.com 


business  opportunities 


EZ33UZ2II3 

TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 

BEST  ASSET  PROTECTION  AND  PRIVACY 

Companies  »  Bahamas,  BVl,  Cayman 

Tnun,  Bank  fit  SecimncsAccB.       -,*1''"''* 
Credit  Cards  *875 

ViWMC/Amcx  """"Wet, 

hrrp://w»w,k»wrfcom/ilcs  cV&fiSf^T.Hsl 


Noiv  producing 

100% 

return  on  capital. 


Vntkal  investment 

•  No  Principal  Risk 

•  No  Speculation 

•  No  Market  Risk 

•  Qualifies  for  IRA's 

c.  The  Alpha  Capital  Group 


Toll  Free 

800-677-3365 


business  opportunities 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


...  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 
Now  I  Want  To  Teach  2  High!)  Moth  ated 

People  In  Your  Area  M\   'Turn  Key" 
Swan    1RH  Info  P,,k 


24  Hr.  Hotline  888  490  4989 


^firecf-it' 

To  Success 

» Shredding  for  over  35,000 
companies  in  North  America. 

>  World  leader  in  mobile  document 
shredding  and  recycling. 

>  Offering  a  unique,  proven 
franchise  system  successful  in 
over  50  markets. 

'  Business  to  business  service; 

national  account  program; 

training;  exclusive  territories. 
•  Excellent  opportunities  nation 

wide. 

» Featured  in  Forbes,  March  1997. 
Call:  Doug  Warren 

(905)  855-2856  E^t.  237 

E-mail:  doug@shredit.com 


PARTNER  WANTED 

Profitable  high-tech  Counter  Spy™ 
shops/cafes  opening  in  upscale 
malls/key  mktg  areas.  Cash  in  on 
exploding  Spy/privacy /protection 
market.  Fax  (212)  983-1278  or  call 

Mr.  Frank®  1-800-685-6374 
Counter  Spy  Siwps  ofMayfnir  London 
a  CCS  Intl.  Company  -  Mfr  since  1959 


OFFSHORE 

CORPORATIONS 


•  Protection,  Privacy,  Tax  Free 

'  Licensed  Offices:  Las  Vegas  -  Nassau 

'  Flat  Rate  Fees,  Nevada  Corps.  $95 


ORDER  BY  PHONE   FREE  INFO 

1-800-997-2550 

www.legal.onevegas.com 


(■»M.'.l.'.H:tqm 


LUaJ 


Claas  1  offshore  Hearts*.  Faat 
llcanalng.  Naw  legislation.  US 
•  OS.OOO.  Othar  offshore 
services  too.   Call  Todayl 


n  Registered  Agents 
Carson  City,  Nevada  USA 
Tel:  (702)  883-1  944 
Fax:  (702)  883-0267 


OFFSHORE 


Private  Bank  for  Saf  i 

call  for  FREE  report!!!' 
Call:  800-733-2191 


Worldwide  Business  Consult* 


tot  '■ 


educational  services  I 


Bachelors  -  Masters  -  PH.D. 


Credit  for  work  experience  •  No  ctastroo- 
artendance  •  Accelerated  degree  prograr 


:>  '-- 


Send  Resume  for  no  cost  evaluation     |    tfclK 


•^»* 


^onln.ern.tion.,  1/ 


PO   Box  1138  •  Bryn  Mawr.  PA  19010  ' 
::  610-527-1008  •  E-mail:  withunivOop  I 


The  Leader  in  Distance  Learr 
ing  for  20  Years 


•Associate  "Bachelor  "Master 'Doctor 

Business  (Mgmt,  HRM,  Health  Car  | 

Management  of  Technology 

Psychology 

Law 

Southern  California  University 

for  Professional  Studies 

1840  E  17th  St  F 

Santa  Ana,  CA    92705 

800/477-2254  www  scups  edu 


GET  A  COLLEGE  DEGREI 
IN  27  DAYS 

BS/MS/MBA/PhD„  etc.  Gradi 
ation  ring  available,  transcrip 
diploma.  Yes,  it's  real,  lega 
guaranteed  and  accreditee 
1-800-689-8647,  24/hours. 


University  Degrees 

Bachelor's.  Master's.  Ph.D.s. 

Take  courses  using  texK/prxxveAriail/Erna 

No  classes.  Low  costs. 

Columbia  Pacific  University 

105  Digital  Drive.  Novate  CA  9494 

800-552-5522  -  http://www.CPUniv.ed 


1 


ABSOLUTELY  FREE  EVALUATIOr 
Bachelor's-Master's-PhD.  Degrees 
Based  on  life  and  work  experience 
Confidential-Fast-Student  Loans 
www.arrc.org  800-951-1203 
International  Fax:  812-285-8891 


FORBES  MARKET  CLASSIFIED 

( your  specialty  pirxluct  or  seivice  to  an  affluent  executive  audience:      I 
lall  Linda  Loren  (212)  260-0620  or  Fax  (212)  260-8183  or 

E-mail:  Uoren@forbes.com      cj 


I 


s/ authors/publishers  business  opportunities 


software 


W AUTHORS 

JBLISH  YOUR  WORK 

LL  SUBJECTS  CONSIDERED 

:  n    Bioqrnphv. 
• 
AUTHORS  WORLDWIDE  INVITED. 

NO  'CUB  vanjsowtio 

'  IINERVA  PRESS 

BQmFTC*.  JCAr   .CNDON  ENGLAND  SW7  3DQ 


travel  &  fitness 


fitness  Guide:  VVhere  to  Work  Out 
■  You're  on  the  Road.  "A  weD-orga- 
\  reference  to  hotel  facilities  health 
.  spas,  BtDOl  and  dance  . 
">  most  popular  US  destinations"- 
rlagazine  A\ailable  in  bookstores, 
(le.  or  b\  mail  Send  $14.95  to 

Press  Publishing,  PO  Box  340R, 
,V  111154-0.140.  212-647-0921. 
Masters  aril  call  ADL  800-343-4002. 


executive  gifts 


lack  pain? 


Based  on  the  Alexander 

r  :hnique.  PosturEvolution  is  not 

simply  a  seating  device,  it's 

long-term  approach 
to  back  care. 

Dur  seat  support  guides  you 

into  sitting  properly 
And  good  posture  can  lead 
:o  immediate  comfort  and  to 

lasting  relief. 


800  392  0363 


INCORPORATE  IN  DELAWARE 


Soaoofen  in  setting  up  Mown  (operations.  General,  Aircraft, 

Boot  S  SWf  Corooralwis.  Col  a  write  fa  out  fltff  KIT 

\DeUuarf  W,  ftvMt  CMfltWfcf 

%^  a*e*Y«rrfc»n>re 

1       2-ii  r»«s«paHi  rife. 

3511  SiversideRd,  /10S-FB  •  WSmnglon,  Df  USA  19810 

302-477-9800  •  80O-32K0KP  •  FAX  302-477-981 1 

hast  coro@deJrij.com  •  krtenet  http://delrae.com 


office  furniture 


i^iTiBii;,iffijTmi!T]7iiiTiini 

Toll  Free  1-877-SALUTOS  (725-8867) 

New  &  Used  Buy  and  Sell  50-80% 

off  Workstations.  Desks,  Files, 

Chairs.  Steelcase,  Alsteel.  (Business 

Quality)  "BLOWOUT"  NEW  Steelcase 

Peds  Box/Box/File  $139.00 


gemstones 


INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  &  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 

Member:  Jewelers  Board  of 

Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 

1  Main  St.,  Greenville,  KV  42345 

1-HI.MI-.U4-J 1 00  or  FAX  502-33H-9605 


Send  for  a 

FREE 
CATALOG 

of  business  books  for  sale 

by  the  U.S. 

Government! 

Free  Business  Catalog 

U.S.  Government  Printing  Office 

Office  of  Marketing — 

SM  Washington,  DC m01 


ism^EEnEB 


Microsoft  Office  Pro  97  Single  User  Ucenu  S189 
Microsoft  Office  Pro  97  Full  Ver.  CD/Man  $239 
NEW!  WINDOWS  95  OSR  2.5  CD/M.n/loct  $109 
Windows  95  OSR  2  X  Single  User  License  $64 
Microsoft  Project  98  CD  $239 

Microsoft  Visual  C++  Pro  5.0  CD  $179 
Microsoft  Visual  Basic  Pro  5.0  CD  $179 
MS  NT  Server  10  Client  License  $749 
MS  BackOffice  Small  Business  Server/25 
25  User  Package:  wrMT  Sadioffice  Eidv3fK)e  SQL  t  More  $1695 
MS  Windows  NT  Client  4.0  20  Client  lit  Pack  S439 
MS  Windows  NT  Workstation  4.0  CD  $169 
NOVELL  Intranetware  4.11  hi  25  User  Lie.  $1939 
NOVELL  Intranetware  4.11  w/  50  User  Lie.  $2689 


Adobe  Pagemaker  6.5  $389 

Adobe  Photoshop  4.0  $369 

Adobe  Illustrator  7.0  $275 

Corel  WordPerfect  Suite  CD  8.0  $99 

CorelDraw  8.0  w/  Photopaint  &  Dream  3D  $219 
Lotus  SmartSuite  97  CD  $79 

Macromedia  Director  6.0  &  Studio  AE     $989 
MS  Super  Bundle  CD-SUPER  Deal! ! !      $329 

Office  Pro  97  w/  Manual,  Encarta  98,  Cinemania  97, 

3-D  Movie  Maker,  MS  Money  97,  MS  Works  4.0, 

Golf  3,0,  CD  Samplerl  Great  Starter  for  a  new  PCI 

DEALER  INQUIRIES  WELCOME 

100%  Money-Back  Guarantee 

mMUM  a        L^nsd  HTfflBI       Corporate  POs  & 

|-J7sT^  C        MM  ■MM        CODS  WELCOME 

MONDAY  -  SATURDAY  9AM-EPM  PACIFIC  STANDARD  TIME 

Softrian  Products  Co 

3620  Wade  Blvd.,  Los  Angeles,  CA  90066 

Prices  subject  to  change  without  notice  "All  trademarks  are  property 
of  their  respective  owners.  Call  for  pricing  on  products  not  listed. 


home  furnishings 


V  Buy  Direct!  ^ 

from  North  Carolina,  furniture  capital  of  the 
world.  Shop  and  save.  In  home  delivery- 
Over  400  manufacturers  to  choose  from. 

HoMKNAY  Fl'RNITlIRK  COMPANY 

^  P.O.  Box  1548,  Mt.  Airy,  NC  27030  * 
L      18001  334-9094  •  (3361  786-6151     ^ 


business  products 


Logo  Tattoos!! 


;    -- 


■J 
www 


/  your  Logo, 
Just  $189.00!!!  or  2000,  Jusi  $299.00 


DALI 

Collect  Rare,  Authentic 

Limited  Edition. 
from  the  #1  source. 


CALL  FOR  CATALOG 
1  800  999  DALI 
or  (310)  851-471 


SILVERSTATE    FINE   ART 


gemstones 


Jewelry  and  Gems. 

Diamonds.  Pearls  and  Fine  Gold  Jewelry. 

Member:  Jewelers  Board  of  Trade. 

Please  (-ill  or  Fax  for  Quote  or  [nformatjon, 

I  tee  l  atalog  and  Diamond  List  Available. 

HI..  International  Services,  Inc. 

Toll  Free:  (888)  470-7955 

Fax:  (973)  470-8895 


franchising 


Franchise 

your  business! 

Call  for  Information  on  franchising 

your  businsss  or  seminars  scheduled 

throughout  the  country. 

mincorp' 


Forbes 

CAPITALIST   TOOL 


...   r  e  a  c  h      I  h  e      a  f ,/'  /  //  e  n  i 


Noughts  on  the  business  of  life 


Five  things  are  going  to  happen,  and  when  they  do,  we'll  wonder  why  such  obviously  inevitable 
happenings  should  have  taken  so  long  to  pass.  The  five  won't  occur  in  this  new  year,  though  they 
should.  Sooner  would  be  far  better  than  later,  but  later  they'll  be.  First,  the  Dow  Jones  at  1500 
to  2000.  Shares  of  ownership  of  our  country's  real  wealth  are  the  only  things  that  have  undergone 
deflation.  In  1965  dollars,  a  Dow  Jones  at  1000  today  would  actually  be  at  372.  Put  another  way, 
the  Dow  would  have  to  be  at  2687  to  be  equal  to  a  1965  Dow  at  1000.  -Malcolm  Forbes  (1981) 


A  lady  wants  to  be 
[|  dressed  up  exactly 
||  like  everybody  else, 
l|  but  she  gets  pretty 
]-  upset  if  she  sees 
|c  anybody  else  dressed 
|<3  up  exactly  like  her. 
Is  Ogden  Nash 


Is  Know,  first,  who  you 
||  are;  and  then  adorn 

yourself  accordingly. 

Epictetus 


Only  men  who  are  not 
interested  in  women 
are  interested  in 
women's  clothes;  men 
who  like  women  never 
notice  what  they  wear. 
Anatoli  Franci 


Clothes  and  manners 

:do  not  make  the  man; 
■but  when  he  is  made, 

they  greatly  improve 

his  appearance. 
!  Henry  Ward  Beecher 


Armor  is  a  kind  of 
clothing  worn  by  a 
man  whose  tailor  was 
a  blacksmith. 
Ambrose  Bierce 


With  an  evening  coat 
and  a  white  tie, 
anybody,  even  a  stock- 
broker, can  gain  a 
reputation  for  being 
civilized. 
Oscar  Wilde 


Fashions,  after  all, 
are  only  induced 
epidemics. 
George  Bernard 
Shaw 


The  origins  of  clothing 
are  not  practical. 
They  are  mystical  and 
exotic.  The  primitive 
man  in  the  wolf-pelt 
was  not  keeping  drv; 
he  was  saying,  "Look 
at  what  I  killed!" 
Katharine  Hamnett 


From  the  cradle  to 
the  coffin,  the  under- 
wear comes  first. 

Bertolt  Brecht 


A  fine  woman  shows 
her  charms  to  most 
advantage  when  she 
seems  most  to  conceal 
them.  The  finest  bosom 
in  nature  is  not  so 
fine  as  what  imag- 
ination forms. 
Dr.  Gregory 


The  short  skirts  of 
today  reveal  the  mal- 
nutrition of  yesterday. 
Don  Her  old 


I  have  heard  with 
admiring  submission 
the  experience  of  the 
lady  who  declared  that 
the  sense  of  being 
perfectly  well  dressed 
gives  a  feeling  of 
inward  tranquillity 
that  religion  is  pow- 
erless to  bestow. 
Ralph  Waldo 
Emerson 


Nothing  goes  out  of 
fashion  sooner  than  a 
long  dress  with  a  very 
low  neck. 
Coco  Chanel 


People  ask  how  can  a 
Jewish  kid  from  the 
Bronx  do  preppy 
clothes?  Does  it  have 
to  do  with  class  and 
money?  It  has  to  do 
with  dreams. 
Ralph  Lauri  \ 


It  is  an  interesting 
question  how  far  men 
would  retain  their 
relative  rank  if  they 
were  divested  of 
their  clothes. 
Henry  David 
Thoreau 


Fashion  is  more  power- 
ful than  any  tyrant. 
Latin  proverb 


A  Text .  .  . 

We  are  troubled  on 
every  side,  but  not 
distressed;  we  are 
perplexed,  but  not  in 
despair;  persecuted, 
but  not  forsaken; 
cast  down,  but  not 
destroyed. 
-II  Corinthians  4:8-9 

Sent  in  by  Peter  Leong, 
Honolulu,  Hawaii.  What's  your 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forbes  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free. 
1-80O87&6556. 
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Any  air  of  the  exquisitely  rich  burled  walnut  interior  is  quickly  subdued  when  you  hit  the  throttle  in  our  newe 
akin  to       :t  than  a  car.  Add  on  our  class-exclusive  5-speed  ^L  Tiptronic"  gearbox  that  lets  you  choose  between  cruisir 


ads  will  beckon  you.  Again,  show  them  you're  in  control  with  the  precise  handling  of  our  standard  FrontTra 
car.  It's  a  whole  new  standard  in  cars.  Responsive.  Confident.  Stylish.  Powerful.  And  all  from  just  $28,390*  r- 


Call  1-800-FOR-AUDI  for  more  about  the  Audi  A4  2.8  and  a  dealer  near  you  or  visit  us  at:  www.audiusa.com. *MSRPof  1998  Audi  A4  2.8  w  1  *»",■* 
"Audi,"  "quattro,"  "A4"and  the  four  rings  emblem  are  registered  trademarks,  "FrontTrak"  is  a  trademark  of  AUDI  AG.  "Tiptronic"  i  1  : 


Audi  new  car  smell. 

Burning  asphalt. 


Audi 


.  Now,  with  a  more  powerful,  190  horsepower,  30-valve  V6,  its  responsiveness  is  more 


in  automatic  or  shifting  for  higher  performance,  and  you've  hit  that  nirvana  between  power  and  fun.  Undoubtedly,  the  windingest 
front-wheel  drive,  or  the  option  of  our  legendary  quattro"  all-wheel  drive.  It  all  proves  the  new  A4  2.8  is  not  just 


wonder  everybody  is  hot  after  our  scent.     Get  ready  for  the  ride  Of  your  life.® 


Audi 


J    front-wheel  drive  and  5-speed  manual  transmission  not  including  dealer  prep.,  destination  charge,  taxes,  license.  Actual  dealer  price  may  vary. 
I     registered  trademark  of  Dr.  Ing.  h.c.  F.  Porsche  AG.  Please  obey  all  speed  and  traffic  laws.  ©1998  Audi  of  America,  Inc. 
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JUST  HOW  THICK  IS  A  VIRTUAL  WALL? 

\oure  getting  ready  to  close  your  biggest  deal  to  date  via  the  Internet  and  the 
question  of  security  crosses  your  mind  (relax,  it  can  be  safe). 

\s  you  hit  "send."  consider  the  fact  that  there  are  entire  corporations  who  are 
struggling  with  the  same  question.  They'd  like  to  utilize  the  Web  to  distribute  and  manage 
sensitive  data,  but  they  also  want  to  know  -  how  safe  is  it? 

IBM,  working  with  business  partner  Lante,  a  specialist  in  Lotus®  application 
development,  helped  a  company  called  IntraLinks  create  a  secure  environment  for  businesses 
to  work  on  the  Web. 

Supported  by  IBM  Global  Services,  IntraLinks  provides  a  private  extranet  based  on 
Lotus  Domino?  which  allows  constituencies  to  safely  work,  collaborate,  even  negotiate  online. 
Proposals,  documents,  classified  plans  and  contracts  (some  worth  billions)  can  travel  safely. 

hi  addition,  fanatical  electronic  tracking  helps  assure  that  each  detail,  no  matter 
how  small,  doesn't  fall  through  the  cracks  (so  not  only  are  the  walls  as  thick  as  they  need 
to  be,  but  the  virtual  floor  is  well-built,  too). 

In  less  than  a  year,  over  $60  billion  has  been  managed  using  IntraLinks' 
e-business  technology.  Costs  are  down  10  to  30%  over  standard  management  practices  and 
document  delivery  systems.  This  last  point  has  not  gone  unnoticed  in  the  world  of  finance, 
where  an  increase  in  volume  of  as  little  as  1%  can  equal  a  $20  million  boost  in  revenue. 

To  learn  more,  visit  our  Web  site  (where  the  door  is  unlocked,  and  everybody's 
welcome)  at  www.ibm.com/e-business,  or  call  us  at  1  877  IBM  EBIZ  (3249),  ext.  NC41. 
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How  do  you  conquer  the  highest  mountain? 
The  same  way  you  accomplish  any  task.  One 
step  at  a  time.  The  gutsy  part  is  setting  the 
goal  in  the  first  place.  Fairchild  Aerospace 
is  determined  to  set  the  pace  in  the  global 
market  for  30-  to  95-seat  jet  airliners  and 
large-cabin  business  jets.  And  we're  doing 
it   one   aircraft   at   a   time.    Starting   with   our 


revolutionary    328JET 
and    moving    forward 


THE  PROOF  IS  IN  DOING  IT. 


with    the    all    new    428JET,    528JET,     728JET, 


and  928JET.  Eventually  we'll  have  an  entire 
family  of  aircraft  that  fits  the  market.  All 
designed  for  long-haul  comfort.  Maximum 
economy.     And     peak     performance.    Any 


questions?  Call  1-888-328-JETS.  Outside  the  U.S., 


call  +49/8153-30-0. 


Fairchild  Aerospace  is  a  leading  manufacturer  of  jet 
and  turboprop  aircraft  for  the  commercial  aviation, 
corporate  and  government  markets,  and  provides  a 
wide  range  of  services  for  the  aviation  industry. 
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To  take  real  advantage  of  the  Web's  potential,  you  need  to  be  sure  your  site  is  more  than  just  another 
"order  taker. "  It  needs  to  be  a  fully  integrated  fulfillment  machine.  And  now  with  the  Pandesic'* 
internet  business  solution,  it  can  be.  A  unique  combination  of  software,  hardware  and  services,  the 
Pandesic  solution  automates  everything  horn  billing  and  accounting  to  shipping  and  fulfillment — 
even  inventory  management  and  financial  reporting.  So  you  always  know  the  status  of  an  order. 
And  your  site  will  never  take  an  order  for  something  you  don't  have.  For  a  free  video  explaining 
how  Pandesic  works,  just  call  1-888-349-ebiz,  ext.  201.  Your  site  will  never  come  up  short  again. 


usiness 


pandesic 


For  a  free  video  on  Pandesic's  e-business  solution,  call  1-888-349-3249,  ext.  201. 


RUGGEDLY  RELIABLE 

We  subject  each  portable  to  the  strictest 
quality  and  durability  standards  in  the  industry. 
Every  single  Toshiba  is  built  for  the  long  hau 


FEATURE  PACKED 

Pentium"  processor  with  MMX~  technology  233  MHz, 
20x'  CD-ROM,  4.1  billion  byte  hard  drive,  32MB  EDO 
RAM,  even  a  K56flex"  modem  PC  Card — all  built-in. 


AJtA    A  Introducing  the  Toshiba  Satellite®  330CDS.  The  world's  leadinq  portable  maker  unveils  the  hardest-working, 

I'mfiW 

\Jr«*^/  most  reliable,  feature-packed  notebook  $1,699  can  buy.  A  blazingly  quick  233MHz  powerhouse  that  burns 

Plr.HVMHl  through  spreadsheets,  multimedia,  e-mail,  you  name  it — without  burning  through  budgets.  Ounce  for  ounce, 


an  tout 


"nenca  Information  Systems,  Inc  Satellite  is  a  registt 
All  products  and  names  mentioned  are  th«  propert) 


mation  Systems.  Inc  Intel  Inside  logo  and  Pentium  are  registered  trademarks  and  MMX  is  a  trademark  of 
speed,  !4X  average  speed  "Lease  rates  based  on  36-month  lease  with  10%  down  payment  and 


(to?. 
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FIRST-CLASS  SERVICE  &  SUPPORT 

From  36-hour  door-to-door  Express  Notebook  Depot 
repair  to  on-site  service  and  unlimited  technical  support 
worldwide,  our  suite  of  services  is  ready  when  you  are. 


* 


LEASE  FOR  JUST  $48  A  MONTH 

One  of  the  Satellite  330CDS's  most  attractive 
features?  Its  price.  And  with  a  great  lease  of 
just  $48  a  month'/  it  won't  break  the  bank. 


World  leader  does 
a  number  on  portables. 


yte  for  byte,  dollar  for  dollar,  the  Toshiba  Satellite  330CDS  is  a  combination  of  muscle,  features  and  memory  no  other  notebook 
an  touch.  The  $1,699  Satellite  330CDS,  exclusively  from  the  award-winning  engineers  at  Toshiba.  Bank  on  it  going  a  long  way. 
nd  doing  the  very  same  for  your  dollar.  To  get  your  hands  on  this  little  number,  surf  www.toshiba.com  or  call  1  -800-TOSHIBA. 


TOSHIBA 


The  World's  Best  Selling  Portable  Computers. 


r  market  value  purchase  option  at  the  end  of  the  lease  term  Lease  rates  shown  based  on  Satellite  330CDS  at  $1 ,699  for  transactions  between  $25,000  and  $50,000  Other  lease  options  may  be  available  Financing  available 
-ough  Toshiba  Financial  Services  to  qualified  commercial  customers.  Rates  are  subject  to  change  without  notice  Prices,  specifications  and  availability  are  subject  to  change.  Dealer  prices  may  vary  Offer  valid  in  the  U.S.  only. 
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The  Forbes  mutual  fund  team:  Standing:  Robert  Cyran,  Steve  Kichen, 
Tom  Easton,  Mary  Beth  Grover,  Kurt  Badenhausen,  Tina  Russo  McCarthy, 
Nancy  Finkel,  Wendy  Vividor,  Cecily  Fluke,  William  Sicheri,  Scott  DeCarlo, 
Doug  Donovan.  Middle:  John  Chamberlain,  Brian  Zajac,  Joanne  Gordon, 
Tom  Condon,  Ann  Anderson,  Eileen  Henderson,  Juliette  Rossant, 
Stephan  Herrera,  Leigh  Gallagher,  Erika  Brown.  Bottom:  Mary  Summers, 
James  Clash,  Tomas  Kellner,  Dolly  Setton,  Anne  Granfield. 

When  markets  turn  nasty 

Surprise!  Halfway  through  this  summer  stocks  took  a  nasty 
turn,  erasing  much  of  the  year's  gains.  Whatever  happens  next, 
this  should  remind  investors  that  markets  are  more  dangerous 
than  recent  experience  has  led  them  to  believe.  It's  a  good  time 
to  subject  your  mutual  fund  holdings  to  serious  scrutiny. 

Our  first,  pioneering  mutual  fund  survey  appeared  in  1956, 
early  in  the  mutual  fund  era,  and  is  now  widely  copied.  Yet  it  has 
never  lost  its  uniqueness:  Its  easy-to-understand  but  hard-to- 
duplicate  ratings  measure  fund  performance  in  both  bull  and 
bear  markets.  We  call  these  "consistency  ratings"  because  they 
are  designed  to  measure  performance  under  widely  varying  cir- 
cumstances. More  recently  we  added  Best  Buy  ratings  to  flag 
funds  combining  consistent  performance  with  low  cost.  Our 
evaluations  are  based  on  a  proprietary  database  of  half  a  million 
digitized  records,  gathered  in  four  decades  of  meticulous 
research.  Supervised  by  fund  data  editor  Tina  Russo  McCarthy, 
the  large  team  pictured  above  massages  the  numbers. 

What  do  our  readers  receive  they  cannot  get  elsewhere?  We 
filter  out  misleading  data  that  fund  managers  sometimes  use  to 
polish  up  their  numbers.  Some  funds  change  managers  but  claim 
the  new  guy  was  a  pivotal  decision  maker  on  the  old  team.  We 
won't  buy  that.  We  report  a  change  in  management.  In  short, 
we  don't  trust,  so  you  can. 
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/  didn't  know  SAP 
software  could  meet  my 
midsize  business  needs 
this  fast  and  easy. 


Luke  Pfaffingcr 

MIS  Manager, 

Capstone  Turbine  Corporation 


Capstone  Turtune  CwpwiflWfl™  developer  qj  the  Capstone  MicrdTurhuu'"  live  on  SAP™  R/y*  software, 
running  on  Compaq  and  Microsoft  N7 '  .SQL  server.  Capstone  employs  200  people. 

Introducing  SAP  Accelerated  Solutions."  Affordable.  Low-risk.  And  fast. 

You  have  concerns  about  introducing  new  business  software  into  your  company.  How  much 

will  it  cost  to  implement?  How  long  will  it  take?  What  tools  and  resources  are  required? 

The  ability  to  answer  your  questions  and  deliver  a  fast,  simple  solution  is  essential 

to  SAP  Accelerated  Solutions.™  Just  like  Capstone,  you'll  get  a  preconfigured, 

preinstalled  system. Tailored  to  suit  your  size.  Driven  by  your  business  needs. 

Without  any  disruption.  All  to  reduce  the  time,  cost,  and  resources 

to  go  live  in  as  little  as  nine  weeks.  For  more  information 

on  SAP  Accelerated  Solutions,  visit  www.sap.com/ 

usa/acceleratedsolutions  or  call  1-800-283-1  SAP. 


Microsoft     COMPAQ. 


Iw&fiP 


TeamSAP  is  the  coordinated  effort  of  people,  processes  and  products 
to  deliver  Accelerated  Solutions  for  better  business  results. 
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Traders  Calvin  Nathan  and  Robert  Wolk 
Blown  out  at  26. 


Traders'  curse 

Stock  traders  are  superstitious  people. 
On  the  floor  of  the  American  Stock 
Exchange  it  is  widely  believed  that  any 
trader  cocky  enough  to  attract  media 
attention  is  destined  to  "blow  out" — 
trader  lingo  for  going  out  of  business. 
Eight  months  ago  we  profiled  two  hot 
young  college  buddies  turned  options 
traders,  Robert  Wolk  and  Calvin 
Nathan  (Jan.  26).  The  26-year-olds  had 
become  near-millionaires  simply  by 
trading  Intel  stock  options. 

Then  the  curse  struck.  Nathan  Wolk 
&  Co.  is  no  more,  a  victim  of  its  own 
hubris.  To  trade  more  options,  the 
partners  hired  three  young  traders.  In 
April  one  of  the  new  hires  made  a 
novice  trading  mistake,  shorting  Chase 
options  just  before  a  pending  stock 
split.  That  cost  the  firm  $80,000  in  cap- 
ital. The  new  traders  were  fired  and 
Nathan  Wolk's  outside  backer  pulled 
out.  The  firm  is  no  more  but  the  part- 
ners say  they  both  have  offers  of  jobs 
trading  for  other  firms. 

-Carrie  Coolidge 

Booted  up 

When  FORBES  VISITED  Seagate  Tech- 
nology this  spring  (May  4),  a  new  pres- 
ident and  chief  operating  officer, 
Stephen  Luczo,  had  recently  stepped  in 
to  deal  with  a  sliding  stock  price  at  the 
California  disk  drive  maker.  Luczo,  41, 
had  no  experience  in  manufacturing 
operations.  Plus  he  had  to  share  power 
with  Seagate's  legendary  but  crusty 
chairman  and  chief  executive  officer, 
Alan  Shugart,  67. 


75  years  ago  in  Forbes 

August  18,  1923 

Steamboating  on  the  Mississippi  River  [is] 

dead,  has  been  dead  since  1900. ...Six 

steel  towboats  and  a  few  barges  hauled 

more  freight  into  St.  Louis  last  year  than 

did  3,000  steamboats  in  the  boom  year  of 

1852.  The  Mississippi  barge  line  has  been 

growing  in  usefulness.  It  is  estimated 

that  in  one  year  shippers  saved  over 

$850,000  because  they  used  water  instead 

of  rail  hauls. 

35  years  ago  in  Forbes 

August  25,  1963 

President  Floyd  Gottwald's  Albemarle  Paper 

Co.  bought  Ethyl  Corp.  in  a  complicated 

deal  in  late  1962. ..without  diluting  his 

common  stockholders'  equity.  He  simply 

borrowed  the  entire  $190  million  purchase 

price.  The  Gottwald  family.. .already  [has]  a 

paper  profit  of  about  $27  million. 

They're  still  not  doing  badly. 

Floyd  and  Bruce  Gottwald  appeared  on  the 

1997  Forbes  Four  Hundred  list  with 

net  worths  of  $560  million  and 

$510  million  respectively. 

20  years  ago  in  Forbes 

August  21,  1978 

Already  voices  are  being  heard... suggesting 

that  legislatures  should  [make  up  revenues 

lost  through  income  tax  cuts]  by  taxing  the 

fat  cats.  In  sharp  contrast,  Edmund  Muskie, 

chairman  of  the  Senate  Budget  Committee, 

has  picked  the  right  target.  His  motives  may 

be  political  but  his  reasoning  is  sound.  The 

biggest  problem  with  federal  spending  is  not 

that  new  programs  get  added  but  that  few 

ever  get  dropped.  The  current  budget 

process,  Muskie  argues,  doesn't  ask  whether 

a  program  is  worth  keeping,  but  merely  how 

much  it  should  get  each  year. 

10  years  ago  in  Forbes 

August  8,  1988 


General  Mills'  Betty  Crocker 
in  1936 — and  now. 


-Edited  by  Dolores  Lataniotis 
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CRANKY  BUTLER? 

MANSION  BEING 

FUMIGATED? 


For  those  times  when  you  feel  like  leaving  it 
all  behind,  we  present  the  Infiniti"  QX4.'  A  rugged, 
yet  extremely  sophisticated  2-ton  escape  vehicle. 

Its  All-Mode  4WD"  system,  one  of  the  most 
technologically  advanced  automatic  4WD  sys- 
tems on  earth,  can  take  you  to  a  world  full  of 
babbling  brooks,  boulders  and  trees. 

Inside,  you'll  find  the  QX4's  luxurious  leather- 
appointed  interior  equally  well-equipped  with  a 
therapeutic  8-way  adjustable  driver's  seat.  A 
custom-designed  Bose'  audio  system  with  CD 
player.  Even  a  digital  compass,  to  help  guide  you 
due  east  towards  the  hills. 

The  Infiniti  QX4,  tied  as  the  Best  Luxury  Sport 
Utility  Vehicle  in  Initial  Quality  by  J. D.  Power  and 
Associates,'  starts  at  a  stress-free  $35,550.' 

Come  out  and  test  drive  one  for  yourself.  At 
least  you  will  be  able  to  get  away  from  the 
chauffeur.  If  only  for  a  few  hours. 

INFINITI. 

OWN  ONE  AND  YOU'LL  UNDERSTAND. 

www.infiniti-usa.com/800-499-5900 


Dave      ^ 
Evans 

Portfolio 


Manager 
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Higher  Growth  Potential 

Searching  for  tomorrow's  leaders. 


The  Robertson  Stephens 

MicroCap 
Growth  Fund 

No  Load 

54.20% 

Total  Return 

Since  Inception 

8/15/96  -  6/30/98 

26.00% 

Average  Annual  Return 

Since  Inception 
8/15/96  -  6/30/98 

22.58% 

One-Year 

Total  Return 

6/30/97  -  6/30/98 

Performance  data  repre- 
sents past  performance, 
which  is  no  guarantee  of 
future  results.  Investment 
return  and  principal  value 
will  fluctuate  so  that  shares, 
when  redeemed,  may  be 
worth  more  or  less  than 
their  original  cost. 


www.rsim.com 


ROBERTSON 
STEPHENS 
FUNDS 


Portfolio  Manager  Dave  Evans 
applies  seventeen  years  of 
small-cap  investing  experience 
to  the  search  for  companies 
with  substantial  growth  poten- 
tial. When  investing  for  the 
Fund,  he  seeks  companies  that 
are  undiscovered  or  underval- 
ued by  Wall  Street  -  targeting 
the  IPO  market  and  leveraging 
Robertson  Stephens  Funds' 
research  strength.  For  more 
information  about  the  advan- 
tages and  risks  of  investing  in 
this  Fund,  please  call  today 


1-800-766-3863 

ref .#  300 

or  call  your  financial  advisor 


Charles  Schwab  &  Co.,  Inc.,  member  SIPC/NYSE,  provides  recordkeeping  and  shareholder  services 
tor  shares  purchased  through  its  Mutual  Fund  One-Source   Service  (0097-2561  I 

For  more  compleH  information,  including  management  fees,  expens- 
es, and  the  special  risks  associated  with  investing  in  The  MicroCap 
Growth  Fun  1  call  Robertson  Stephens  Funds  for  a  prospectus.  Please 
read  it  careful  I  in  investing.  Investing  in  smaller  companies  can 
involve  more  v    irilirj  Return!  (  lass  A  shares.  Another 

class  of  shares  is  will  differ  due 

ent  charges  and  -    .         Inc.,  distributor. 

1-800-5-NO-LOAD    1  Not  FDIC  insured  May  lose  value.  No  bank  guarantee^ 


NGING         THE         FUND         MANAGER         TO         YOU 


OneSource 

^ 

FROM     SCHWAB 

Seagate  Technology's 

new  chief  executive,  Stephen  Luczo 

Restart? 


A  few  months  later  the  board 
ousted  Shugart,  leaving  Luczo  in 
charge.  Luczo  plans  to  scale  back 
Shugart's  strategy  of  vertical  integra- 
tion. Competitor  Western  Digital 
buys  most  of  its  components  from 
outside  suppliers,  and  Luczo  has 
decided  Seagate  should  do  more  of 
the  same.  Luck  may  be  on  Luczo's 
side:  The  notoriously  cyclical  disk 
drive  business  seems  to  be  bottoming 
just  as  Luczo  takes  over. 

-Scott  Woolley 

Yo  quiero  Telmex 

Telefonos  de  Mexico  isn't  content 
with  defending  its  turf  against  com- 
petition from  gringos  (Sept.  11, 
1995).  The  Mexican  phone  giant  has 
hooked  up  with  Sprint  and  is  angling 
for  an  FCC  license  to  provide  inter- 
national service  in  the  U.S.,  where  it 
plans  to  target  Spanish-speakers.  In 
late  July  Telmex  announced  it  would 
spend  $49  million  on  a  stake  in 
Prodigy,  the  struggling  U.S.  Internet 
service  provider. 

At  home  Telmex  holds  approxi- 
mately 70%  of  the  growing  Mexican 
long  distance  market  against  new 
competition  from  local  partners  of 
both  AT&T  and  MCI.  Telmex  spent 
$10  billion  to  improve  its  network 
and  add  new  lines. 

AT&T  and  mci  gripe  that  local  reg- 
ulation is  stacked  in  Telmex's  favor 
and  complain  that  interconnection 
fees  for  access  to  Telmex's  local  net- 
work are  excessive.  For  now,  howev- 
er, Telmex  is  riding  high.  Its  stock  has 
risen  more  than  50%  in  a  generally 
weak  Mexican  market,  and  its  solid 
55%  operating  margins  haven't  yet 
been  nicked.  -Kerry  A.  Dolan  wm 
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ABA 


American  Dental  Association 


Dental  Chart 


•.«*** 


90-95% 


■ , 


Dental 
HMO 


Dental  Indemnity/  Direct 

PPO  Insured       Reimbursement 

'Source:  National  Association  of  Dental  Plans 
-'Source:  American  Dental  Association 


Percentage  of  money  that  goes  to  actual  dental  care 


Clearly,  Direct  Reimbursement  offers  cost-efficient  dental 
coverage.  Instead  of  paying  monthly  insurance  premiums, 
even  for  employees  who  don't  use  dental  benefits,  you 
pay  for  actual  treatment  received.  Complex  claim  forms 
and  administrative  overhead  typical  of  outside  insurers 
are  eliminated.  Isn't  it  time  to  give  your  company  a 
dental  benefits  checkup? 


DIRECT 

REIMBURSEMENT 


Dental 

Benefits  Plan 
OlTlcirt  Companies 


For  information  or  a  cost  estimate  of  a  Direct  Reimbursement  plan  designed  to  meet  the  company 
needs  you  specify,  just  call  1-800-232-7698  ext.  520.  Or  visit  our  web  site  at  http://www.ada.org 


my  mind 

What's  worrying  top  executives/edited  by  Katarzyna  Moreno 

Gashing  out 

By  Anne  Granfield 

Entrepreneurs  who  make  a  killing  selling  their 
businesses  can  thereafter  live  a  life  of  golf 
and  sailing  and  traveling.  They  rarely  do. 


"A  guy 
cannot  just 
stop  working 
and  forget 
what  impact 
it  has  on  the 
other  side 
of  the  rela- 
tionship." 


William  Akin, 
Hudson  Wire  Co. 


A.  Michael  Lipper,  63 

Founder,  Lipper  Analytical  Services.  Sold  to 
Reuters;  Lipper's  take:  reportedly  between 
$70  million  and  $100  million 
One  of  the  reasons  we  sold  our  business 
to  Reuters  was  because  we  knew  we  prob- 
ably couldn't  manage  the  technology  of 
the  future  by  ourselves. 

The  issue  facing  a  seller  is  almost  a  Hamlet- 
like series  of  questions.  Any  entrepreneur  who 
builds  a  business  for  as  long  as  I  have  would 
be  dishonest  if  he  did  not  suffer  a  certain  sad- 
ness. If  they  [  Reuters]  make  a  wonderful 
success  out  of  this,  there  may  be  some  ego 
pain.  If  they  muck  it  up,  they've  damaged  our 
name  and  hurt  our  people. 

Steve  Perlman,  37 

Cofounder,  WebTV.  Sold  to  Microsoft.  Perlman's 
estimated  take:  $64  million 
Before  the  acquisition,  a  lot  of  the  folks  we 
were  dealing  with  said,  "Wow,  we  really  think 
you  guys  are  doing  a  great  thing,  but  you 
know,  I'm  a  little  worried  that  you're  not 
going  to  be  around  in  a  year,  so  I'll  wait  to 
see  how  things  go." 

Having  been  bought  by  Microsoft 
answered  that  question — we  will  be  around  in 
a  year.  We've  combined  Microsoft's  credibility 
with  the  technology  we  had.  It's  been  great 
walking  into  meetings  with  those  two  things 
in  our  back  pocket. 

William  (Bo)  Peabody,  27 

Cofounder  and  chief  executive  of  Tripod,  Inc. 
Sold  to  Lycos.  Peabody's  take:  under  $10  million 
Before  Lycos  bought  us  I  spent  most  of  my 
time  raising  money.  But  since  selling  to  Lycos 
I  have  been  able  to  focus  on  what  I  love — the 
product  and  the  business. 

I  also  bought  a  new  pair  of  sneakers  and  a 
car  and  I  have  bei         iking  Investments  in 


other  Internet  startups.  It  gives  me  a  sense  of 
giving  something  back.  It's  an  interesting 
place  to  find  yourself  at  age  27. 

The  Internet  industry  is  too  much  fun  to 
leave  it  now.  But  over  the  next  couple  of 
years  it  will  slow  down  and  it's  going  to 
become  like  regular  businesses,  with  M.B.A.s 
running  these  companies.  That's  when  I'll  go 
trekking  in  Nepal. 

Marcia  Radosevich,  45 

Founder  of  hpr  Inc.  (medical  software).  Sold  to 
hbo&Co.  Radosevich's  take:  under  $10  million 
It's  very  tempting  to  go  back  into  the  busi- 
ness after  selling,  and  I  understand  why  peo- 
ple do  that.  The  tendency  is  to  just  go  and  do 
the  same  thing.  It's  the  same  after  you  get  a 
divorce.  Most  American  men  get  remarried 
within  6  to  12  months  after  a  divorce,  and 
they  marry  the  same  woman  they  just 
divorced!  Or  it  comes  in  a  different  package, 
20  years  younger.  But  what  can  you  learn  in 
6  to  12  months  about  why  a  relationship  goes 
on  the  rocks? 

Most  women  take  five  years  before  remar- 
rying. I'm  like  that  with  business.  I  don't 
want  to  just  do  the  same  old  thing  again.  So 
now  I'm  working  out  a  lot,  meditating,  doing 
a  lot  of  spa  stuff,  riding  horses  and  traveling. 
I  want  to  allow  myself  the  space  and  the  time 
to  open  up  the  windows  of  my  mind  and  let 
some  fresh  air  blow  in!  God  knows,  I  may 
have  a  creative  idea.  If  I  get  involved  with 
corporate  America  again,  I  want  it  to  be 
something  different. 
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Now  There's  A  Faster  Way  To  Turn  Business  Into 
Pleasure  At  Over  400  Hiltons  Worldwide. 

Earn  Double  Miles  With  The  American  Express*  Card. 

Members  of  Hilton  HHonors*,  our  award-winning  guest  reward  program,  can  earn  both  points  and  miles  with  every 
business-rate  stay.  And  now  you  can  get  twice  as  many  miles  just  by  charging  your  Double  Dip®  stays*  with  an 
American  Express  Card.  You  can  earn  double  miles  with  any  one  of  15  participating  airline  program  partners.  Before  you 
know  it,  you'll  be  trading  your  calculator  for  a  bottle  of  tanning  lotion.  But  hurry,  this  offer  won't  be  around  for  long.  For 
hotel  reservations  at  any  of  over  400  Hiltons  worldwide,  call  your  professional  travel  agent.  You  can 

AMERICAN! 

=ss 

also  make  reservations  and  enroll  in  HHonors  online  at  www.hilton.com  or  by  calling  1-800-HILTONS.       I       I  Cards 


Hilton 


*To  Double  Dip,  you  must  be  an  HHonors  m'ember  and  request  HHonors  points  and  airline  miles  at  check-in  for  your  business-rate  stays. 
Visit  hilton.com  for  a  list  of  participating  airlines  or  call  1-800-552-0852  and  select  the  FaxBack  option.  Offer  valid  for  qualifying  stays  from 
7/4/98  to  9/7/98.  Valid  only  on  Double  Dip  stays  charged  with  an  American  Express  Card.  If  you're  not  already  a  Cardmember,  call 
1-800-THE-CARD  or  visit  www.americanexpress.com  to  apply.  Normal  rules  for  earning  HHonors  points  and  airline  miles  apply.  Refer  to  your  HHonors 
membership  materials  and  airline  program  membership  materials  for  rate  and  other  restrictions.  HHonors  membership,  earning  and  redemption 
of  points  are  subject  to  HHonors  Terms  and  Conditions.  The  Hilton  name  and  logo  are  trademarks  owned  by  Hilton.  ©1998  Hilton  Hotels 


my  mind 


"When  I  talk 
to  people 
about  selling 
my  business, 
I  make  it 
sound  as 
if  I  hit 
the  lottery." 


Richard  Schaps, 
Van  Wagner 
Communications 


Lois  Silverman,  58 

Cofounder  of  CRA 
Managed  Care  (now 
known  as  Concentra 
Managed  Care).  Went  public 
in  1995.  Silverman's  stake:  over 
$10  million 

The  other  day  a  man  said  to 
me  on  a  golf  course:  "I  hope  I 
hit  this  ball,  because  since  I've 
left  my  business,  I  don't 
know  what  to  do  with  myself."  And 
I  said  to  myself,  "I'm  so  lucky." 

After  taking  Concentra  (a  provider  of 
services  to  reduce  workers  compensation 
insurance  claims)  public  I  gave  up  all 
involvement  in  day-to-day  operations.  So  I 
have  formed  a  network  of  13  women  who 
were  successful  businesswomen  like  me,  and 
we  formed  a  not-for-profit  called  the 
Commonwealth  Institute.  We  help  women 
entrepreneurs  set  up  boards  and  secure  capi- 
tal. I  am  also  involved  with  a  newspaper 
called  Women's  Business. 
There  is  life  after  work. 

George  Mandes,  40 

Owner,  Homecare  Inc.  Sold  to  Masonicare,  Inc. 
Mandes'  take:  less  than  $20  million 
Shortly  after  selling  Homecare  Inc.  I  realized 
that  I  really  liked  work.  So  I  am  hatching  a 
new  business — buying  home  care  operations 
from  Columbia  hca. 

As  an  entrepreneur  you  usually  have 
all  your  net  worth  tied  up  in  your  company. 
What's  amazing  is  that  I  was  able  to  take 
my  entire  net  worth  out  of  the  Homecare 
deal,  at  a  huge  valuation.  And  now  I  am 
again  running  a  growing  company,  with  an 
equity  stake  in  it.  So  I  am  in  the  same  place, 
only  richer. 

William  Akin,  53 

Former  owner  with  family,  Hudson  Wire  Co.  Sold 
to  Phelps  Dodge.  Akin's  take:  less  than  $10  million 
Cashing  out  was  much  harder  on  my  wife 
than  on  me.  A  guy  can't  just  stop  working 
and  forget  what  impact  it  has  on  the  other 
side  of  the  relationship.  After  selling  we 
moved  out  to  the  lonely  eastern  end  of 
Montauk  Point  on  New  York's  Long  Island. 
I'm  the  president  of  a  local  environmental 
organization,  and  I  play  guitar  in  clubs 
around  here.  I  just  love  it. 

But  it's  tricky  for  my  wife.  I  used  to  leave 
at  7  a.m.  and  be  back  home  between  6:30 
and  8:30.  She  went  to  decorating  school  and 


spent  time  decorating  our  New  York  City 
apartment.  But  now  I'm  here  all  the  time, 
and  the  phone  calls  are  coming  in  all  day.  At 
lunchtime  it's  like:  "I'm  not  a  problem 
around  here,"  and  she  says,  "Yeah,  you  don't 
think  so!" 

So  we're  getting  a  second  phone  line,  so 
she  won't  have  to  feel  like  my  secretary.  And 
we  are  keeping  our  apartment  in  the  city  so 
she  can  stay  there  several  times  a  week  and 
attend  the  interior  design  school. 

Eric  Oddleifson,  63 

Cofounder  of  Resource  Investments  Inc. 
(timber  investment  management  company). 
Sold  to  Union  Bank  of  Switzerland. 

I  remember  sitting  in  class  in  Harvard  Busi- 
ness School  with  a  guy  who  said  that  his  sole 
purpose  in  life  is  to  make  a  million  by  the 
time  he  was  40.  I  said,  "You  poor  sap.  Is  that 
all  you're  here  for,  you  pathetic  human 
being?"  For  me  it  was  about  doing  something 
that  I  loved. 

One  day  after  graduating  I  drove  out  into 
the  countryside  in  Virginia  and  I  stumbled 
across  an  Amish  community.  The  sun  was  set- 
ting over  the  fields.  I  saw  a  young  man  and 
his  wife  and  two  kids  in  the  farmyard,  and 
they  were  so  happy  and  healthy,  and  they 
looked  like  they  understood  the  world  and 
had  their  act  together. 

I  also  have  relatives  that  farm.  I  knew  that 
timber  was  developing  to  the  point  where 
you  could  make  an  investment  product  out 
of  it.  So  I  started  a  venture  capital  fund 
investing  in  timber  under  the  aegis  of  the 
Boston  Co.,  and  bought  it  from  them  sever- 
al years  later.  And  then  UBS  bought  it  from 
me.  Now  I  am  starting  another  venture  fund 
investing  in  timber. 

For  me  it's  always  about  doing  what  I  love, 
not  about  money. 

Richard  Schaps,  50 

Van  Wagner  Communications.  Sold  to  Outdoor 
Systems  Inc.  Schaps'  take:  $160  million 

When  I  talk  to  people  about  selling  my 
business,  it's  better  to  make  it  sound  like  I 
hit  the  lottery.  In  fact,  I  didn't  hit  the  lot- 
tery. Twenty-eight  years  ago  I  was  driving 
a  taxi  cab,  and  I  spent  28  years  busting 
my  ass. 

But  it's  easier  for  people  to  accept  that  you 
just  got  lucky.  Because  otherwise  they'll  say, 
"Well,  I  work  hard  and  he  works  hard.  How 
come  he's  got  it  and  I  don't?"  Pretending  it 
was  just  luck  is  an  equalizer.  WM 


What's  on  your  mind?  Tell  the  world.  Go  to  our  new  On  My  Mind  forum  in  the  Forbes 
Digital  Tool  at  http://www.forbes.com/mind,  or  E-mail  us  at  mind@forbes.com. 
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Where  In  The  World 
Should  You  InvesLNow? 


Europe  Growth 
Fund  (Class  A) 


among  778  international 
equity  hinds 

Prudential  World  Fund/ 
Global  Series  (Class  A) 


among  778  international 
equity  funds 

Prudential  World  Fund/ 
International  Stock  Series 
Morningstor  rotes  funds  after 
three  years  of  performance 
Inception  date  ol  Class  A 
and  B  shares:  9/23/96 

Call  for  o  free  prospectus  with 
more  complete  information, 
including  soles  charges 
and  expenses,  and  other 
classes  of  shares.  Please 
read  if  carefully  before 
you  invest  or  send  money 


J 


Prudential  Has  "he  Answers 


Investing  overseas  offers  many  exciting  rewards — and  special  risks.  Changing  economic  and  i 
political  conditions  around  the  world  can  cause  some  markets  to  soar  while  others  stumble. 
That's  why  you'd  be  wise  to  tap  the  investing  expertise  of  Prudential.  We  can  help  you  navigate 
the  challenges  of  international  investing  and  find  some  of  today's  most  promising  opportunities. 


It's  time  to  discover  the  rewards  of 
global  investing.  The  U.S.  stock  market  has 
delivered  strong  returns  in  the  past  few  years.  But 
today,  many  investors  are  recognizing  that  a  portion 
of  their  portfolio  should  be  overseas  in  order  to  be 
positioned  for  future  growth  opportunities. 

Prudential  can  help  you  discover 
foreign  investment  opportunities  you 
might  not  find  on  your  own.  As  one  of 

the  largest  money  managers  in  the  world,  Prudential 
offers  years  of  international  investing  expertise,  a 
wide  range  of  overseas  stock  and  bond  funds,  and 
seasoned  fund  managers  with  timely  access  to  world 
financial  news  and  data. 


Aim  for  results.  Manage  risk.  When  you're 
venturing  overseas,  you  want  to  make  sure  you  have 
the  right  combination  of  risk  and  potential  reward. 
At  Prudential,  we  manage  our  funds  to  achieve 
consistent,  long-term  risk-adjusted  performance. 
Past  performance  is  no  guarantee  of  future  results. 

Call  today  for  your  free  prospectus. 

Find  out  how  Prudential's  international  and  global 
funds  can  help  you  discover  a  world  of  investment 
opportunity. 

1  -800-TH E -ROCK  ext.  4621 

www.prudential.com 


mp  Prudential 

Investments 


Share  prices  and  returns  will  vary,  and  you  may  have  a  gain  or  loss  when  you  sell  shares.  Not  all  funds  in  the  Prudential  Family  of  Funds  were  rated  as  high 
as  those  appearing  in  this  advertisement.  Ratings  cited  are  only  for  share  classes  indicated  above.  Different  classes  of  shares  are  offered.  Although  the 
shares  have  a  common  portfolio,  their  performance  and  ratings  may  vary  because  of  differences  in  loads  and  fees  paid  by  shareholders  investing  in  different 
classes.  Foreign  investments  are  subject  to  special  risks  including  currency  fluctuation  and  the  impact  of  social,  political  and  economic  change.  These  risks 
may  result  in  greater  share  price  volatility.  'Source:  Morgan  Stanley  Capital  International  (MSCI).  The  above  map  illustrates  the  performance  of  major  world 
stock  markets  for  the  1  -year  period  ended  June  30,  1 998.  It  does  not  represent  the  performance  of  any  Prudential  mutual  fund.  MSCI  country  indices  are 
unmanaged  indices  which  include  those  stocks  making  up  the  largest  two-thirds  of  each  country's  total  stock  market  capitalization.  Returns  reflect  the 
reinvestment  of  gross  dividends.  This  map  is  for  illustrative  purposes  only  and  is  not  indicative  of  the  past,  present  or  future  performance  of  any  specific 
investment,  nor  is  it  indicative  of  the  countries  in  which  the  above  funds  may  invest.  Investors  cannot  invest  directly  in  stock  indices. 

All  Morningstor  periods  ended  6/30/98.  Ratings  ate  subject  to  change  every  month,  are  historical  and  do  not  represent  future  performance.  10%  of  the  funds  in  a  category  receive  5  stars.  The  next  22.5%  receive  4  stars; 
the  next  35%  receive  3  stars.  Prudential  Europe  Growth  Fund  (Class  A)  received  5  stars  (3  years)  among  778  funds.  Prudential  World  Fund/Global  Series  (Class  A)  received  3  stars  (3  years)  and  4  stors  (5  years) 
omong  778  and  338  funds,  respectively.  Morningstor  proprietory  ratings  reflect  risk-adjusted  performance.  Morningstor  ratings  are  calculated  from  the  funds'  3-,  5-  and  10-year  returns  (with  fee  adjustments)  in 
excess  of  90-day  Treasury  bill  returns,  and  a  risk  factor  that  reflects  fund  performance  below  90-day  T-bill  returns.  Shares  of  the  Funds  are  distributed  by  Ptudentiol  Investment  Management  Services  LLC,  member 
SIPC,  751  Brood  Street,  Newark,  NJ  07102,  a  subsidiary  of  the  Prudential  Insurance  Company  of  America,  751  Broad  Street,  Nework,  NJ  07102. 


say 

readers@forbes.com 

Freeware  nation 

Sir:  Re  "For  the  love  of 
hacking"  (Aug.  10,  p.  94). 
Developers  of  free 
software  are  like  doctors 
giving  prescriptions. 
Microsoft,  on  the  other 
hand,  just  tells  you  to  buy 
over-the-counter  drugs. 
Doctors  talk  to  doctors, 
and  that  makes  their  advice 
better.  Which  would  you 


Richard  Stallman,  programmer 
Liberie,  egalite,  software. 


rather  have? 

I  am  firmly  in  the  open 
source  camp.  I've  been 
burned  by  Microsoft 
incompatibilities  so  many 
times  I  have  lost  count. 
Dos2  through  Dos6. 
Win3.1  to  Win95.  Office 
95  to  Office  97. 

Everyone  loves  a  good 
fight,  and  this  is  really  a 
good  one.  The  software-in- 
a-box  camp  is  well  defined 
and  easy  to  target.  Not  so 
with  the  other  camp — yet. 
-Dale  Phillips 
Turlock,  Calif. 

SlR:  Best  damned  comput- 
ing article  I've  read  in 
years — maybe  ever. 
-Skip  Press 
Valencia,  Calif. 

Sir  It's  simply  not  true  that 
freeware  developers  need 
nothing  but  fame.  Microsoft 
can  buy  a  thousand  Merced 
chips  from  Intel  the  day 
they  come  out — but  can 
freeware  developers?  We 
need  a  freeware  community 
to  stop  IT  managers  from 
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thinking  that  rebooting 
every  other  day  is  normal.  I 
would  like  to  see  more  sup- 
port for  the  freeware  com- 
munity from  companies  and 
governments  alike. 
-Stephan  Eisvogel 
Erlangen,  Germany 

SlR:  Three  cheers.  Most 
articles  on  free  software 
trivialize  the  merits  of  the 
freeware  philosophy  and 
give  the  impression  that 
the  product  is  inherently 
insecure  and  shoddy,  when 
the  opposite  is  true.  Now 
even  "the  suits"  should  be 
able  to  understand  why 
the  free  model  works. 
-Blake  D.  Mills  IV 
Philadelphia,  Pa. 

Know  thy  Graham 

SlR:  "Ben  Graham  in  Asia" 
(Aug.  10,  p.  124).  Ben 
Graham's  principles  have 
nothing  to  do  with  stock 
valuations  that  assume 
debts  disappear  from  bal- 
ance sheets  by  some  act  of 
God.  Does  Marc  Faber 
assume  that  creditors  will 
forgo  payment  without 
shareholder  contribution? 
-J.  Robert  Terrier 
Geneva,  Switzerland 

Fire  Arnett  now 

Sir  Re  "A  few  pieces  of 
silver"  (Aug.  10,  p.  47).  My 
friends  and  I  who  served  in 
Special  Operations  will  not 
rest  until  CNN  says,  "We 
lied,"  and  fires  Peter  Arnett. 
-James  Kellogg 
Shelbyville,  Ky. 

Grapevine.com 

Sir:  Re  "Surfs  Up"  (July  27, 
p.  106).  Internet  companies 
will  indeed  create  vast  new 
wealth  but  that  doesn't 
explain  their  soaring  shares. 
Investors  in  these  companies 
tend  to  be  net-savvy.  That 
means  thev  spread  their  ideas 


Gambling  on  the  Web 


Sir:  Re  "it's  the  software,  stupid"  (Digital  Rules,  Aug.  10, 
p.  37).  It's  true  that  the  Internet  is  going  to  determine  the 
fate  of  industry  but  it  doesn't  follow  that  it  will  translate 
into  riches  for  Yahoo!,  Amazon  and  others  whose  stocks 
have  mushroomed  beyond  logic.  The  problem  with  the 
bulk  of  Wall  Street  observers  is  that  they  equate  an  indus- 
try's prospects  with  the  fortunes  of  individual  companies 
in  that  industry.  Amazon  still  has  to  compete  with  Barnes 
&  Noble  and  Borders,  which  combined  have  several  times 
more  volume  and  enjoy  a  purchasing  power  advantage. 
Digital  technology  will  be  way  ahead  of  the  brick-and- 
mortar  businesses  ten  years  from  now.  But  picking  tomor- 
row's winners  has  become  more  difficult  than  ever. 
-Earl  J.  Weinreb 
Forest  Hills,  N.Y. 


farther,  wider,  and  faster 
than  most  other  investors 
do.  The  resulting  demand 
drives  up  prices  faster  than  in 
other  industries. 
-Aaron  Lynch 
Evanston,  III. 

Wilting  Lotus? 

Sir  Re  "The  decline  and  fall 
of  Lotus"  (Aug.  10,  p.  106). 
Your  article  reflects  a  very 
narrow  view  of  groupware 
and  the  way  it  can  be  molded 
into  business  practices.  Lotus 
Notes  as  an  E-mail  applica- 


tion will  be  more 
expensive  than  Mcrosoft 
Exchange,  but  E-mail  is  not 
why  you  buy  Notes. 
-Paul  Triulzi 
Durham,  N.C. 

Sir:  History  repeats.  Good 
news  for  Forbes.  You  can 
interview  the  same  people 
in  a  year  when  they're 
throwing  out  Exchange  for 
the  next  big  thing. 

-John  KeiLei 
Hercules,  Calif. 


Sir:  You  should  teach  your 
journalists  that  reporting 
consists  of  more  than  echo- 
ing Microsoft — the  market 
leader  in  falsehood,  veiled 
threat  and  system  crash.  Its 
policy  of  ship-it-then-fix-it 
enables  it  to  claim  func- 
tionality with  a  straight 
face,  but  the  real  costs  are  a 
stream  of  flaws.  Remember 
what  year  Microsoft 
shipped  its  first  reliable  ver- 
sion of  Windows  95?  1997. 
-David  Gordon 
Stamford,  Conn. 

Oops 

We  mischaracterized  Mobil 
Corp.  as  "one  of  the  hard- 
est hit"  companies  overseas 
("Yankee  travelers,"  July 
27,  p.  162).  Mobil,  which 
reported  a  20%  drop  in  for- 
eign sales  over  two  years, 
would  have  posted  a  10% 
increase  had  it  not  switched 
to  equity  accounting  for  its 
European  operations. 
We  also  incorrectly 
stated  in  "Malibu  mellow" 
(Aug.  10,  p.  62)  that 
Richard  Branson  still  owns 
Virgin  Records  and  that 
Kenneth  Pedersen,  the 
U.S.  subsidiary's  executive 
vice  president,  is  a  vice 
president.-ED.  wm 

Letters  should  include  the  author's 
address  and  phone  number. 
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Business  solutions 
for  the  fortune  500 


Your  company  isn't  gigantic,  bin  it  isn't  small  cither.  Being  in  the 
middle  can  be  quite  a  challenge.  That's  why  we  created  PeopIeSoft 


Select.  Designed  lor  companies  like  yours,  its  a  business  solution 


including  software,  hardware,  and  services.  It  comes  with  the 


Financials,  MR,  and  Distribution  applications  you  need  to  run 


your  business  more  ellectively,   and   the  assurance  ol   working 


with  industry  leaders.  It  can  change  and  grow  with  you.  And  its 


directly  supported  by  us.  To  lind  out  what  we  can  do  lor  you, 


call   I  -8<S8-797-5757  or  visit  us  at  www.peoplesolt.com/500k, 


Microsoft      iny      G3&SS& 


We  work  in  your  world. 
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IINUVw~nUW  What's  it  going  to  take  to  get  the  bandwidth  you  need  (where  &  when 
&  as  fast  as  you  need  it)?  To  handle  wireless  communications  as  easily  as  wired?  To 
get  data  as  reliable  as  voice?  (?????)  It's  going  to  take  people.  Technology.  Experience. 
And  the  ability  to  deliver.  We've  built,  and  continue  to  build,  the  most  powerful  networks 
on  earth.  We've  got  the  largest  service  force  in 
the  industry  (already  we  service  more  networks 
than  anyone  on  the  planet).  And  we've  got  the 
brains  of  Bell  Labs  behind  us.  This  is  the  kind  of 
combined  arsenal  it's  going  to  take  to  make  sure 
the  network  you  start  building  now  is  strong 
enough  to  be  your  network  down  the  road. 
We  make  the  things  that  make  communications  work: 


Lucent  Technologies 

Se//  Labi  Innovations 


600  Mouniain  Avenue 

Murray  Hill.  NJ  07974-0636 

hitpv/wivw.lucent.com 

1-888-4-Lucem 


©1998  Lucent  Technology 


Everywhere  we  look  we  see  opportunity- 
from  Poland  to  China  to  Mars. 

In  recent  years,Timken  has  opened  new  facilities  from  ITITTL  ^T 

eastern  Europe  to  the  Pacific  Rim.Timken  bearings  were  on  |%/| 

the  Pathfinder  mission  to  Mars,  and  Timken  has  been  part  of  A  A  llA 

ever>'  space  shuttle  mission.  Companies  and  countries  rely  

on  Timken  technology  around  the  world — and  beyond.  worldwide  leader  ii 


'With  all  thy  getting  get  understanding' 


Fact  and  Comment 


By  Steve  Forbes,  Editor-in-Chief 


GENUINE,  SOON-TO-BE-PRESENT  DANGER 


We  MUST  now  go  all  out  to  develop  a  ballistic  missile  de- 
fense system.  The  recent  report  of  the  Commission  to  As- 
sess the  Ballistic  Missile  Threat  to  the  United  States  blunt- 
ly underscores  how  vulnerable  we  arc  becoming.  Headed 
by  highly  respected  former  Defense  Secretary  Don  Rums- 
feld, this  bipartisan  group  of  scientists  and  former  military 
and  government  officials  warns  that  "concerted  efforts  by 
a  number  of  overtly  or  potentially  hostile  nations  to  acquire 
ballistic  missiles  with  biological  or 
nuclear  pay  loads  pose  a  growing 
threat  to  the  U.S.  North  Korea  and 
Iran  would  be  able  to  inflict  major 
destruction  on  the  U.S.  within  five 
\  ears  of  a  decision  to  acquire  such  a 
capability."  But  don't  let  that  five  years 
fool  you:  "During  several  of  those 
years,  the  U.S.  might  not  be  aware 
that  such  a  decision  has  been  made." 

In  short,  "The  threat  to  the  U.S. 
posed  by  these  emerging  capabilities  is 
broader,  more  mature  and  evolving 
more  rapidly  than  has  been  reported  in  estimates  and  reports 
by  the  Intelligence  Community."  And,  the  commission 
notes,  China  and  Russia  "remain  in  uncertain  transitions." 

The  Administration  has  been  trying  to  lull  Congress  and 
the  American  people  with  assertions  that  we  would  have  a 
five-to-ten-year  warning  period  if  a  rogue  state  decided  to 
develop  these  capabilities.  But  remember,  in  July  Iran  suc- 
cessfully tested  a  missile  with  a  range  of  around  800  miles 


Rumsfeld:  Soberly,  convincingly  sounding 
the  alarm— we're  vulnerable  to  missiles. 


and  will  soon  be  able  to  rain  down  destruction  on  Israel, 
Saudi  Arabia  and  Turkey.  It's  only  a  matter  of  a  few  years 
before  the  ayatollahs  will  be  able  to  target  Western  Europe 
and  the  U.S.  And  North  Korea  is  hard  at  work  developing 
a  missile  that  can  reach  Hawaii  and  Alaska. 

We  all  know  we  could  obliterate  these  countries  with 
our  existing  missiles,  but  the  point  is  that  soon  these  coun- 
tries will  have  enormous  blackmail  capability.  Iraq  could 
say:  Do  you  really  want  to  risk  tens  of 
thousands  of  American  civilian  lives 
just  to  stop  us  from  grabbing  Kuwait? 
Clinton/Gore  apologists  claim  our 
hands  are  tied  by  the  1972  Antibal- 
listic  Missile  Treaty  we  signed  with 
the  now-defunct  Soviet  Union.  This 
treaty  prohibits  us  from  developing 
any  effective  missile  defense.  It's  a 
preposterous  position:  We  shouldn't 
protect  ourselves  because  of  a  treaty 
signed  with  a  state  that  no  longer 
exists.  Our  Commander-in-Chief's 
refusal  to  shield  our  shores  from  deadly  missiles  is  truly 
breathtaking.  If  that  isn't  a  dereliction  of  duty,  what  is? 

A  quick,  effective,  relatively  inexpensive  approach  to 
missile  protection  would  be  to  upgrade  the  Navy's  exist- 
ing Aegis  missile  technology  to  intercept  ballistic  missiles. 
If  the  Clinton/Gore  government  won't  budge,  Congress 
should  force  its  hand,  passing  the  necessary  legislation.  Then 
we'd  see  if  the  President  has  the  reckless  nerve  to  veto  it. 


URGENT  TASK:  GETTING  KEY  RUSSIANS  TO  KNOW  US 


Librarian  of  Congress  James  Billington  is  advocating  a 
first-rate  idea  to  help  democracy  sink  long-term  roots  in 
Russia:  Bring  large  numbers  of  younger  generation  Russians 
to  the  U.S.  for  extended  periods  of  time.  As  Billington,  a 
renowned  Russia  scholar  himself,  notes,  "Only  a  small  num- 
ber of  the  rapidly  emerging  new  generation  of  Russian  lead- 
ers has  spent  more  than  a  day  or  two  in  the  U.S."  These 
people  could  thus  see  firsthand  how  a  genuine  democracy 
works,  how  a  country  flourishes  under  the  rule  of  law. 

They  would  learn  not  only  about  elections  themselves 
but  also  about  the  institutions  and  habits  that  undergird 
democratic  politics.  Unlike  in  Russia,  for  instance,  Amer- 
ica has  countless  thousands  of  organizations  where  people 


voluntarily  come  together  for  a  shared  purpose,  be  it  cul- 
tural, professional,  athletic  or  any  other  number  of  inter- 
ests. The  Russians  could  learn  that  American  free-enter- 
prise and  entrepreneurship  is  not  the  predatory 
grab-what-you-can-today-and-to-heck-with-tomorrow 
gangster  "capitalism"  running  rampant  in  Russia  today. 

Many  people  in  the  former  Soviet  Union  still  believe 
that  to  succeed  in  America  you  must  be  given  the  green 
light  by  the  existing  power  structure — a  system  all  too 
prevalent  throughout  Russian  history.  They  would  be 
astonished  to  see  how  success  (Microsoft  being  the  most 
dramatic  example)  can  actually  arouse  the  ire  of  govern- 
ment because  entrepreneurs  don't  have  to  get  political 
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permission  to  move  ahead. 

There  is  a  precedent  for  Billington's 
proposal.  The  American  Council  on 
Germany  played  an  important,  now 
largely  unappreciated,  role  in  helping 
democracy  grow  in  post-WWII  Ger- 
many. The  organization  constantly 
worked  at  having  rising  German  lead- 
ers in  various  fields  come  to  know  their 
American  counterparts  via  conferences, 
seminars  and  long  exchange  trips. 
German  horizons  were  thereby  broad- 
ened from  the  country's  rigid,  militaris- 


Jim  Billington:  This  Russia  expert  knows 
the  need  for  Russians  to  get  to  know  us. 

WEIRD 


tic,  authoritarian  past.  "Only  1.5%  of 
the  Marshall  Plan,"  Billington  observes, 
"was  spent  on  bringing  young  Germans 
to  the  U.S.  after  WWII,  but  it  was  deci- 
sive in  building  a  new,  democratic  Ger- 
many. So  far,  [Russian]  exchange  pro- 
grams have  amounted  to  little  more 
.than  tokenism." 

Foreigners  can't  begin  to  grasp  the 
nature  of  this  country  without  expe- 
riencing it  themselves.  "America," 
Billington  correctly  points  out,  "is 
not  a  theory,  it  is  a  story." 


The  federal  government  is  ready  to  go  to  war  against 
sport  utility  vehicles  (SUVs),  which  fall  under  the  catego- 
ry of  light  trucks  and  vans  (LTVs).  Regulators  are  con- 
cerned that  SUVs  fare  better  than  smaller  cars  when  the 
two  are  involved  in  a  collision.  These  bureaucrats  want  to 
force  automakers  to  weaken  SUV  frames  and  make  other 
changes  to  give  smaller  vehicles  a  more  sporting  chance. 


What  have  these  alleged  guardians  of  our  safety  been 
inhaling?  Would  it  not  make  more  sense  to  strengthen 
cars  instead  of  weakening  LTVs?  Why  not  add  more  steel, 
more  air  bags  or  other  safety  devices?  The  savings  in  med- 
ical costs  would  offset  the  higher  gas  consumption. 

Besides,  smaller  utility  vehicles  are  coming  along  that 
truly  blur  the  differences  among  cars,  vans  and  trucks. 


VIBRANT  VOICE 


This  month  Rush  Limbaugh  celebrates 
his  national  radio  show's  tenth  anniver- 
sary. Few  figures  have  had  such  an  impact- 
ful influence  on  American  political  and 
cultural  life.  Limbaugh  is  a  voice  for  peo- 
ple who  feel  that  their  values  and  patriot- 
ism are  sneered  at  by  Beltway  and  media 
elites.  His  is  not  an  angry  conservatism;  he 
avoids  political  preaching.  When  dis- 
cussing stories  of  the  day — those  Mas- 
sachusetts teaching  candidates  failing  their 
proficiency  tests;  the  infamous  CNN  and 
Time  magazine  "Sarin  Gas"  story;  of  gov- 


Indefatigable  Limbaugh: 

A  Paul  Revere  with  wit  and  humor. 

EXTRAORDINARY  STORY 


ernment  regulators'  never-ending  excess- 
es— Limbaugh,  with  his  humor  and  irrev- 
erence, his  "can-you-believe-this?"  tone, 
is  wonderfully  effective.  He  spares  no 
one,  including  congressional  Republicans 
when  they  stray  from  their  principles. 

All  of  which  is  why  even  today,  when 
people  supposedly  don't  want  to  hear 
about  politics,  Rush  Limbaugh  still 
attracts  20  million  listeners  a  week. 

Despite  enormous  success,  this  force 
for  truth,  justice  and  the  American  way 
is  just  getting  warmed  up. 


American  Scripture — by  Pauline  Maier  (Alfred  A.  Knopf, 
$27.50).  Superbly  researched  and  written  account  of  our 
founding  document,  the  Declaration  of  Independence. 
Maier  fascinatingly  describes  not  just  how  the  Declaration 
itself  came  into  being  but  also  the  context  of  the  times  in 
which  it  was  written,  as  well  as  the  English  tradition  of  ideas, 
petitions  and  declarations  from  whence  it  flowed. 

The  Declaration  was  no  mere  brainchild  of  the 
isolated  genius  of  Thomas  Jefferson.  Americans 
were  well  aware  of  the  English  tradition  of  peti- 
tioning political  authorities,  a  tradition  they  eager- 
ly engaged  in  themselves.  They  were  profoundly 
influenced  by  England's  Declaration  of  Rights  of 
1689.  Colonial  assemblies  and  numerous  town- 
ships had  been  penning  statements  and  declara-    \ 
tions  months  before  the  one  we  celebrate  each 
Fourth  of  July  Jefferson  wrote  the  original  draft,  but  he- 
was  one  of  five  committee  members  charged  with  the 
task,  the  others  improving  his  handiwork.  Following  the 
committee,  the  Second  Continental  C<  >ngrcss  itself  made 
major — and  mostly  positive — changes  c         own.  Aston- 


AMERICAN 
SCRIPTURE 

Maktug  Ihc  I 


ishingly,  this  was  one  of  those  rare  times  in  history  when 
group  editing  actually  bettered  a  statement. 

Given  our  English  tradition  and  the  fermentive  gestation 
period  preceding  the  formal  break  with  Great  Britain,  the 
Declaration  itself  was  not  seen  as  particularly  important  at 
the  time  of  its  creation.  Only  years  later  did  it  indeed 
become  a  sacred  document — and  a  "living  one"  as 
well.  Instead  of  merely  being  a  justification  for  sev- 
ering our  bonds  with  Britain,  it  became  a  prod  and 
a  guide  to  ongoing  American  political  debate  and 
reform — or,  as  Maier  says,  it  has  the  "capacity  to 
convince  and  inspire  living  Americans." 
Excerpt:  In  Lincoln's  bands,  the  Declaration  of 
Independence  became  first  and  foremost  a  living 
I  document  for  an  established  society,  a  set  of  goals  to 
be  realized  over  time,  and  so  an  explanation  less  of 
the  colonists'1  decision  to  separate  from  Britain  than  of  their 
victory  in  the  War  for  Independence.  Men  would  not  fight 
and  endure  "as  our  fathers  did, "  Lincoln  wrote  in  a  frag- 
ment probably  composed  early  in  1861,  "without  the  promise 
of  something  better,  than  a  mere  change  of  masters."       Bl 
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of  game  is 


When  it  comes  to  expenses, 
we  put  all  our  cards  on  the  table. 


plan  ahead. 


Some  401(k)  providers  play 
games  with  your  expenses.  They 
hide  administrative  expenses  in 
asset  fees  or  neglect  to  explain  your 
total  costs.  Expect  better  from  the 
Principal  Financial  Group?  We  prac- 
tice full  disclosure  -  with  every  plan, 
right  from  the  start.  And  with  our 
simplified  expenses  approach,  you'll 
know  your  total  expenses  up-front, 
plus  you  choose  how  you  pay. 

Combine  this  with  our  service 
guarantee  and  local  support,  plus 
an  impressive  array  of  investment 
options  including  name-brand 
funds  and  you've  got  one  of  the 
best  total  packages  in  the  industry. 
No  wonder  more 
employers  choose  us 
for  their  401  (k)  plan 
than  any  bank,  mutual 
fund,  or  insurance  company? 
This  is  the  kind  of  performance 
can  only  expect  from  The 
Principal"-  a  company  with  over  a 
century  of  financial  expertise.  So 
call  1-800-255-6613.  Or  connect  to 
www.principal.com  on  the  Internet. 
As  for  your  present  provider,  call 
their  bluff. 


Plan  Ahead.  Get  Ahead. 


get  ahead. 


Principal 


Financial 
Group 


L(k)  and  Pension  •  Securities  •  PPO  •  Home  Mortgages  •  Life,  Health,  Dental  and  Disability  Insurance  •  Annuities  •  Mutual  Funds 

©1998  Principal  Life  Insurance  Company,  Des  Moines.  1A  50392.  *CFO  magazine,  April/May  1998,  Senior  Financial  Executive  Ranking. 

Products  and  services  offered  through  Principal  Life  Insurance  Company  (The  Principal),  its  subsidiaries  and  affiliates.  Mutual  funds  and  securities  distributed 

through  Princor  Financial  Services  Corporation  (member  SIPC).  Securities  and  health  care  products  not  available  in  all  states. 
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Other  Comments 


Unveiled  Threats 

An  Iranian  court  fined  Reza  Ghanilu 
$330  for  publishing  obscenity  in  his 
magazine  Fakhur,  or  Thinker.  His 
crime?  He  ran  photos  of  Gennifer 
Flowers,  Paula  Jones  and  Monica 
Lewinsky— without  veils.  The  court 
also  ordered  him  to  stop  publication 
of  the  weekly  magazine  for  six  months. 
It  isn't  clear  whether  this  is  a  reflection 
on  Iran's  medieval  legal  code  or  on 
Bill  Clinton's  taste  in  women. 
-Charles  Oliver,  Reason 

Deja  Vu 

There  are  striking  similarities  between 
the  1950s  and  the  1990s.  In  a  period 
of  "peace  and  prosperity,"  the  percep- 
tion of  the  economy  was  rosier  than 
the  reality.  Then,  as  now,  balancing  the 
budget  and  paying  down  the  debt  was 
the  central  tenet  of  federal  policy.  A 
historically  high  tax  burden  was  justi- 
fied as  necessary  to  reduce  the  deficit. 
But  the  high  tax  burden  exerted  a  drag 
on  the  economy  Real  economic 
growth  averaged  about  a  half  percent- 
age point  below  the  postwar  trend. 
-Institute  for  Policy  Innovation 

Blinders  Off 

The  Commission  to  Assess  the  Ballis- 
tic Missile  Threat  to  the  United  States, 
known  as  the  Rumsfeld  Commission, 
corrects  an  erroneous  assessment 
made  by  the  U.S.  intelligence  commu- 
nity in  1995  that  the  missile  threat  to 
the  U.S.  was  at  least  15  years  away 
The  warning  that  the  missile  threat 
may  be  immediate  clears  the  way  for 


Congress  to  debate  more  seriously  the 
most  effective  way  to  meet  this  danger. 
The  Clinton  Administration  has 
made  no  secret  of  its  strong  opposition 
to  the  idea  of  deploying  a  missile  de- 
fense system  for  the  U.S.  It  appears  the 
Administration  posed  a  loaded  ques- 
tion to  the  intelligence  community  in 
1995  in  order  to  obtain  an  optimistic 
assessment  of  the  missile  threat  that 
would  justify  its  policy.  The  Rumsfeld 
Commission  has  demonstrated  that 
the  ballistic  missile  threat  is  very  real. 
-Baker  Spring,  Heritage  Foundation 

Hear- Say 

"I  see  your  ma's  on  the  pop-ed  page 
again,"  Mr.  Purty  observes.  He's  a  man 
of  few  words,  a  startling  percentage  of 
them  malapropisms.  Lately  he's  begun 
dabbling  in  stocks  and  mutual  funds. 
He  shares  with  me  his  misgivings 
about  the  market's  "fuctuations."  Mr. 
Purty  wears  a  hearing  aid,  and  the  con- 
clusion I've  come  to  is  that  he's  been 
mishearing  words  all  his  life.  My  moth- 
er insists  he's  never  read  a  book  and 
therefore  had  no  opportunity  to  com- 
pare the  words  he's  hearing  with  their 
representations  on  the  printed  page. 
-Straight  Man,  by  Richard  Russo 

More  Harm  than  Good 

By  trying  to  force  managed  care  com- 
panies to  expand  benefits  they  offer  to 
current  policyholders,  Republicans  and 
Democrats  are  hurting  Americans  who 
cannot  afford  health  insurance.  Pro- 
visions of  the  Democratic  and  Repub- 
lican bills  would  be  costly,  virtually  guar- 
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Suite  frankly,  I  miss  those  good  old         when  we  had  nothing  to  fear  but  fear  itself." 


anteeing  that  HMOs  would  raise  rates. 

More  than  44  million  Americans 
•are  without  any  coverage.  The  Demo- 
cratic plan  allows  patients  to  sue  their 
HMOs  when  they  are  dissatisfied  with 
coverage.  The  costs  of  litigation  would 
likely  increase  the  cost  of  premiums, 
leading  to  even  more  uninsured. 

The  House  and  Senate  Republican 
plans  are  better  because  they  don't 
allow  lawsuits.  And  they  support  the 
expansion  of  medical  savings  ac- 
counts. This  plan  would  allow  peo- 
ple to  buy  lower-cost  insurance  with 
high  deductibles  and  to  pay  for  rou- 
tine care  through  these  accounts. 
-Brian  J.  LeClair,  New  York  Times 


Just  because  you  run  a  business, 
it  doesn't  mean  you're  entitled 
to  a  profit. 

-Billy  Hunter,  NBA  Players 
Union  executive  secretary, 
in  the  Tampa  Tribune 

learn  Work 

What  Americans  came  to  revere  was 
not  Jefferson's  but  Congress's  Declara- 
tion of  Independence,  the  work  not  of 
a  single  man,  or  even  a  committee,  but 
of  a  larger  body  of  men  with  the  good 
sense  to  recognize  a  "pretty'  good" 
draft,  and  who  were  able  to  identify 
and  eliminate  Jefferson's  more  out- 
landish assertions  and  unnecessary 
words.  By  exercising  intelligence,  polit- 
ical good  sense  and  a  discerning  sense 
of  language,  the  delegates  managed  to 
make  the  Declaration  more  accurate 
and  more  consonant  with  the  convic- 
tions of  their  constituents,  and  to 
enhance  both  its  power  and  eloquence. 
-Pauline  Maier, 
American  Scripture 

Amen 

We're  in  better  shape  than  we  were 
five  years  ago.  And  when  we  go  into 
the  21st  century  and  I  ride  off  into  the 
sunset,  we'll  be  in  better  shape  still. 
-Bill  Clinton,  speech  to  the 
Democratic  Business  Council, 
from  the  Limbaugh  Letter  M 
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The  greatest  riches 


DUR    CHILDREN    CAN    INHERIT   ARE 
AIR    THAT'S    CLEAN    TO    BREATHE    AND 

WATER   THAT'S    SAFE   TD    DRINK. 

-     -- 
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The  500,000  men  and  women  of  America's  Electric  Utility  Companies  t«r 

pride  in  generating  electricity  more  cleanly  and  efficiently  than  ever  before. 

And  we're  furthering  partnerships  and  projects  that  promote  the  use  of  renewable 

energy.  To  learn  more  about  our  environmental  programs,  and  new  ways  you 

can  use  electricity  wisely,  visit  our  website  (www.eei.org/enviro/).  Together,  we 

can  make  our  children's  future  that  much  richer. 

America's  Electric  Utility  Companies 

©1998.  by  the  Edison  Electric  Institute.  All  rights  reserved. 
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THERE  ARE  A  LOT  OF  WAYS  TO  DEFINE  "WORLD  CLASS 


OUR  DEFINITION  READS:  "$100  BILLION  UNDER  MANAGEMENT," 


'INTERNATIONAL  PRESENCE,"  "OUTSTANDING  SERVICE,' 


*43  YEARS  OF  EXPERIENCE." 


Advertisement 


AGE  75  OR  OLDER? 

GET  OUT 

OF  THE 
STOCK 


MARKET 


AT  AGE  75,  IF  YOU  NO  LONGER  NEED  YOUR  STOCKS  TO 
SUPPORT  YOUR  LIFESTYLE  AND  WISH  THIS  TO  BE  PART  OF 
YOUR  LEGACY  FOR  YOUR  HEIRS,  YOU  CAN  EARN  A  FOUR  TIME, 
AFER  TAX  RETURN  ON  A  ONE-PAY,  LAST-TO-DIE  LIFE  INSURANCE 
POLICY.  YOUR  STOCKS  WOULD  HAVE  TO  INCREASE  EIGHT 
TIMES,  GOING  FROM  $1  MILLION  TO  $8  MILLION,  TO  BE 
WORTH  THE  SAME  $4  MILLION  AFER  PAYING  ESTATE  TAXES! 


Send  for  Barry  Kaye's  books  &  tapes  now 
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VIDEO 

$132.50  value 

only 
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Plea  se  add  S&H  S4. 1 0  and  ST  where  applicable. 
(MC  and  VISA  accepted) 


Learn  exciting  new 

investment  alternatives 

thar  can  outperform 

everything  else 

SO  in  your  portfolio. 

TD  ORDER  SSU 

800  DIE-RICH  1343  74241 


Barry  Kaye,  best-selling  author,  has  preserved, 
optimized  and  created  fortunes  for  some  of 
America 's  wealthiest  families.  And  now,  he  < 
can  do  the  same  for  you! 

THE  ONE  INVESTMENT  ALTERNATIVE  THAT 
OUTPERFORMS  EVERYTHING  IN  YOUR  PORTFOLIO 

Let's  assume  you  and  your  spouse  are  age  75, , 
are  worth  $10  million  and  have  $1  million  invest- 
ed in  the  stock  market.  Assuming  that  this  money 
is  intended  for  your  heirs,  even  if  your  $1  million 
increases  as  much  as  four  times  before  you  die, 
they  will  only  receive  $2  million  after  paying  estate ' 
taxes.  However,  using  life  insurance,  you  can  count 
on  receiving  up  to  a  $4  million  return  on  your  $1 
million.  And  the  money  will  be  there  for  your  heirs 
even  if  you  were  to  die  tomorrow! 

STOP  SHORT  CHANGING  YOUR  HEIRS 

If  you  are  worth  $2  million  or  more  and  don't  need 
to  use  any  of  your  extra  funds,  sell  your  stock 
now.  Use  the  proceeds  to  buy  life  insurance.  Or 
borrow  the  premium  and  interest  and  pay  nothing 
during  your  lifetime.  And  rest  assured  that  you  have 
protected  and  optimized  your  legacy  to  your  children 
and  grandchildren  many  fold. 

ONE  FREE  PHONE  CALL  TO  800-DIE-RICH 
CAN  SAVE  OR  CREATE  A  FORTUNE 

Barry  Kaye's  Investment  Alternative  can  work  wonders 
at  age  75,  as  well  as  at  younger  and  older  ages, 
simply  by  diversifying  your  portfolio  to  include  a 
one-pay  last-to-die  life  insurance  policy.  Call  now 
and  ask  for  a  FREE  CUSTOMIZED  PROPOSAL  based 
on  your  age  and  a  FREE  CONFERENCE  WITH  AN 
ASSOCIATE,  either  in  person  or  on  the  phone.  THERE 
IS  NEVER  A  CHARGE  TO  YOU! 

All  figures  depend  on  age,  sex,  marital  status  and  non-guaranteed 
current  assumptions  ot  interest  and  mortality,  using  a  last-to-die  life 
insurance  policy  in  an  irrevocable  trust,  based  on  current  law. 
©1998  Barry  Kaye  Associates*  and  Wealth  Creation  Centers* 
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Commentary 

on  events  at  home  and  abroad 


By  Caspar  W.  Weinberger,  Chairman 


THERE  THEY  GO  AGAIN:  THE  INTERNATIONAL  CRIMINAL  COURT 


CONSTANT  yigii  am  E  is  required  to  safeguard  us  and  our 
military  from  "well-meaning"  people.  These  people  think 
the  solution  to  most  problems  is  to  get  160  nations  togedi- 
er  to  sign  some  sort  of  world  agreement,  which  inevitably 
i  as  a  majority  that  sees  things  as  we  do  at  these  conferences 
is  generally  well  south  of  zero)  causes  major  damage  to  our 
armed  forces  and  national  security.  The  latest  example  is 
the  conference  in  Rome  (June  15-July  17),  where  attend- 
ees agreed  to  the  establishment  of  an  International  Crimi- 
nal Court  (ICC).  The  usual  group  of  suspects — as  well  as 
some  generally  responsible  organizations,  such  as  the 
American  Bar  Association  —  is  sponsoring  this.  The  premise: 
A  new  International  Court  is  the  only  way  to  secure  con- 
victions for  "crimes  against  humanity,"  "genocide,"  "war 
crimes*  and  "crimes  of  aggression,"  which  are  thought  to 
be  beyond  the  jurisdiction  of  any  single  country. 

A  Pandora's  Box  for  National  Security 

The  I'.S.  has  serious  reservations  about  this  court  and  has 
thus  far  held  to  the  Pentagon's  sensible  objections  to  the 
court's  sweeping  authority.  At  the  conference,  we  set  down 
limits  beyond  which  we  would  not  go.  We  opposed  giving 
an  independent  world  tribunal  broad  powers  to  investigate 
war  crimes  suspects,  stating  that  we  would  agree  to  such  a 
court  only  if  its  automatic  jurisdiction  were  limited  to  geno- 
cide. We  opposed  automatic  jurisdiction  for  various  ill- 
defined  "crimes  against  humanity"  because,  as  U.S.  delegate 
David  Scheffer  correctly  pointed  out:  "We  constantly  have 
troops  serving  abroad  on  humanitarian  missions,  rescue 
operations  or  missions  to  destroy  weapons  of  mass  destruc- 
tion." This  is  not  the  case  for  most  other  countries.  We  fur- 
ther proposed  that  the  court  should  only  be  allowed  to 
bring  charges  in  countries  formally  granting  it  jurisdiction. 

Many  countries  favored  placing  "crimes  of  aggression" 
under  the  jurisdiction  of  the  ICC  but  have  yet  to  settle  on  a 
definition  of  them.  Most  definitions  use  variations  of  some- 
thing called  Option  1,  which  states  that  any  person  in  a  posi- 
tion of  "exercising  control  or  capable  of  directing,  planning, 
preparing,  ordering,  initiating,  or  carrying  out  an  armed 
attack"  against  another  state,  when  this  attack  is  in  contra- 
vention of  the  U.N.  Charter,  will  be  subject  to  investigation, 
trial,  conviction  and  punishment  by  the  ICC.  In  other 
words,  anytime  the  U.S.  decides  a  military  action  is  neces- 
sary, we  will  need  the  U.N.  Security  Council's  approval  and 


the  sanction  of  the  ICC  before  we  can  proceed.  Otherwise, 
any  U.S.  official  involved  in  die  operation — indeed,  even  the 
President — could  be  charged,  tried  and  convicted  by  this 
court  for  merely  doing  what  had  hitherto  been  seen  as  his 
duty  under  die  U.S.  Constitution. 

For  instance,  if  earlier  this  year  we  had  launched  the  task 
force  assembled  against  Saddam  Hussein,  all  of  our  top 
policy-makers  and  military  leaders  could — if  die  prosecutor 
pronounced  this  a  "crime" — be  tried  before  die  ICC.  The 
Nov  York  Times  admonished  that  our  attempt  to  limit  the 
court's  jurisdiction  "was  deeply  discouraging  to  many  West- 
ern allies  who  have  been  battling  for  a  powerful  and  inde- 
pendent court."  But  how  would  we  feel  if  American  soldiers, 
after  following  orders,  were  dragged  before  an  international 
court  presided  over  by  an  Iranian  or  North  Korean  judge? 

Our  position  when  we  entered  these  negotiations  was 
that  the  U.N.  Security  Council  should  have  primary 
responsibility  for  initiating  investigations  by  the  ICC's 
prosecutors.  In  short,  we  wanted  the  U.N.'s  existing 
authority  to  create  independent  war  crimes  tribunals,  such 
as  those  in  Serbia,  made  permanent.  But  this  was  not 
enough  for  the  ICC  organizers  and  supporters,  and  our 
proposals  were  contemptuously  rejected. 

When  the  vote  was  taken,  only  6  other  nations  support- 
ed us;  120  voted  to  adopt  the  draft  treaty.  This  treaty  gives 
the  new  court  even  wider  jurisdiction  than  expected.  The 
court  can  prosecute  any  crimes  it  deems  are  against  human- 
ity and,  in  certain  circumstances,  will  have  jurisdiction  in 
countries  that  have  not  even  signed  the  treaty.  Why  did  we 
agree  to  be  part  of  such  a  loaded  conclave?  Was  Congress 
consulted?  Once  60  nations  have  ratified  it,  this  treaty 
will  go  into  effect,  and  we  will  be  vilified  if  we  decide  not 
to  sign  it.  Will  Vice  President  Gore  ride  to  the  rescue,  as 
he  did  in  Kyoto  with  the  flawed  global  warming  treaty? 

Accept  Nothing  Less 

In  any  event,  we  must  always  be  guaranteed  that  our 
country  and  people  will  continue  to  enjoy  the  rights  and 
privileges  that  are  contained  in  our  Constitution  and 
upheld  by  our  judicial  system.  We  should  not  consider  any 
proposal  that  weakens  our  ability  to  protect  our  own 
national  security.  These  were  the  conditions  we  insisted 
upon  when  the  U.N.  itself  was  being  created.  Nothing 
less  should  be  accepted  now.  19 
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Horizon  In  the  plans  of  flight  departments  worldwide 
the  Horizon  figures  prominently  for  flat-floor  cabin 
comfort  and  go-anywhere  trip  flexibility.  Delivered 
fully  equipped  and  outfitted,  the  Hawker  Horizon  is 
right  on  target  in  its  performance  guarantees  -  range 
3100  nm  (N BAA/I FR],  cruise  speed  .84  mach,  takeoff 
distance  5250'.  The  Horizon  will  be  ready  for  short 
trips  close  to  home  and  out  to  the  remote  capitals 
of  distant  continents.  Ensure  that  your  five-year  plan 
includes  a  Horizon.  It's  later  than  you  think. 

For  more  information  call  316-676-2987 

or  visit  our  website  at  www.raytheon.com/rac 
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YOUR  FIVE-YEAR  PLAN 

IS  ALREADY  TWO  YEARS  BEHIND. 


Digital  rules 

Technology  and  the  new  economy 


By  Rich  Karlgaard,  Publisher 
publisher@forbes.com 


I  know  A  couple  OP  GUYS  in  Silicon  Valley  who  run  a 
SI 00  million  mixed-asset  fund.  Half  the  money  goes 
into  late-stage  venture  capital,  the  other  half  into  small- 
cap  stocks.  All  of  the  stocks  are  in  technology,  much  of 
it  Internet.  In  other  words,  these  two  guys  play  a  very 
wild,  high-stakes  game  with  their  clients'  money. 

One  of  them  used  to  be  a  Wall  Street  analyst.  He  made 
Institutional  Investors  All-America  Research  Team,  which 
lacked  up  his  annual  salary  to  nearly  a  million  dollars. 
And  that  was  ten  years  ago.  The  guy  moved  markets  on 
Wall  Street;  and  now  in  Silicon  Valley  he  dazzles  venture 
capital  partnerships  with  his  deep,  technical  insight  and 
lightning-quick  mind  for  numbers. 

"You're  an  analytics  acrobat,"  said  I  recently  over 
breakfast.  "Yeah,  but  who  cares?"  he  said.  "Analytics  has 
been  discounted  away.  Software  makes  everybody  smart 
now.  Success  in  my  business  comes  by  getting  into  the 
right  quadrant  before  others  know  it's  there.  In  the  right 
quadrant,  you  can  throw  darts  and  make  money." 

When  IQ  Goes  Bad 

Smarts  alone  cannot  steer  you  into  the  right  quad- 
rant— or  keep  you  from  wandering  out  of  it.  MIT  econ- 
omist Lester  Thurow  is  so  smart  he  can  hardly  find  a  hat 
that  fits.  Yet  he  foolishly  asserted  in  the  early  1990s  that 
the  U.S.  economy  would  spend  the  rest  of  the  decade 
mired  in  1%  to  2%  annual  growth — at  best! 

Eddie  Rickenbacker,  the  World  War  I  ace,  bravely 
,  founded  Eastern  Air  Lines  in  the  late  1930s.  Twenty 
years  later,  at  the  dawn  of  the  jet  age,  the  ace  bet  his 
entire  new  fleet  budget  on — whoops! — turboprops. 

Japan,  under  the  guidance  of  W.  Edwards  Deming,  mas- 
tered the  crucial  economic  laws  and  disciplines  of  the 
Industrial  Age  and  began  to  pull  ahead  of  the  rest  of  the 
world.  A  few  years  ago  it  got  so  bad  that  enlightened 
minds  were  trading  whispers  and  anecdotes  about  the 
superior  IQs  of  this  proud  island  race.  But  the  Information 
Age,  which  had  all  the  makings  of  a  soulless  IQ  Age,  has 
turned  out  differendy  than  expected — call  it  a  Network 
Age,  which  commoditizes  IQ  and  pushes  value  to  speed, 
creativity  and  the  kind  of  derring-do  once  thought  reck- 
less. Suddenly  Japan,  lacking  those  critical  factors,  finds 
itself  in  the  wrong  quadrant,  while  the  party  moves  on. 

These  examples  are  not  exactly  comforting.  If  smart 


IN  SEARCH  OF  THE  RIGHT  QUADRANT 

people  can't  find  the  right  quadrant,  who  can? 

A  Good  Start 


Last  month  I  ran  into  Walter  Wriston  at  a  Hoover  Insti- 
tution dinner  celebrating  the  careers  of  Milton  and  Rose 
Friedman.  Wriston,  former  CEO  and  chairman  of  Citi- 
corp, had  flown  in  from  New  York  to  give  a  toast.  During 
cocktails  we  got  to  talking  about  one  of  his  books,  The 
Twilight  of  Sovereignty.  (Readers  of  Forbes  ASAP  may  rec- 
ognize the  title;  as  editor  of  ASAP,  I  touted  it  ceaseless- 
ly.) Written  in  1992,  it  is  a  stunningly  predictive  book. 

Wriston,  foreseeing  the  Web,  wrote  that  in  the  coming 
age  of  global  electronic  networks,  "capital  will  go  where  it's 
welcome  and  stay  where  it's  well  treated."  By  capital,  Wris- 
ton meant  both  what  you  jingle  in  your  pocket  and  what 
you  carry  between  your  ears.  Money  and  ideas  will  always 
search  the  planet  for  a  warm  welcome  and  a  high  return. 

Under  the  stars  on  the  Stanford  campus,  I  told  Wriston 
how  wise  his  words  were.  His  book  had  foretold  everything: 

■  The  rise  of  networks  and  network  economies; 

■  The  migration  of  value  from  hardware  to  software; 

■  The  rough  summary  judgments  that  global  financial 
traders  would  impose  on  dumb  governments  (e.g.,  the 
Asian  financial  crisis); 

■  The  death  of  vertical  integration  and  the  birth  of  a 
plug-and-play  economy. 

At  the  core  of  Wriston's  prophecy  lies  a  simple  intuition 
about  the  pace  of  technology.  Computers  are  getting 
faster  all  the  time.  So  is  the  speed  of  communication. 
Whoever  rides  these  forces  will  be  transported  to  the  right 
quadrant.  Whoever  doesn't  will  wander  in  confusion. 

Unstoppable 

Nothing  will  stop  Moore's  Law,  the  doubling  of  sili- 
con performance  every  18  months.  Clumsy  software 
makers  (and  we  know  who  you  are)  may  obscure  it;  a 
collapse  of  the  financial  markets  or  a  trade  war  would 
surely  slow  it  down,  but  it  will  never  stop.  Ditto  band- 
width's relendess  rollout.  Combine  these  unstoppable 
forces  with  a  few  basic,  human  desires,  such  as  freedom, 
choice,  hope,  heroism  and  transcendence,  and  you  get 
what  Wriston  calls  "the  whole  ballgame." 

These  simple  ideas  point  the  way  to  the  quadrant  of 
tall  grass  and  high  returns.  M 
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It's  just  like  your  own  fab, 
only  we  treat  you  better. 


The  foundry  of  the  future  isn't  a  foundry  at  all.  That's  because  TSMC  has  introduced  the  Virtual  Fab.  It  means  working  with  our 

fabs  is  just  like  working  with  yours.  Only  better.  You  benefit  from  our  investment  in  the  world's  most  advanced  technology  and 

from  our  proven  manufacturing  excellence.  So  you  get  the  benefits  of  having  your  own  fab  without  the  headaches. 

Now  isn't  that  better?  Contact  us  for  more  information. 
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TSMC.  121  Park  Avenue  III,  Science  Based  Industrial  Park.  Hsin-Chu.  Taiwan.  ROC    •  Ph:  886-35-780221.  Fax:  886-35-781545 

TSMC-Europe.  World  Trade  Center.  Strawinskylaan  1 145. 1077  XX.  Amsterdam.  The  Netherlands  •  Ph:  31-20-305-9900,  Fax:  31-20-305-991 1 

TSMC-US%  1740  Technology  Drive.  Suite  660,  San  Jose,  CA  95110  •  Ph:  408-437-8762.  Fax:  408-441-7713 

TSMC-Japan.  16F  OueeWTower  C,  2-3-5.  Minato  Mirai.  Nishi-ku.  Yokohama  220-6216.  Japan  •  Ph  81-45-682-0670.  Fax  81-45-682-0673 
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"to  see  a  world  in  a  grain  of  sand.. ."/Edited  by  Ben  Pappas 

Resurrection  insurance 


Mary  Naples 
has  sold  more 
than  200 
contracts  to 
people  seeking 
cryonic 
suspension. 


Afterlife  INSURANCE  is  the  newest  thing  in 
financial  services.  As  more  people  request  to  be 
cryonically  preserved,  insurance  companies 
such  as  New  York  Life  are  covering  the  process. 

The  concept  of  reviving  a  human  embedded 
in  ice  was  first  developed  as  a  story  line  for  W. 
Clark  Russell's  1887  yarn  "The  Frozen  Pirate." 
In  1974  the  American  Cryonics  Society  began 
freezing  bodies,  and  now  a  half-dozen  cryonic 
providers,  such  as  the  Scottsdale,  Ariz. -based 
Alcor  Life  Extension  Foundation,  promise  to 
pickle  their  clients  in  liquid  nitrogen  in  the 
hopes  of  bringing  them  back  if  and  when  tech- 
nology allows.  The  tab?  $50,000  for  the  head, 
5120,000  for  the  whole  body. 

Mai  v  Naples,  a  San  Francisco  insurance 
broker,  has  sold  more  than  200  contracts  to 
people  seeking  cryonic  suspension.  It's  about 
10%  of  her  business.  An  annual  premium  for, 
say,  a  40-year-old  man  could  be  $2,000,  with  a 
death  benefit  of  $192,000  at  the  age  of  65. 
The  kicker  is  that  suspension  providers,  such  as 


Dp             J 

Alcor  (it  has  35  people  in  deep  freeze;  400  on 
a  waiting  list),  require  clients  to  designate  the 
provider  as  the  policy's  irrevocable  beneficiary 
to  cover  all  freezing  costs.  That  money  cannot 
be  touched  by  a  family  who  feels  the  deceased's 
investment  is  misguided. 

Would-be  resurrectionists  beware:  The  insur- 
ance money  only  covers  the  freezing.  Thawing 
and  reviving  will,  presumably,  be  cod. 


Matthew,  Mark,  Luke  and  Jog! 


BY  CECILE  OAURAT 


ttBE  \oi  vmon'Ci  WINEBIBBERS;  among  riotous 
caters  of  flesh,"  warns  Proverbs  23:20.  Yet 
according  to  a  study  published  in  March  by  Ken- 
neth Ferraro,  a  sociologist  at  Purdue  University, 
religiously  active  people  are  more  likely  to  be 
overweight  than  the  general  population. 


Every  Sunday 
the  fitness 
faithful  warm 
up  with  "If 
We  Ever 
Needed 
the  Lord." 


"We  totally  expected  that  religious  individu- 
als were  going  to  be  thinner  ...  to  find  die  oppo- 
site was  quite  striking,"  says  Ferraro.  His  earlier 
studies  had  shown  that  believers  were  less  likely 
than  nonbelievers  to  overindulge  in  alcohol  and 
tobacco.  But  religion  does  not  seem  to  encour- 
age healthy  eating  habits. 

Douglas  Levine,  founder  and  chief 
executive  of  Crunch  Fitness  Interna- 
tional, smells  opportunity.  He's  trying 
to  mix  religion  and  fitness  in  some  of 
his  eight  fitness  centers.  Every  Sunday 
morning  for  the  past  year  and  a  half 
his  Los  Angeles  gym  has  offered 
gospel  aerobics:  a  60-minute  fitness 
sermon  accompanied  by  a  live  church 
choir.  The  customers  warm  up  with 
"If  We  Ever  Needed  the  Lord,"  fol- 
lowed by  a  high-impact  workout  to 
"Jesus  is  the  Life,"  and  then  they  cool 
down  to  "Swing  Low,  Sweet  Chariot." 
Levine 's  San  Francisco  gym  will  have  a 
gospel  class  by  the  end  of  the  year; 
New  York  may  have  one  next  year. 

Levine  conceived  the  idea  after 
attending  a  Southern  gospel  sermon 
where  parishioners  were  humming, 
singing  and  swaying.  "Everybody  was 
dripping  sweat,"  says  Levine.  "It  was 
very  inspirational."  Amen.  tM 
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Costs  matter 


When  the  market  was  headed  straight  up,  you  scarcely 
noticed  overhead  costs  on  your  funds.  Now  that  the 
market  is  in  trouble,  you  might  notice.  As  of  Aug.  4,  the 
S&P  500  was  off  nearly  10%  from  its  peak  in  July.  What  if 
the  slide  continues?  An  extra  percentage  point  a  year  in 
fund  costs  is  going  to  add  to  the  pain. 

All  well  and  good  if  a  market  correction  alerts  you  to  an 
important  aspect  of  fund  investing.  But  to  be  honest,  the 
impact  of  fees  has  nothing  to  do  with  whether  the  market 
is  going  up  or  down.  An  extra  1%  raked  off  the  top  means 
1%  less  when  you  go  to  spend  the  money — and  it  doesn't 
matter  whether  the  extra  1%  hit  came  in  a  year  when  your 
fund  went  up  40%  or  in  a  year  when  it  went  down  25%. 

Legg  Mason  Total  Return  looks  like  a  great  fund.  Since 
Aug.  31,  1987  (the  start  of  the  market  cycles  monitored 
in  our  equity  fund  calculations)  the  fund  shows  an  aver- 
age annual  gain  of  12.8%.  That  turned  a  $10,000  invest- 
ment into  $36,871  on  June  30,  1998. 

But  this  fund  isn't  going  to  win  any  Best  Buy  award 
from  Forbes  magazine.  Last  year  it  spent  $1.88  for  every 
$100  in  assets  on  portfolio  management,  back-office 
operations  and  all  other  overhead.  The  average  stock  fund 
in  this  year's  survey  spent  only  $1.14,  and  you  can  find 
funds  charging  a  lot  less. 

To  put  this  matter  of  pennies  into  perspective,  we  cal- 
culated what  an  assortment  of  expensive  funds  could 
have  earned  for  their  shareholders  if  their  cost  burdens 
were  merely  average.  In  the  case  of  Legg  Mason  Total 
Return,  your  $10,000  would  have  grown  to  $41,349 
instead  of  $36,871.  We  also  show  you  how  much  less 
some  verv  efficient  funds  would  have  earned  for  vou  if 
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Fund 


Currertt  Annualized  return*  — Value  of —   Diffen 

expenses  8/87  through  6/98  $10,000 

per  actual    hypothetical  invested  8/87 

'  $100  actual  hypothetical 


Rightime  Fund 

$2.47    : 

8.8% 

10.3% 

$24,935 

$28,922 

$3,! 

Rightime  Blue  Chip 

2.06    ; 

10.6 

11.8 

29,786 

33,480 

3,1 

Morgan  Keegan  Southern  Cap 

1.95 

11.0 

12.0 

30,974 

34,135 

3,J 

Legg  Mason  Total  Return 

1.88    ; 

12.8 

14.0 

36,871 

41,349 

4,l 

Vanguard  Index  500 

0.19 

15.1 

14.1 

45,883 

41,744 

-4, 

Vanguard/Windsor 

0.28 

13.1 

12.1 

37,947 

34,466 

-3/ 

Fidelity  Destiny 

0.34 

16.7 

16.1 

53,284 

50,390 

-2,i 

Vanguard  US  Growth 

0.38 

16.9     : 

16.4 

54,282 

51,819 

-2,' 

'Annualized — calculated  using  average  expenses  for  Forbes  domestic  equity  funds. 

How  much  can  high  expenses  cost  you?  Look  at  how  much  bettei 
the  theoretical  returns  are  for  the  four  high-cost  funds  up  top. 
reverse  is  true  for  the  four  low-cost  funds. 


they  had  run  up  typical  overhead  costs. 

Check  out  your  own  funds,  on  the  expense  ratio  cal- 
culator at  our  Web  site  (www.forbes.com/funds).  Plug  in 
whatever  assumptions  you  want  about  gross  returns  and 
contributions  to  your  account.  Plug  in  expense  figures 
and  compare  results  with  earnings  for  hypothetical  funds 
yielding  the  same  gross  portfolio  return  but  charging  you 
rock-bottom  expenses.  You  will  be  amazed  at  the  differ- 
ence. For  a  well-funded  401(k)  plan,  the  difference 
between  a  cheap  fund  and  an  expensive  one  can  easily 
mount  up  to  half  a  million  dollars.    -Eric  $.  Hardy  H 
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The  service  economy  now 
accounts  for  over  60%  of 
total  gross  domestic  prod- 
uct in  the  U.S.  Joshua  Fein- 
man,  global  economist  at 
Bankers  Trust,  thinks  that 
the  strong  service  sector  is 
prolonging  the  nation's  eco- 
nomic expansion.  Feinman 
notes  that  over  the  six 
months  ending  in  June,  total 
service  jobs  grew  3.1%, 
while  payrolls  for  goods  pro- 
duction rose  just  0.8%.  Fein- 
man  expects  real  (after 
inflation)  GDP  growth  of  3% 
this  year  and  possibly  next. 
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The  Forbes  Index  is  a  measure  of 
U.S.  economic  activity  composed  of  eight 
equally  weighted  elements:  the  cost  of 
services  relative  to  all  consumer  prices, 
the  level  of  new  orders  for  durable  goods 
compared  with  manufacturers' 
inventories,  total  industrial  production, 
new  housing  starts,  personal  income, 
new  claims  for  unemployment 
compensation,  total  retail  sales,  total 
consumer  installment  credit. 
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Gary's  portfolio 

6  remote  controls 

8  Father's  Day  ties 

1  hole-in-one 

52  unread  e-mail  messages 

$114,291  in  MFS® 
Emerging  Growth  Fund 


Two  smart  kids.  A  14  handicap.  Life  is  good  for  Gary.  The  question  is,  how  can  he  keep  it  that  way? 

Gary's  financial  adviser  recommended  MFS,  the  company  that  invented  the  mutual  fund.  MFS  has 

more  experience  than  any  other  fund  company.  Although  past  performance  is  no  guarantee 

of  future  results,  Gary's  financial  future  may  be  as  smooth  as  his  golf  swing. 


MFS    EMERGING 

GROWTH  FUND 

Class  B 


INVESTMENT  MANAGEMENT 

l/l/e  invented  the  mutual  fund™ 
1  -800-81 1  -9490  www.mfs.com 


Average  annual  total  returns  excluding  sales  charges  1  Yr  5  Yrs  1 0  Yrs 

(for  periods  ended  6/30/98)  Class  B  Shares     +25.38%      +21.60%      +21.16% 

Results  assume  the  reinvestment  of  dividend  and  capital  gain  distnbutions.  There  are  no  subsidies  currently  in  effect.  Results, 
sales  charges,  and  fees  will  differ  for  other  classes  of  shares.  Class  B  results,  including  the  applicable  contingent  deferred 
sales  charge,  which  declines  over  6  years  as  follows:  4%,  4%,  3%,  3%,  2%,  1                        +21 .38%.  +2~1 .42%  and 
+21.16%  for  the  1-,  5-,  and  10-year  periods  ended  6/30/98. 


Investment  return  and  principal  value  will  fluctuate  so  that  shares,  when  redeemed,  may  be  worth  more  or  less  than  their  original  cost.  Investing 
in  emerging  growth  companies  involves  greater  risk  than  may  be  associated  with  more-established  companies.  Gary's  portfolio  is  a  hypothetical 
investment.  Past  performance  is  no  guarantee  of  future  results.  A  prospectus  containing  more  complete  information,  including  charges  and  expenses, 
for  any  of  the  MFS  funds  can  be  obtained  from  your  financial  adviser.  Read  it  carefully  before  you  invest. 
©1998  MFS  Fund  Distributors,  Inc.,  500  Boylston  Street,  Boston,  MA  021 16 


Not  a  follower. 
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©  1998  NEC  USA,  Inc. 


n  1997,  NEC  registered  more  patents 

than  all  but  two  of  the  top  250  technology 

and  manufacturing  companies. 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
technologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
companies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
a  cash  machine  in  Milan. 


And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
help  you  run  it    WWW.neC.COm   1.800.338.9549 

Source  1997  Registered  US.  Patents  -  US  Patent  and  Trademark  Office 


just  imagine 

NEC  MULTIMEDIA 


UMC^ 
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When  oil  prices  go  up,  airlines 
is  will  descend.  Perhaps  that's 
why  the  airline  stocks  were  so  hard  hit  in 
early  August's  market  decline. 


Airlines;  The  party's  nearly 


By  Howard  Banks 


Oil  prices  will  not  stay  down  for- 
ever. The  airline  industry,  currently 
showing  record  earnings,  wishes 
they  would.  A  good  chunk  of  the 
industry's  record  earnings  is  coming 
right  out  of  the  oil  companies'  hides. 

Average  fuel  prices  have  dropped 
by  more  than  a  third  since  the  end  of 
1996,  to  52  cents  a  gallon  for  the 
kerosene  used  by  jet  aircraft.  That's  a 
$2.5  billion  annual  saving  for  the 
major  U.S.  carriers.  If  fuel  prices  had 
not  fallen  so  precipitously,  the  major 
carriers'  operating  earnings  would 
have  peaked  by  early  1997. 

Little  wonder  the  midsummer 
stock  market  decline  hit  airline  stocks 
so  hard:  amr  and  UAL  down  by  25% 
from  their  highs,  Continental  almost 
50%.  Aside  from  fuel  costs,  other 
expenses  are  rising  for  the  airlines.  In 
1997  overall  operating  expens<  s  for 
the  major  U.S.  airlines  increased  by 
5.4% — far  faster  than  inflation.  A  few 
years  of  financial  success  seem  to  have 
weakened  airline  managements'  zeal 


for  holding  down  costs.  They  had 
been  going  at  it  in  earnest  since  the 
early  1990s  when  they  were  swamped 
in  red  ink  and  carriers  such  as  Eastern 
and  Pan  Am  went  broke. 

The  zeal  for  cost-cutting  was 
apparent  in  the  figures. 
The  number  of  passen- 
gers on  U.S.  domestic 
routes  has  grown  by  a 
quarter  since  1992,  and 
the  number  of  miles 
flown  by  a  third;  yet,  up 
to  1996,  managements 
were  able  to  keep  their 
work  force  roughly 
steady  at  around 
460,000.  They  also 
resisted  adding  more  air-  ■■§■ 
craft  than  they  absolute- 
ly had  to.  The  customers  didn't  much 
like  all  that:  It  resulted  in  fully  loaded 
planes,  long  waits  for  the  toilets, 
hectic  airports  and  indifferent  service. 
Rut  load  factors  (the  percentage  of 
s  ats    filled)    on    domestic    routes 


This  time  the 
airlines'  manage- 
ments have  been 
more  disciplined, 
but  the  discipline 
may  be  weakening 
under  pressure 
for  market  share. 


climbed  from  an  average  of  63%  in 
1991  to  more  than  70%  today,  and 
over  80%  on  international  routes  such 
as  the  North  Atlantic. 

The  airline  bosses  also  pushed  fares 
up  by  about  a  third  on  average 
between  1992  and 
1997,  particularly  pun- 
ishing business  travel- 
ers. Low  fuel  costs  were 
the  icing  on  the  cake — 
and  quite  a  cake  it  has 
been.  Cash  flow  for  the 
13  U.S.  majors  soared: 
Running  at  around  $2 
billion  a  year  in  the 
early  1990s,  it  is  expect- 
ed to  hit  $11.5  billion 
this  year. 

But  the  party  is  just 
about  over.  Average  growth  for  pas- 
senger traffic  in  the  U.S.  in  the 
coming  decade  is  expected  to  slow 
from  the  5%  range  to  around  3.5%  a 
year,  according  to  Airbus  Industries' 
latest  forecast.  Meanwhile,  there  is  no 
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liver 


Airports  are  busy;  refueling's  a  pleasure,  given 
the  low  price  of  oil 

Controlling  costs  is  no  longer  top  priority 
at  most  major  airlines. 


The  airline  cycle  is  set  to  reverse 


Major  airlines'  average  fuel  costs 

(cents  per  gallon) 


Major  airlines'  operating  margins 


•95  '98 

•Through  June. 
Sources:  Air  Transport  Association;  The  Airline  Monitor. 


I      I 
'87      '89 


'95  '98* 

'Through  June. 
Sources:  Air  Transport  Association;  airline  reports. 


Falling  oil  prices  have  boosted  airline  profit  margins.  But  other  costs  are  starting 
to  rise  fast,  and  oil  prices  will  not  stay  low  forever,  so  expect  margins  to  fall. 


more  fat  to  cut.  The  major  U.S.  car- 
riers have  added  27,000  workers 
since  1996,  and  the  trend  continues. . 
Labor  is  the  airlines'  major  cost  ( 34% 
of  the  1997  total),  and  annual  com- 
pensation, including  benefits  in  the 


industry,  averages  over  $63,000  a 
head.  Reading  about  profit  gains,  the 
workers  want  more.  Strikes  and  other 
labor  disruptions  cut  Northwest's 
operating  profit  in  the  second  quar- 
ter to  $120  million,  from  $291  mil- 


lion a  year  earlier.  When  employee- 
owned  United's  passenger  service 
workers  voted  to  join  the  Machinists 
union,  the  company  upped  the  lower 
pay  rate  for  those  hired  since  1995  in 
this  job  grade. 

Fares  seem  to  have  hit  some  kind 
of  resistance  point.  Businesses — hard- 
est hit  by  fare  hikes — are  finding  ways 
to  reduce  travel  costs.  Airlines  are 
now  having  to  eat  much  of  the  cost 
of  the  extra  taxes  Congress  has 
imposed  since  the  mid-1990s;  air 
travel  and  cargo  combined  now  pay 
well  over  $9  billion  a  year  in  taxes 
and  fees,  over  and  above  corporate 
taxes.  There  is  the  ticket  tax,  fuel  tax, 
airport  charges. 

In  fact,  overall  fares  barely  increased 
in  1997 — though  price  depended 
upon  which  end  of  the  plane  you  sat 
in.  Average  coach  fares  went  down  by 
4%,  but  expense-account  front-end 
fares  rose  by  18%.  In  the  first  half  of 
this  year,  coach  fares  (average  $122) 
were  up  by  less  than  2%,  suggesting 
that  fares  are  close  to  a  point  where 
further  price  increases  will  hurt  traffic. 

The  industry  is  under  increasing 
pressure  from  the  Federal  Aviation 
Administration  over  safety.  Concerned 
about  a  rash  of  incidents  that  can  be 
attributed  to  inadequate  maintenance, 
such  as  wiring  problems  or  engine 
failures,  the  FAA  is  stepping  up  its 
inspections  (it  issued  more  so-called 
airworthiness  directives  in  the  first  half 
of  1998  than  in  any  whole  year  for  a 
decade).  Complying  will  add  to  costs. 

What  about  capacity?  In  the  past  a 
few  quarters  of  profits  have  prompt- 
ed airlines  to  buy  masses  of  new 
planes.  This  time  managements  have 
been  more  disciplined,  but  the  disci- 
pline may  be  weakening  under  pres- 
sure for  market  share.  The  total 
number  of  passenger  aircraft  in  the 
U.S.  fleet  only  grew  from  3,900  to 
4,200  between  1993  and  1997— an 
annual  increase  of  under  2%,  or  less 
than  half  the  rate  of  passenger 
growth.  But  it  is  forecast  to  grow  to 
nearly  4,700  by  2002 — faster  than 
the  projected  rate  of  passenger 
growth.  Filling  all  those  extra  seats 
will  inevitably  lead  to  cheaper  fares. 

So  watch  oil  prices.  If  oil  returns 
even  to  $15  a  barrel  it  will  cost  the 
majors  $550  million  a  year.  New  era 
or  no,  this  is  a  cyclical  industry.     Hi 
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WiiawjHMbi  PepsiCo  is 
about  to  dump  an  albatross. 
Dead  bird,  anyone? 

Numbers 
game 


By  Michael  Ozanian 

Beverage  and  snack  food  maker 
PepsiCo  (1997  revenues:  $21  billion) 
is  seriously  considering  taking  public 
its  North  American  company-owned 
bottling  operations  (COBO).  With  this 
move,  Pepsi  is  me-tooing  rival  Coca- 
Cola  Co.,  which  in  1986  made  an 
initial  public  offering  of  its  North 
American  bottling  operations — Coca- 
Cola  Enterprises — and  retained  49% 
ownership;  today  they  own  44%. 

COBO  will  get  about  two-thirds  of 
Pepsi's  beverage  revenues  ($10.5  bil- 
lion in  1997),  but  much  more  than 
that  percentage  of  its  costs.  After  the 
separation,  most  of  Pepsi's  hefty  bev- 
erage-related plant  and  equipment 
expenditures  (5.9%  of  sales)  and  its 
depreciation  charges  (4.2%  of  sales) 
will  be  borne  by  COBO.  If  the  Coke 
Enterprises  pattern  holds,  cobo  will 
be  a  lot  less  profitable  than  Pepsi. 
During  the  past  ten  years  Coca-Cola 
has  averaged  earnings-per-share 
growth  of  18.5%  and  a  return  on  cap- 
ital of  38.3%.  Comparable  figures  for 
Coca-Cola  Enterprises  are  4%  and 
3.8%  (see  chart).  Coke  Enterprises' 


Battered  bottler 


Ten-year  averages 


■  Coca-Cola  Co. 

38.3% 

Coca-Cola 
Enterprises 

Return  on 
capital 

■  4.0% 

■3.8% 

Source:  Value  :  me. 
After  they  go  public,  PepsiCo's  bottling 
operations  could  suffer  the  same  fate 
as  Coca-Cola  Enterprises. 


shares  tumbled  9.5%  in  a  single  day 
recently  when  the  bottler  announced 
that  it  is  going  to  spend  around  $5 
billion  through  2001  on  cold-drink 
equipment,  vehicles  and  other  capital 
items — about  double  the  expenditures 
from  the  previous  three-year  period. 


PepsiCo  bottling  plant 
Huge  capital  needs. 


With  the  increase,  Coca- 
Cola  Enterprises  will  be 
running  a  negative  free 
cash  flow,  since  the 
spending  exceeds  current 
cash  flow  of  around 
$400  million.  "I  think 
this  has  become  a  serious 
concern,"  says  analyst 
Marc  Cohen  of  Goldman,  Sachs. 

The  situation  should  be  no  better 
for  COBO,  whose  products  are  often 
runners-up  to  Coke's.  An  IPO  guaran- 
tees better-looking  numbers  for  the 
parent  company,  but  does  little  for 
PepsiCo's  underlying  business.       H 


CEEQaiEH  Want  to  impress  the  neighbors?  Make  sure 
your  Mercedes  has  a  mountain  bike  mounted  on  its  roof  rack. 

The  two-wheeled 


status  symbol 


By  Silvia  Sansoni 

A  fair  number  of  car  companies  got 
their  starts  as  bicycle  makers,  and  now 
the  circle  is  closing:  The  leading 
German  car  companies  have  begun 
designing  and  selling  two- wheelers. 
You  won't  find  a  Mercedes  bike  in 
Wal-Mart,  though.  You'll  have  to  visit 
a  Mercedes-Benz  dealer  and  pay 
$3,300  for  a  high-performance  moun- 
tain bike  or  a  retro-look  $1,795  city 
bike.  A  Porsche  mountain  bike  will  set 
you  back  anywhere  from  $2,250  to 
$6,000  at  a  Porsche  dealer. 

Neither  company  expects  to  make  a 
lot  of  money  from  bikes.  They're  a 
marketing  tool.  "We  are  using  this  to 
attract  younger  consumers  who  would 
not  think  of  Mercedes  as  dynamic  and 
fun,"  says  accessories  product  manag- 
er Steven  Beaty. 

Mercedes  is  promoting  the  bikes  as 
a  kind  of  accessory  for  its  sportier 
models.  Some  dealers  displav  Mer- 
cedes' sport  utility  vehicles  with  match- 
ing Mercedes  mountain  bikes  mount- 
ed on  roof  racks. 


Volkswagen  of- 
fered a  mountain 
bike  as  an  accesso- 
ry to  its  1996  and      Not  your  father's 
1997    Golf    and      Porsche 
Jetta  models.  Since      ^^Hi 
1994        BMW  has 

been  marketing  a  now- $79  5  bike  that 
folds  into  a  car  trunk;  it  is  looking  into 
higher-end  bikes,  in  the  $2,000  range. 

The  bikes  are  image-builders,  not 
traffic -builders.  In  the  past  two  years 
Mercedes  has  sold  only  1,000  bikes  in 
die  U.S.;  Porsche  expects  to  sell  1,000 
this  year  and  BMW  sells  between  1,200 
and  2,000  units  per  year.  It  appears  that 
most  bikes  are  purchased  by  people 
who  already  own  one  of  their  models. 

No  surprise  that  bike  fanatics  scorn 
the  fancy  new  German  models.  "It's 
the  ultimate  bourgeois  accessory  for 
bourgeois  car  owners,"  scoffs  Zapata 
Espinoza,  the  executive  editor  of  Bur- 
bank,  Calif-based  Mountain  Bike  mag- 
azine. We  suspect  that  the  car  folks 
take  that  as  a  compliment.  M 
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■amiEnifiHiKi  Running  drugs 
isn't  as  lucrative  as  it  may 
seem.  Believe  it  or  not, 
hamburger-flipping  sometimes  |] 
pays  better. 


v- 


.\ 


Greedy 
bosses 


By  Scott  Woolley 

To  UNDERSTAND  the  business  model 
of  a  drug  gang,  rhink  pyramid-selling 
organizations.  A  highly  centralized 
organization  controls  distribution  to 
leaders  of  individual  gangs,  who  tunc 
tion  much  like  franchisees.  In  return 
for  rights  to  an  exclusive  territory, 
each  franchisee  pays  a  flat  franchise 
fee,  known  as  a  tribute.  The  central 
gang  also  controls  the  wholesale  drug 
distribution  network. 

That's  among  the  insights  proud 
ed  in  a  new  study  published  bv  I'm 
versitj  of  Chicago  economist  Steven 
Levitt  md  Harvard  sociologist  Sudhir 
Venkatesh.  They  teamed  to  analyze- 
rare  data  Venkatesh  had  found:  a 
drug  gang's  books,  which  give  .\n 
inside  peek  into  the  numbers  behind 
the  crack  business. 

Media  folklore  has  it  that  drug 
pushing  beats  hamburger-flipping 
for  ghetto  kids.  Not  necessarily  so. 
Foot  soldiers  who  sell  drugs  on  the 
street  make  just  over  $3  m  hour,  the 
academics  discovered.  "There's  the 
mythology  that  the  media  has  built 
about  the  lucrativeness  of  pushing 
drugs,  but  the  lessons  of  introduc- 
tory economics  suggest  it  can't  be 
true,"  says  Levitt.  "These  are  kids 
with  very  low  skills  and  there's  a 
reserve  army  of  them  waiting  to  get 
into  the  gang.  Competition  would 
suggest  that  the  employer  has  all  the 
power  in  this  relationship." 

Analyzing  the  data,  the  two  econ- 
omists discovered  that  the  rules  of 
economics  apply  to  narcotics.  So 
why  do  kids  risk  a  bullet  in  the  head 
for  $3  an  hour?  Part  of  the  lure  is 
glamour:  There's  a  certain  prestige- 
that  goes  with  drug  pushing.  And 
there's  the  hope  of  promotion. 
Levitt  and  Venkatesh  found  that 


Gang  members  in  East  Los  Angeles 

Econ  101:  A  big  supply  of  would-be  pushers  means  bosses  can  keep  wages  low. 


some  neighborhood  gang  leaders 
can  make  $65  an  hour,  and  the  hope 
of  reaching  the  top  keeps  the  other 
pushers  going. 

The  numbers  Venkatesh  and  Levitt 
use  come  from  a  since-disbanded 
drug  gang  in  a  midvvestern  city. 
Venkatesh  lived  with  some  of  the 
gang  members  during  this  period  .\\k\ 


What  crime  pays 

A  drug  gang's  monthly  income  statement 

During  gang  war 

No  gang  war 

Revenues 

$44,500 

$58,900 

Cost  of  drugs  sold 

11,300 

12,800 

Gross  profit 

33,200 

46,100 

Operating  Expenses 

Wages  (officers) 

2,300 

3,800 

Wages  (street  pushers) 

23,300 

33,800 

Weapons 

3,000 

1,600 

Tribute  to  central  gang 

5,800 

5,900 

Mercenary  fighters 

5,000 

0 

Funeral  expenses 

2,300 

800 

Miscellaneous  expenses 

3,000 

3,400 

Total  operating  expenses 

44,700 

49,300 

Other  Income 

Dues* 

10,000 

10,000 

Extortion 

0 

8,000 

Total  other  income 

10,000 

18,000 

Net  profit  (loss) 

($1,500) 

$14,800 

"Membership  dues  are  paid  by  peripheral  gang  members  who  often 

don't  sell  drugs.  Note:  These  figures  are  based  on  a  42-month  period 

beginning  in  July  1991. 

Source:  Levitt  and  Venkatesh. 

got  the  records. 

Yes,  this  is  a  high-margin  business. 
The  economists  discovered  that  a 
gang's  gross  margins  for  crack  are 
80%  (see  table).  So  why  are  rewards 
so  low  at  the  end  of  the  distribution 
chain?  It's  a  classic  case  of  exploita- 
tion. The  only  ones  making  good 
money  are  the  higher-ups  in  the 
pyramid.  The  gangs  keep  it 
that  way  by  keeping  rival 
gangs  out  of  their  territory,  a 
situation  that  enables  them 
to  exploit  both  crack  users 
and  sellers.  These  monopo- 
lies are  secured  and  defend- 
ed with  guns.  This  is  about 
as  nasty  a  kind  of  economics 
as  anyone  could  imagine. 

"People  researching  street 
gangs  typically  focus  on  atti- 
tudinal  surveys — 'Why  did 
you  join  this  gang?'"  says 
Venkatesh.  "We  were  inter- 
ested in  treating  them  as  an 
organized  group,  an  eco- 
nomic unit."  Levitt  believes 
that  educating  gang  mem- 
bers on  the  way  the  business 
works  could  push  many  of 
them  back  into  legal  activi- 
ties. "Right  now,"  Venkatesh 
says,  "the  kids  are  complete- 
ly getting  the  calculation 
wrong  about  what  the  likeli- 
hood is  they're  going  to  rise 
up  in  the  gang."  Drug  push- 
ers of  the  world,  arise!       ■■ 
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IMaoifl  Radio  talkster  Larry  Elder  has  earned  high  audience 

ratings  without  pushing  sex  or  four-letter  words. 

So  why  are  advertisers  nervous  about  advertising -on  his  show? 


Challenging  orthodoxy 


By  Tim  W.  Ferguson 


Elder  on  the  air  in  Los  Angeles 

A  dialogue  on  race— and  other  issues— that  gives  liberals  and  business  the  shakes 


A  University  of  MiCHiGAN-trained 
lawyer  who  ultimately  found  punditry 
more  to  his  liking,  46-year-old  Lau- 
rence Elder  has  billed  himself  "The 
Sage  of  South  Central"  (he  grew  up 
there  and  lives  in  a  nice,  hilly  neigh- 
borhood not  far  away).  A  black  liber- 
tarian, Elder  is  the  hottest  thing  in 
local  talk  radio  in 
the  Los  Angeles 
region. 

He  rejects  vic- 
timhood  and 
lambastes  people 
who  claim  blacks 
should  support 
O.J.  Simpson  out 
of  racial  "solidar- 
ity."    He     calls 


"Jesse  Jackson  and  Maxine 
Waters  are  the  worst 
examples  of  black  leadership. 
Illegitimacy  is  fostered  by 
the  welfare  state  they  want 
to  maintain  and  expand." 


Jesse  Jackson  and  local  congress- 
woman  Maxine  Waters  "the  worst 
examples  of  black  leadership  in  Amer- 
ica. Their  line  is  that  the  biggest  prob- 
lem for  black  people  is  white  racism. 
That's  utter  nonsense.  It's  illegitima- 
cy, and  that's  fostered  by  the  welfare 
state  that  they  want  to  maintain  and 
expand." 

This  kind  of  talk 
earned  Elder  atten- 
tion and  an  audi- 
ence— but  when 
race-hustlers  com- 
plained, Disney- 
owned  KABC-AM 
backed  down  and 
switched  Elder's 
airtime    to    non- 


"drive  time"  midafternoon  hours. 
Elder  estimates  that  $3  million  to  $4 
million  a  year's  worth  of  commercials 
were  scared  away. 

Happily,  kabc  had  a  change  of  heart 
after  cultural  critic  David  Horowitz, 
the  local  weekly  New  Times  and  cbs' 
'  60  Minutes  spotlighted  Elder's  plight. 
A  new  station  manager  expanded  El- 
der's show  to  include 
3~g  the  5  p.m.  to  7  p.m. 
g  commuter  bloc,  and 
|  in  the  latest  Arbitron 
1  survey,  his  3.6-share 
"  rating  (about  72,000 
|  1*  ■  "  "  listeners,  on  average) 

leads  the  pack.  Only 
nationwide  figures 
such  as  Howard 
Stern,  Laura  Schles- 
singer  and  Rush 
Limbaugh  do  better 
in  Los  Angeles. 

Now  Elder  is  out 
to  raise  his  national 
profile  with  a  syndi- 
cated radio  show  and 
possibly  a  book  and 
TV  contract.  He 
doesn't  want  to  be 
pigeonholed  as  a 
commentator  on 
racial  matters,  al- 
though he  stresses 
issues  touching  on 
urban  poverty.  For 
instance,  he  opposes 
criminalization  of 
drug  use,  which  he 
says  has  filled  jails 
with  blacks  who  have 
not  aggressed  against  other  people. 

Larry  Elder  is  one  of  a  group  of 
black  dissenters  (referenced  by  Dr. 
Thomas  Sowell  in  his  July  6  Forbes 
interview)  who  are  winning  public 
attention.  Nevertheless,  the  business 
community  is  nervous  of  them:  They 
fear  arousing  the  wrath  of  pressure 
groups  that  can  muster  street  boy- 
cotts. Witness  the  fact  that  even  with 
its  high  ratings,  Elder's  radio  show 
can't  attract  back  most  of  the  out-of- 
town  sponsors,  such  as  grocery 
chains  and  airlines,  that  ducked  out 
when  complaints  and  picketers  mate- 
rialized. And  even  local  companies 
that  stuck  with  Elder  are  shy  when  it 
comes  to  talking  about  their  associa- 
tion with  him.  WU 
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nmmEEI  The  Dreyfus  fund  scandal  threatens  to  turn  up 
the  heat  on  penny  stock  king  Morty  Davis. 

Michael  Schonber g's 
supply  side 


By  Thomas  Jaffe 

In  ArRIl .,  citing  poor  performance, 
Drevtus  Corp.,  a  subsidiary  of  Mellon 
Bank,  demoted  the  manager  of  two 
of  its  funds,  Michael  Schonberg,  47. 

In  a  powerful  bull  market,  last  year 
Schonberg's  Aggressive  Growth  was 
down  15.8%  and  Premier  Aggressive 
Growth  down  13%,  putting  both 
near  the  fund  industry's  bottom.  So 
far  this  year  they're  doing  even  worse. 
As  a  consequence  of  lousy  perfor- 
mance and  redemptions,  the  funds' 
assets  fell  by  roughly  half,  to  $340 
million,  between  the  spring  of  1996 
and  this  March.  Dreyfus  savs  Schon- 


berg is  on  a  paid  leave  of  absence. 

Schonberg  was  not  just  a  bad  man- 
ager. He  accepted  cheap  stock  or 
warrants  in  two  companies  whose 
shares  he  later  bought  for  his  funds. 

In  the  shadow  of  the  Schonberg 
debacle,  Forbes  has  learned,  looms 
the  controversial  figure  of  penny  stock 
king  J.  Morton  Davis  of  New  York- 
based  D.H.  Blair  &  Co.,  Inc.  and 
D.H.  Blair  Investment  Banking  Corp. 
Stocks  involving  Davis  or  his  former 
Blair  associates  at  times  constituted  up 
to  15%  of  the  assets  of  Schonberg's 
funds.  Some  of  those  stocks  went  up 
after  Schonberg  bought  them,  but 
most  ultimately  fizzled. 

Morty  Davis,  69,  is  a  Brooklyn- 
born  Harvard  Business  School  grad- 
uate who  is  worth  several  hundred 
million  dollars.  He  got  rich  by  raising 
money  in  the  private  and  public  mar- 
Michael  Schonberg  and  J.  Morton  Davis 
Schonberg  grabbed  stocks 
connected  to  Blair  and  its  alums. 
Davis: ."Never  heard  of  him." 


kets  for  companies  that  tonier  firms 
wouldn't  touch.  Since  that  kind  of 
paper  is  hard  to  sell,  Davis  demanded 
and  got  top  dollar  from  the  outfits  he 
served,  collecting  big  fees  and  getting 
hunks  of  equity  in  those  companies. 

Davis  operated  on  two  levels:  in  the 
retail  market,  through  such  boiler 
room  tactics  as  cold  calling;  in  the 
institutional  market,  through  selling 
stock  to  performance-hungry  money 
managers  like  Schonberg.  Some  of  his 
initial  public  offerings — Enzo  Bio- 
chem,  Genetic  Systems  and 
TIE/Communications,  for  example — 
were  great  successes  over  time,  but 
many  others  cost  investors  big  money. 

Davis  has  so  far  avoided  the  fate 
that  befell  such  penny  stock  pirates  as 
Robert  Brennan  and  the  late  Meyer 
Blinder,  but  Davis  has  been  feeling 
the  heat  lately.  In  1997  D.H.  Blair 
agreed  to  pay  $4.4  million  in  fines 
and  restitutions  as  part  of  a  settlement 
with  nasd;  in  the  settlement,  Blair 
neither  admitted  nor  denied  that  it 
overcharged  customers  who  invested 
in  the  IPOS  it  underwrote.  Currently 
Blair  is  reportedly  being  investigated 
for  sales  practice  violations  and  more 
by  the  Securities  &  Exchange  Com- 
mission, federal  prosecutors  and  a 
task  force  of  state  securities  regulators. 

Amidst   this   pressure,   last   year 


IT* 


Blair's  retail  arm  was  unloaded.  Its 
brokers  and  accounts  were  acquired 
by  Barington  Capital  Group,  a  New 
York- based  penny  stock  firm  run  by 
a  former  Blair  executive,  James 
Mitarotonda. 

Dreyfus  manager  Schonberg  was 
certainly  aware  of  Blair's  reputation 
for  underwriting  shoddy  merchan- 
dise. Yet  he  bought  for  his  Dreyfus 
portfolios  such  Davis-connected 
stocks  as  Advanced  Photonix,  a  doggy 
maker  of  electronic/optic  products. 
For  his  part,  Davis  says  he  never  heard 
of  Schonberg  and  doesn't  know  why 
he  bought  the  stocks. 

Schonberg  also  had  significant  deal- 
ings with  Janssen/Meyers  Associates, 
L.P.,  a  small  New  York-based  broker- 
age run  by  Peter  Janssen,  39,  and 
Bruce  Meyers,  47,  two  ex-D.H.  Blair 
executives.  It  was  Janssen/Meyers 
that  in  1994  managed  a  private  place- 
ment deal  through  which  Schonberg 
got  cheap  shares  of  the  biotech  start- 
up Chromatics  Color  Sciences  Inter- 
national, later  a  major  holding  of  his 
Dreyfus  funds. 

And  it  was  Janssen/Meyers  that  in 
June  1997  took  public,  at  $5  a  share, 
CCA  Cos.,  which  owns  the  rights  to  a 
food  preservation  product  and  wants 
to  put  up  a  hotel/casino  complex  on 
the  Siberian  island  of  Sakhalin. 

At  the  public  offering  Schonberg 
bought  almost  10%  of  CCA's  shares 


for  his  Dreyfus  funds.  Later,  at  higher 
prices,  he  quintupled  the  number  of 
shares  Dreyfus  owned.  After  reaching 
$11.63  last  fall,  the' stock  sank  to  a 
recent  $2.75.  The  Dreyfus  funds 
rode  the  stock  all  the  way  down. 

Another  Davis  associate  doing 
business  with  Schonberg  was  Davis' 
son-in-law,  Lind- 
say Rosenwald, 
43,  an  M.D. 
turned  financier. 
Rosenwald,  once 
director  of  corpo- 
rate finance  at 
Blair,  opened  his 
own  venture  capi- 
tal shop  in  the 
early  1990s. 

Rosenwald  spe- 
cializes in  biotech.      BI^^H 
Here  are  some  of 

the  biotech  startups  in  which  Rosen- 
wald was  a  big  holder  and  Schonberg 
a  big  buyer  for  his  Dreyfus  funds: 
Atlantic  Pharmaceuticals,  Avigen, 
BioCryst  Pharmaceuticals,  Boston 
Life  Sciences,  Pacific  Pharmaceuticals 
and  Vimrx  Pharmaceuticals.  None 
has  a  market  cap  over  $100  million. 
None  has  ever  earned  a  penny. 
Schonberg's  former  funds  took  losses 
in  a  couple,  made  a  bit  of  money  in 
one  and  were  bagged  big  in  three. 

Rosenwald  claims  Schonberg  was 
just  another  client.  He  says  Schon- 
berg rejected  most  of  the  deals  he 
showed  him.  "Never  was  there  any- 
thing other  than  the  prospect  of 
making  money  for  the  investor," 
Rosenwald  insists. 

Maybe  so.  But  these  and  others 
were  dicey  stocks — and  the  circle  of 
Davis  connections  apparently  didn't 
raise  warning  flags  at  Dreyfus. 

Take  tiny,  moneylosing  Macrochem 


Peter  Janssen  of  Janssen/Meyers  Associates 
From  easy  chair  to  hot  seat? 


Davis  operated  on  two 
levels:  in  the  retail  market, 
through  such  boiler  room 
tactics  as  cold  calling;  in  the 
institutional  market, 
through  selling  stock  to 
performance-hungry  money 
managers  like  Schonberg. 


Corp.  Macrochem  is  developing  a 
treatment  for  male  impotence.  D.H. 
Blair  completed  a  private  placement  of 
securities  for  Macrochem  in  1993. 
During  the  first  quarter  of  1996 
Schonberg  bought  1,265,000  shares 
for  the  Dreyfus  funds.  In  February 
- 1996  Davis  owned  stock  and  warrants 
in      Macrochem 
amounting        to 
nearly  1.7  million 
shares.  Then,  in 
less     than     two 
months — around 
the  time  Schon- 
berg was  buying 
the  stock — Davis 
sold        975,000 
shares  at  roughly 
between     $5.50 
and      $7      each. 
Converting  war- 
rants cost  Davis  $1.3  million;  selling 
the  stock  got  him  $5.8  million. 

Janssen,  who  by  then  had  left 
Blair  and  taken  Macrochem  with 
him  as  an  investment  banking  client, 
says  he  persuaded  Davis  to  sell  the 
shares  so  Schonberg  and  a  few  other 
big  investors  wouldn't  have  to  drive 
up  the  price  to  get  the  shares  they 
wanted.  Yet  the  heavy  buying  by 
Schonberg  and  company  drove  up 
the  price  anyway,  by  as  much  as  50% 
over  a  couple  of  months. 

Last  summer  Macrochem  stock 
took  off,  more  than  doubling  by 
October,  to  a  high  of  $14.75.  During 
the  run-up,  insiders — among  them 
Janssen  and  Meyers- — sold  a  load  of 
stock  after  exercising  options  and  dis- 
count warrants  that  were  due  to 
expire  last  year. 

But  when  these  insiders  were  sell- 
ing, Schonberg  wasn't.  He  sat  tight. 
According  to  an  informed  source,  it 
wasn't  until  May  and  June,  after  he 
was  demoted,  that  his  former  funds 
finally  bailed  out  of  most  of  their 
Macrochem  stock,  getting  about  $9 
to  $12  for  the  shares.  Off  the  peak, 
but  better  late  than  never:  Since 
June  the  stock  has  dropped  to  a 
recent  $6.81. 

The  sec  and  the  New  York  State 
Attorney  General's  office  are  prob- 
ing deeper  into  the  Schonberg  affair. 
As  they  do,  we  suspect  that  they'll 
find  more  footprints  of  Davis  and 
the  others.  M 
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Would  you  know 
how  to  help? 


Every  year,  thousands  of  drivers  and  passengers  die  in  the  few  minutes  after  an  auto  collision.  Many  of  these  victims  would  survive  if 
only  the  first  people  on  the  scene  knew  how  to  react  in  emergencies.  How  can  you  help  an  accident  victim,  even  before  treating  injuries? 
Turn  off  the  ignitions  of  any  wrecked  cars  to  reduce  the  risk  of  fire.  This  simple  step  could  keep  a  bad  collision  from 
becoming  much  worse.  Remember:  Check  for  fire,  downed  wires  or  spilled  gasoline  before  getting  too 
—  m  I  cl°se  to  a  wreck.  And  never  move  an  injured  driver  to  get  to  his  keys.  Learn  more  emergency  tips  in 
w~^  I    "Crash  Course,"  free  from  Shell.  Pick  one  up  at  your  nearest  Shell  station  or 

— ~1     contact  us  at  www.countonshell.com  or  call  1-800-376-0200  for  your  copy.        COUIlt    OH    SIlGll 
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Leslie  Wexner  always  said  that  location  was  the  best  form  of  advertising. 
He  has  since  changed  his  tune. 

Victoria's  little  secret 


By  Christopher  Palmeri 

Retailer  Leslie  Wexner  always  said 
that  having  a  great  location  in  a  mall 
was  the  best  advertising  you  could 
buy.  Thus  his  outlets — such  as  the 
Limited,  Express,  Structure  and 
Henri  Bendel — spend  less  than  2%  of 
sales  on  marketing  and  promotion. 

Wexner  might  once  have  been 
right  in  thinking  that  location  is  the 
best  form  of  marketing,  but  times 
have  changed.  The  Limited  stores 
were  once  the  star  performers  in  U.S. 
retailing,  but  in  recent  years  their  star 
has  faded,  while  the  Gap's  has  risen. 
Where  Wexner  typically  spent  2  cents 
on  the  sales  dollar  for  marketing,  the 
Gap  spent  twice  as  much. 

Better  late  than  never,  Wexner  has 
learned — the  hard  way. 

Four  years  ago  his  Victoria's 
Secret  launched  a  padded 
push-up  brassiere  called  the 
Miracle  Bra.  It  came  out 
about  three  months  ahead  of 
Sara  Lee  Corp.'s  Wonderbra. 
Wexner  didn't  promote  the 
new  bra  outside  of  a  couple  of 
pages  in  his  mail-order  catalog 
and  an  in-store  promotion. 
Sara  Lee  had  put  together  a 
carefully  planned  public  rela- 
tions and  marketing  campaign 
that  emphasized  the  bra's 
European  roots  and  cleavage 
enhancement.  To  attract  local 
television  reporters,  Sara  Lee 
had  models  deliver  Wonder- 
bras  to  department  stores. 

"We  got  creamed  in  terms 
of  awareness,"  says  Grace 
Nichols,  the  50-year-old  pres- 
ident of  Victoria's  Secret 
Stores.  "It  was  really  a  big 
kick  in  the  pants  for  us.  We 
took  a  look  at  all  of  the  things 
a  premium  brand  has,  and  we 
began  to  act."  Wexner  finally 
got  advertising-and-promo- 
tion  religion. 

Victoria's  Secret  is  expected 


to  spend  around  $85  million  on  mar- 
keting this  year,  up  from  less  than  $5 
million  in  1993.  Models  like  Tyra 
Banks  now  appear  in  Victoria's  Secret 
television  commercials  and  do  pub- 
licity stunts.  Wearing  little  more  than 
a  bejeweled  "million-dollar  bra," 
model  Claudia  Schiffer  popped  out  of 
a  limousine  at  a  Victoria's  Secret 
event  in  Monaco  two 
years  ago,  sending  the 
paparazzi  into  fits. 

Victoria's  Secret  claims 
its  Miracle  Bra  has  out- 
sold the  Wonderbra  since 
its  launch.  Sara  Lee  dis- 
putes this. 

The  Victoria's  Secret 


Leslie  Wexner  (top);  February  fashion  show 
Angels  appear  just  in  time  for  Valentine's  Day. 


annual  fashion  show,  held  in  February 
in  New  York  City,  has  become  one  of 
the  hottest  tickets  in  the  rag  business. 
Models  who  used  to  look  down  at 
underwear  work  now  fly  in  from 
around  the  world  at  their  own  expense 
just  to  get  a  shot  at  appearing  in  the 
show.  Victoria's  Secret  has  calculated 
that  after  its  spokespeople  make  a  per- 
sonal appearance  on  local 
television,  sales  jump  50% 
at  stores  in  that  city. 

Next:  cosmetics.  Victo- 
ria's Secret  does  a  $420- 
million-a-year  business — 
about   15%  of  its  total 
volume — with  products 
like  its  Garden  Scents  line 
of  fruit-scented  shower 
gels,    skin    lotions    and 
colognes.  These  are  sold 
mostly   in   431    smaller 
boutiques    attached    to   Victoria's 
Secret  stores.  This  year  the  company 
will  add  25  freestanding  Bath  &  Fra- 
grance stores,  as  well  as  20  separate 
Lingerie  for  Legs  hosiery  stores. 

That,  of  course,  will  take  more 
marketing.  This  fall  a  flashy  television 
campaign  featuring  supermodels  will 
debut  the  company's  first  line  of  Vic- 
toria's Secret  cosmetics. 

Victoria's  Secret  is  a  part  of  Inti- 
mate Brands,  a  publicly  traded  com- 
pany 83%  owned  by  the  Limited  Inc. 
Victoria  is  the  star  performer  in  the 
Wexner  stable,  with  operating  mar- 
gins at  Victoria's  Secret  of  18.3%, 
compared  with  Limited  Inc.'s  7.5%, 
notes  Goldman,  Sachs  retail  analyst 
Richard  Baum. 

Look  for  more  aggressive  promo- 
tion and  advertising  from  other 
Wexner  operations.  "You  have  to  get 
the  fundamentals  right,"  Wexner  says. 
"Otherwise  advertising  is  a  negative. 
When  you  have  the  right  fit,  styles 
and  colors,  and  then  you  layer  on 
good  advertising,  good  things 
happen."  Mi 


58 


Forbes  ■  August  24,  1998 


m  S-  f 


»       in 


am 


You  Have  Our  Attention 

N°  »M»f.  what  a-aes  He  ahead 
at  ,ea»  we've  made  n d' 


* 


■ 


K 


HGRKH 


'e' 


SB 


KMHEflSH 


OYAL  & 


SUNALLIANCE 


Don't  try  competing  with  American  Airlines  in  its  own 
backyard.  The  airline  will  sic  the  law  on  you. 


Dogfight 


By  Daniel  Fisher 


A  1979  federal  LAW — a  legacy  of 
ousted  Democratic  Speaker  of  the 
House  James  Wright — prohibits 
commercial  aircraft  with  more  than 
56  seats  from  flying  between  Dallas' 
Love  Field  and  anywhere  other  than 
Texas  and  seven  surrounding  states. 
Now  that  may  seem  a  strange 
thing  for  a  federal  law  to  prohibit, 
but  follow  the  money.  The  Ameri- 
can Airlines  that  Robert  Crandall 
built  controls  70%  of  the  business  at 
Dallas-Fort  Worth  International  Air- 
port, dfw's  79,000  flights  a  month 
make  it  the  nation's  busiest  airport. 
Nearly  10  miles  away — and  closer 
for  most  of  American's  frequent 
fliers  in  the  Dallas  area — is  Love 
Field.  Hungry  for  some  of  Ameri- 
can's business,  David  Siegel,  presi- 
dent of  Continental  Express,  the 
short-haul  division  of  Continental 
Airlines,   had   a   bright   idea.    He 


"[It]  was  like  getting 
caught  in  a  speed  trap 
in  rural  Alabama," 
says  David  Siegel, 
president  of 
Continental  Express. 


couldn't  fly  big  jets  from  Love,  but 
the  law  would  let  Continental  flv 
smaller  jets  from  Love  to  any  desti- 
nations it  chose. 

Continental  had  just  the  thing  in 
its  new  fleet  of  Brazilian-built 
Embracr  145  regional  jets,  which 
scat  only  50.  In  May  Continental 
announced  it  would  begin  daily  ser- 
vii  from  Love  Field  to  Cleveland, 
usii      the  smaller  planes. 

I  or  no  law,  American  was  not 
goii       ro  let  that  one  pass.  Fort 


Worth  is  the  hometown  of  AMR 
Corp.,  parent  of  American  Airlines. 
American  doesn't  like  competition 
in  its  own  backyard.  For  years  it  has 
used  the  Wright  amendment  as  a 
cudgel  to  prevent  competitors  from 
moving  in  on  its  Dallas-Fort  Worth 
gold  mine. 

Houston-based  Continental  quick- 
ly got  a  taste  of  local  justice.  On  July 
10  Tarrant  County 
District  Judge  Bob 
McCoy  issued  an 
injunction  pro- 
hibiting Continen- 
tal from  making 
interstate  flights 
out  of  Love  Field. 
A  local  judge  mess- 
ing with  interstate 
commerce?  Hey, 
it's  Texas — and 
AMR  employs 

30,000  potential 
voters.  "[It]  was 
like  getting  caught 
in  a  speed  trap  in 
rural  Alabama," 
said  Continental's 
David  Siegel. 

American  Air- 
lines flack  Christo- 
pher Chiames  has  a 
different  take. 
Continental  was 
"trying  to  sneak  in 
with  this  interstate 
service  and  essentially  got  caught," 
he  gloats. 

Legend  Airlines,  a  Dallas-based 
startup,  met  a  similar  block  when  it 
tried  to  fly  DC-9s — modified  to  56 
seats — from  Love  Field  to  New  York 
City  and  other  major  destinations. 
Last  October  the  city  of  Fort  Worth 
sued  the  city  of  Dallas  to  prevent 
the  carrier  from  doing  so. 

Legend  sees  American's  maneu- 
vers as  being  behind  Fort  Worth's 
lawsuit  to  stop  interstate  flights  out 
of  Love  Field.  Fort  Worth's  lead 
attorney  on  the  case,  Dee  Kelly,  has 
been  an  amr  director  since  1983. 
Since  joining  Fort  Worth  as  a 
named  plaintiff,  American  has 
fought  hard  to  keep  the  litigation  in 
Fort  Worth,  where  the  giant  airline 
is  the  largest  single  employer. 

And  we  lecture  Asians  about  the 
evils  of  crony  capitalism.  WM 
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DO  STRANGERS  WATCH  YOU   UNPACK  YOUR  LAPTOP  ON  THE  AIRPLANE?  From  the  way 
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In  both  their  business  decisions  and  their  personal  lives, 
people  keep  resisting  a  major  precept  of  economics. 

Of  mice  and  economics 


By  Dan  Seligman 

Stunning  news:  Mice  do  better 
than  people  at  grasping  an  important 
principle  of  economics. 

No  proposition  in  economics  is 
more  firmly  established  than  the 
supreme  irrelevance  of  sunk  costs.  A 
sunk  cost  is  money  spent  and  now 
unrecoverable.  In  business,  in  sports, 
in  everyday  life,  your  next  move 
should  be  driven  by  future  costs  and 
benefits.  Viewing  this  rule  as  almost 
too  obvious  to  mention,  the  famous 
Paul  Samuelson-William  Nordhaus 
textbook,  Economics,  gives  sunk 
costs  only  a  couple  of  paragraphs, 
advising:  "Let  bygones  be  bygones." 

This  advice  would  seem  at  first 
blush  to  be  liberating.  In  the  corpo- 
rate world,  it  often  means  that  you 
can  just  write  off  the  blunderolas  and 
start  over  again.  The  rule  also  implies 
that  you  need  not  risk  heartburn  fin- 
ishing the  large  pizza  you  ordered. 
Or  sit  through  a  long,  boring  play 
just  because  the  theater  tickets  cost 
$60  each.  Or  read  the  New  York 
Times  editorial  page  just  because  you 
paid  for  the  subscription. 

The  rule  should  be  especially  lib- 
erating in  the  world  of  sports,  which 
seems  to  have  a  special  difficulty  in 
letting  bygones  be  bygones.  It 
appears  that  the  Yankees  started 
pitcher  Kenny  Rogers  in  the  fourth 
game  of  the  1996  World  Series 
mainly  because  George  Steinbrenner 
had  earlier  paid  $20  million  for 
Kenny,  who  was  consistently  getting 
clobbered  in  the  weeks  leading  up  to 
the  Series.  (As  things  turned  out,  he 
got  bombed  again,  in  a  game  the 
Yankees  miraculously  won  anyway. ) 

A  huge  sunk-cost  effect  is  also  dis- 
cernible in  the  National  Basketball 
Association.  A  major  cost  for  NBA 
teams  is  the  salaries  paid  for  their  top 
draft  picks.  So  what  happens  when 
the  guy  you  pick  turns  out  to  be  a 
lemon?  Do  you  play  him  anyway?  It 
seems  you  do.  Evidence  for  this  folly 


is  elaborated  in  an  article  in  the  Sep- 
tember 1995  Administrative  Science 
Quarterly.  Authors  Barry  M.  Staw 
and  Ha  Hoang  of  the  University  of 
California,  Berkeley  reported:  "The 
higher  a  player  was  taken  in  the  col- 
lege draft,  the  more  time  he  was 
given  on  the  court,  even  after  con- 
trolling for  other  logical  predictors 
of  playing  time,  such  as  perfor- 
mance, injury  and  trade  status." 

As  is  implied  in  the  poignant 
examples  above,  many  people  do  not 
feel  liberated  by  the  news  that  sunk 
costs  are  irrelevant.  Quite  the  con- 
trary— they  wish  to  resist  the  news. 
Why  would  they  do  this? 

Different  scholars  have  answered 
this  question  in  different  ways. 
Sometimes,  it  appears,  the  decision 
makers  have  a  confused  notion  that 
the  sunk  costs  will  be  "wasted"  if 
they  are  ignored.  Sometimes  they 
have  a  clear  and  nonconfused  reason 
for  believing  that  their  own  interests 
collide  with  those  of  the  organiza- 
tion. This  process  is  on  display  in  the 
chief  executive  who  sees  his  own 
personal  prospects  as  definitely  rosier 
if  the  failing  strategy  he's  been  sup- 
porting can  be  propped  up  until  he 
reaches  retirement  age.  So  the  com- 
pany flings  good  money  after  bad 
until  it  gets  a  new  chief  executive, 


who  writes  off  everything  in  sight, 
thus  guaranteeing  himself  a  couple 
of  great  years. 

But  the  most  broad-based,  com- 
pelling answer  to  the  question  is: 
ego.  Higher  primates  do  not  like  to 
admit,  even  to  themselves,  that  they 
have  screwed  up.  It's  not  as  though 
somebody  was  going  to  fire  Stein- 
brenner if  Kenny  Rogers  had  stayed 
on  the  bench  during  the  World 
Series.  What  seems  to  have  driven 
George's  decision  was  the  standard, 
deep-seated,  egoistic  human  need — 
evidenced  in  numerous  psychologi- 
cal experiments — to  justify  the  sunk 
costs  in  one's  life.  Research  support- 
ed by  the  National  Science  Founda- 
tion and  published  by  the  Journal  of 
Abnormal  and  Social  Psychology 
shows  that  membership  in  groups  is 
cherished  more  deeply  when  the  ini- 
tiation process  has  been  painful  and 
embarrassing. 

Mice  are  far  more  rational.  Lacking 
any  need  for  self-justification,  and 
genetically  programmed  to  focus  nar- 
rowly on  getting  through  the  day  in 
one  piece,  they  appear  oblivious  to 
unrecoverable  past  costs.  So  are 
ducks,  blackbirds,  wasps  and  numer- 
ous other  "cognitively  humble" 
beings.  That  phrase  appears  in  a 
recent  (May  23)  issue  of  the  British 
publication  New  Scientist,  in  an  arti- 
cle by  Peter  Ayton  and  Hal  Arkes. 
Ayton  and  Arkes  tell  us  the  mouse 
mother's  litter  is  defended  far  more 
vigorously  when  it's  large  than  when 
it's  small — which  means,  clearly,  that 
the  mother's  cost/benefit  calcula- 
tions are  focused  on  the  future.  Ear- 
lier losses  to  the  litter  are  forgotten. 
Those  losses  are  simply  written  off. 

Whether  you  are  an  investor  hold- 
ing on  to  a  stinker  in  the  hope  of  get- 
ting your  money  back,  or  a  telephone 
company  burdened  with  copper  wires 
in  the  fiber-optic  age,  learn  from  the 
cognitively  humble  mouse.  an 
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IT'S  $969.  IT'S  FROM  IBM.  The  IBM  PC  300GL.  Today,  you  can't  afford  not  to  be  an  e-business.That's  why  we 
designed  the  IBM  PC  300GL.  It  starts  at  a  spartan  cost  of  just  $969*  And  remains  cost-efficient  over  time,  with  intelligent  new  management 
features  built  in.  Plug  one  in,  and  you  can  turn  it  on  and  configure  it  remotely.  And  smart  software  helps  restore  individual  hard  drives  in 
the  event  of  system  irregularities.  You  can't  afford  not  to  learn  more.  Visit  www.ibm.com/ibmpc  or  call  1  800  IBM  7255,  ext.  4924. 


Intel'  Celeron'  processor  300  MHz  /  32MB  memory  /  AGP  graphics  /  3.2GB  hard  drive  /  From  $969  (Monitors  from  $219) 


Pentium*  II  processor  333  MHz  /  32MB  memory  /  2MB  AGP  graphics  upgradable  to  4MB  /  3.2GB  hard  drive  /  From  $1,299  (Monitors  from  $219) 


I         (^/business  tools 


•Estimated  reseller  price  to  end  users  for  IBM  PC  300GI  model  6561-38U  ($9691  and  model  6275-44U  ($12991,  IBM  G-42  monitor  with  14'  screen  and  13.2"  viewable  image,  startn  $219;  monitor  shown  is  IBM  G-52 

with  15"  screen  and  13  6'  viewable  image,  starting  at  $239;  certain  features  described  above  are  available  for  an  additional  charge.  Actual  reseller  prices  may  vary  MHz  denotes  r  i  i  ocessor  internal  clock  speed  only, 

other  factors  may  also  affect  application  performance.  All  PCs  referenced  in  this  3d  include  an  operating  system  IBM  product  names  are  trademarks  of  International  Business  Ma;  «  Corporation.  Intel,  the  Intel  Inside  nAntil  irtV  II 

logo  and  Pentium  are  registered  trademarks  and  Celeron  is  a  trademark  of  Intel  Corporation  ©1998  IBM  Corp  All  rights  reserved  Pr F\  ■  H  a!  11 


".  »  .         "i>«  -"\  =>  .2 


on  say  yadda,  yadda,  yadda.  1  leard  it  all  before.  But  the  faci  remains  that  while  a  lot  ol 
ompanies  are  giving  you  lip  service  about  traditional  business  values,  we  actually  back 
lem  up.  With  the  energy  we  promise,  when  we  promise  it,  at  the  price  we  promise  it. 
\c  do  it  every  day  tor  customers  in  practically  every  industry  all  oxer  the  country. 
Lnd  we  can  do  it  tor  you  too.  Whether  you  need  a  more  dependable  supplier, 
letter  advice  on  how  to  buy  and  manage  your  energy,  or  a  specific  option  to 
rotect  your  business  against  unpredictable  weather  or  a  volatile  energy 
larket.  hor  more  information,  call  us  at  1-800-891-3687.  or  look  us  up 
ii  the  Web  at  www.aquilaenciiiy.com.  We'll  he  up.  You  can  count  on  it. 


Aquila  Energy 


A  UtiliCorp  United  Company 
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Jerry  Richardson  quit  football  over  $250.  When  he  came  back  to  it, 
he  made  a  tremendous  touchdown. 

A  fast-food  guy 
caters  to  the  fans 


By  Dyan  Machan 

With  the  stoic  demeanor  of  an 
oversize  Buddha,  Jerome  Richardson 
stares  into  the  distance  and  intones: 
"I'll  never  berate  a  coach  or  player, 
or  scream  about  losing  a  game." 
That's  clearly  not  George  Steinbren- 
ner  talking.  Owner  of  the  Carolina 
Panthers  football  team,  Richardson 
isn't  even  all  that  keen  on  telling 
Forbes  his  against-the-odds  story  of 
bringing  an  NFL  team  to  the  Caroli- 
nas.  "I'm  answering  your  questions 
because  you  asked  them,"  he  says 
with  the  Southern  courtliness  you'd 
expect  from  a  boy  raised  in  Fayette- 
ville,  N.C 

Still,  it's  quite  a  story.  With  the 
smell  of  new  carpet  in  the  air,  Richard- 
son is  perched  in  his  second-floor 
office  of  the  spanking  new  Ericsson 
Stadium,  one  of  few  privately  financed 
stadiums,  and  almost  certainly  the  best 
in  the  country.  We  thought  it  might 
be  fun  to  talk  football  over  a  hot  dog, 
while  sitting  on  the  new  stadium  seats. 
Not  so.  Richardson,  towering  and  tac- 
iturn at  6  foot  4  and  250  pounds,  is  a 
guy  who  gets  things  his  way.  We  travel 
to  a  local  Charlotte  restaurant  and 
brewery. 

The  best  way  to  illustrate  his  char- 
acter is  by  retelling  a  story  in  which 
Richardson,  a  recent  graduate  of 
Spartanburg,  S.C.'s  Wofford  College, 
was  a  rookie  wide  receiver  for  the 
Baltimore  Colts.  Making  a  crucial 
touchdown  in  the  Colts'  champi- 
onship 1959  game  helped  Richard- 
son gain  the  Colts  Rookie  of  the  Year 
award.  In  his  second  year  he  wanted 
a  $500  raise,  to  $10,000.  The  team 
offered  only  $9,750. 

He  quit  over  $250,  packed  his 
football  dreams  into  his  station 
wagon  and  drove  home. 
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"Maybe  I  was  stupid,"  he  shrugs, 
ordering  iced  tea.  We  should  all  be  so 
stupid.  He  took  his  winnings  from  his 
championship  game — $4,000 — and 
bought  his  first  Hardee's  franchise  in 
1961.  Then  he  bought  another  and 
another,  jumping  on  the  fast-food 
bandwagon  at  the  right  moment  in 
history.  By  1993  his  publicly  owned 
Flagstar  Cos.,  Inc.  had  $3.7  billion  in 
revenues  and  owned  528  Hardee's, 
1,013  Denny's  and  217  Quincy's 


Family  Steakhouses.  All  that  expan- 
sion forced  him  to  dilute  his  equity  in 
the  business,  but  Richardson  is  still  a 
multimillionaire. 

Along  the  way  he  was  badly  scarred 
when  several  Denny's  restaurants 
were  accused  of  discriminating 
against  blacks.  He  reacted  quickly 
and  personally  by  making  substantial 
amends,  but  the  beating  he  took  in 
the  media  explains  his  reluctance  to 
deal  with  the  press. 
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While  turning  management  of  his 
restaurants  over  to  others,  Richardson 
was  readying  a  return  to  football. 
People  want  to  own  football  teams  for 
different  reasons:  self-aggrandize- 
ment, investment,  love  of  the  game. 
Richardson  claims  the  main  reason  is: 
"I  grew  up  in  the  Carolinas  and 
wanted  to  give  something  back."  He 
orders  some  soup  and  a  side  of  rice 
and  beans.  He  gave  the  Carolinas 
something  they  wanted  badly.  Char- 
lotte barely  had  a  prayer  for  an  NFL 
franchise.  A  midsize  town  with  a 
backwater  image,  Charlotte  was  up 
against  bigger  cities  like  Oakland,  Bal- 
timore and  St.  Louis,  each  of  which 
had  suffered  the  pain  of  losing  an  NFL 
franchise  and  wanted  one  back.  San 
Antonio,  Memphis  and  Jacksonville 
wanted  teams  and  were  in  the  run- 
ning, too.  "A  national  magazine  gave 
us  50-to-l  odds  of  getting  the  team," 
says  Richardson,  sipping  iced  tea — 
and  clearly  relishing  that  fact. 

Shrewd  businessperson  that  he  is, 
Richardson  quickly  saw  that  the  sta 
dium  would  be  the  key.  Having  a 
modern  stadium  is  the  strongest  draw 
today  for  a  sports  team.  But  a  suitable 
stadium  and  team  would  cost  in  the 
neighborhood  of  $400  million.  A  lot 
of  promoters,  therefore,  lobby  to  get 
taxpayer  money  to  build  new  stadi- 
ums. "It  didn't  seem  right,"  said 
Richardson.  The  league  pooh-bahs 
didn't  agree.  "You're  going  to  have 
to  get  the  public  to  participate  if  you 
want  to  have  any  chance,"  they  told 
Richardson. 

Richardson  took  that  literally.  He 
would  go  to  the  public,  not  to  the 
taxpayer.  The  only  concession  he  got 
from  the  local  government  was  the 
'right  to  build  the  stadium  on  $60 
million  worth  of  city-owned  land,  for 
which  he  would  pay  $1  a  year.  Fans 
would  underwrite  the  cost  of  build- 
ing the  stadium  by  purchasing  the 
lifetime  right  to  buy  season  tickets. 
Would  it  work?  "We  didn't  know 
whether  we'd  get  a  dime,"  he  says. 

He  got  more  than  a  dime.  Starting 
July  1,  1993,  Richardson's  staff  sold 
$160  million  worth  of  rights  to  tick- 
ets priced  between  $600  and  $5,400 
apiece. 

This  would  become  one  of  few  pri- 
vately financed  football  stadiums  in 
the  world.   Twisting  the   arms  of 
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wealthy  friends,  and  visiting  the  local 
banks  for  loans,  he  got  the  balance  he 
needed:  $280  million.  Hugh  L. 
McColl  Jr.,  the  chief  executive  of 
NationsBank,  played  financial  quar- 
terback in  putting  the  loan  package 
together.  Richardson  got  Swedish 
telecommunications  giant  LM  Erics- 
son to  kick  in  $25  million  for  naming 
rights  over  nine  years. 

Raising  the  money  was  just  a  first- 
quarter  touchdown.  Now  he  had  to 
get  21  of  the  28  votes  from  the  NFL 
owners,  who  were  skeptical  of  the 
location.  Richardson  visited  each 
commissioner  and  lobbied  for  every 
single  vote.  It  was  unanimous.  "What 
Jerry  Richardson  did  is  like  high- 
jumping  over  an  8-foot  bar,"  says  NFL 
Commissioner  Paul  Tagliabue. 

The  Panthers  played  their  first 
season  in  1995,  finishing  7  and  9 — 
best  ever  for  an  expansion  team.  In 
their  second  season,  the  Panthers 
won  the  nfl  West  Division  and 
advanced  to  the  conference  champi- 
onship in  1996,  finishing  the  season 
12  and  4. 

Last  year,  however,  was  what 
Richardson  calls  "a  learning  experi- 
ence," with  the  Panthers  finishing  7 
and  9,  a  step  backward  after  the  pre- 
vious year's  high.  With  his  meaty 
hand  clutching  a  black  felt  pen,  he 
starts  making  indecipherable  circles 
and  arrows  on  the  paper  tablecloth  to 
explain  the  sequence  of  plays. 

Win  some,  lose  some — but  finan- 
cially, "Charlotte  is  working.  Even  if 
the  league's  television  revenue  dips — 
a  rather  likely  scenario — Richardson 
can  tap  preseason  local  TV,  the  gate, 
stadium  ads  and  national  radio  to  ser- 
vice in  excess  of  $200  million  in  debt. 
Equity  investors,  who  kicked  in  about 
$45  million,  aren't  getting  a  dime  in 
dividends,  but  most  of  them  care 
more  about  trying  to  win  the  Super 
Bowl  for  the  hometown  than  about 
making  a  killing. 

"I  just  know  we're  going  to  win," 
Richardson  says  simply.  With  that,  he 
stands,  flips  a  $50  bill  on  the  table  for 
the  tab  and  a  generous  tip  and  strides 
away  to  his  next  appointment.  The 
interview  was  obviously  over.  He  was 
willing  to  tell  us  what  he  thought  the 
public  had  a  right  to  know,  but  obvi- 
ously wasn't  eager  to  court  more 
questions.  m 


A  DAY  IN  THE  LIFE 

OF  A  FORBES 

RENAISSANCE 

PERSON 

AM 

5:30-Wake  up  call;  hit  the 
exercise  room  for  30. 

6:45-Take  the  scenic  route  to 
your  client's  office;  the  rental 
sedan  needs  a  workout  too. 

7l50-Breakfast  meeting  with 
client's  senior  officers. 

9:00-You  congratulate  yourself 
(again)  for  brokering  a  key  deal. 

9:15-Resist  the  urge  to  dive 
into  your  82  e-mail  messages; 
you've  got  an  11am  flight. 

9:30-Broker  calls  on  your  mobile 
phone  with  hot  tips;  you  know 
more  about  technology  stocks 
than  he  does. 

10l40-You  check  your  messages 
from  the  departure  lounge.  Great 
news:  golf  date  is  set  with  the 
CEO  of  your  newest  acquisition 
target. 

11l15-ln  air.  You  review  the 
quarterly  earnings  reports. 

PM 

1 :00-Client  Lunch 

3:00-Meetings  with  sales  staff 
of  your  local  office. 

4:30-Call  boat  crew;  you'll  be 
ready  to  sail  the  Bermuda  race. 

6l30-Still  working,  because  tomor- 
row you've  got  to  leave  early  for  your 
son's  soccer  match. 

8l30-Dinner  at  a  nice  restaurant. 
A  glass  of  wine  and  a  cigar  are 
in  order  after  the  meal. 

1 1 :00-You  have  an  early  flight 
and  a  full  day  at  the  office  ahead, 
so  you  need  your  beauty  rest. 


Person 
hotels  where 
hospitality 


-  *  v.  f<* 


(No  matter  what  your  title.) 


All  requests  are  graciously  attended  to  at  Renaissance  Hotels 

and  Resorts  (even  king-sized  requests).  That's  why  we  were  ranked  the  "Highest  Upscale* 
Hotel  Chain  in  Guest  Satisfaction"  in  a  1998  Frequent  Flyer  Magazine/J.D.  Power  and 
Associates  study.**  You  see,  we  believe  catering  to  our  guests 
is  the  essence  of  Renaissance  Hospitality."  It  means  you  may  ask  our  staff  for  truly  anything. 
And  at  every  Renaissance  hotel,  you'll  enjoy  superb  dining,  comfortable 
accommodations  and  a  warm,  inviting  atmosphere.  There  are  over  70  Renaissance  Hotels 
and  Resorts  in  23  countries  worldwide.  And  hospitality  reigns  in     sen  and 
every  one  of  them.  Call  1-800-HOTELS-l  or  your  travel  agent,  or  visit  us  at  renaissan  ehotels.com. 

It's  time  for  a  Renaiss 

RENAISSANCE. 

HOTELS  AND  RESORTS 


•Upscale  excludes  luxury,  mid-price,  economy  and  budget  chains.  '"rrequent  Flyer  Magazine/J.D.  Power  and  Associates  1998  Ups 
frequent  business  travelers  at  upscale  hotels  and  is  based  on  8,067  individual  evaluations.  11  upscale  hotel  chains  were  ranked  in  the 


Chain  Guest  Satisfaction  Study*  Study  conducted  among 
98  Renaissance  Hotels  International 


Donald  Panoz  wants  his  name  to  go  down 
in  automobile  history.  Don't  sneer— 
his  hybrid  engine  bears  watching. 

A  car  that  wasn't 
designed  by  committee 

By  Jay  Akasie 


Donald  E.  Panoz  stands  alone 

Like  Henry  J.  Kaiser,  a  tycoon  with  his  name  on  a  car. 


Donald  Panoz  likes  to  contradict 
himself.  One  company  he  founded 
developed  the  nicotine  patch,  but  he 
always  lights  up  a  cigarette  before  he 
takes  you  on  a  tour  of  the  resort  and 
vineyards  he  carved  out  of  the  north 
Georgia  woods  using  the  proceeds 
from  his  pharmaceutical  fortune. 

But  what  this  restless  63-year-old 
really  wants  is  to  have  his  name  on  a 
car.  An  assembly  plant  just  down  the 
road  from  Panoz's  country  club  and 
gated  community  houses  Panoz  Auto 
Development  Co.  Here  Donald's  35- 
year-old  son,  Daniel,  oversees  produc- 
tion of  the  Panoz  Roadster.  This  retro 
1930s  convertible  is  powered  by  a  32- 
valve  Ford  Cobra  V-8. 

Panoz  is  pursuing  an  enduring 
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dream:  After  World 
War  I,  flying  ace 
Eddie  Rickenbacker 
stuck  his  name  on  an 
automobile.  Indus- 
trialist Henry  J. 
Kaiser  produced  two 
models — the  Kaiser 
and  the  Henry  J. — 
in  the  1940s  and 
1950s.  Almost  every 
leading  car  today 
bears  the  name  of  a 
car  pioneer:  Ford, 
Chrysler,  Olds, 
Chevrolet. 

Eight  years  ago 
the  first  Panoz 
Roadster  rolled  out 
of  his  shop.  Now  60 
employees  assemble 
over  200  Roadsters 
by  hand  each  year. 
Retail  price: 

$60,000. 

The  Panoz  Road- 
sters are  tested  at 
Road  Atlanta  raceway,  which  Panoz 
bought  last  year.  He's  renovating  the 
track  to  accommodate  major  races  and 
to  publicize  his  brand. 

But  he's  not  stopping  with  the 
Roadster.  The  latest  model  is  the  Q9, 
a  hybrid-fueled  race  car  Panoz  built 
three  months  ago  to  take  on  the  GT1 
Formula  racing  circuit. 

The  automotive  giants  have  poured 
money  into  alternative -fuel  programs 
for  decades.  When  it  comes  to  actual- 
ly building  such  a  car,  Panoz  is  way 
ahead.  "The  big  car  companies  spend 
hundreds  of  millions  researching  new 
engines  and  decide  on  the  wrong  ones. 
No  wonder  they  can't  build  one  that 
will  endure  a  24-hour  race,"  he  says. 
Panoz  points  to  General  Motors, 


i\>  .Marriott  rewards- 

Now  earn  points  at  participating 
Renaissance  Hotels  &  Resorts. 

With  Marriott  Rewards,  it's  never 

been  easier  to  earn  free  vacations. 

You  can  earn  points  at  eight 

different  hotel  brands  and  over 

1,300  locations  worldwide. 
Call  1-800-249-0800  to  join. 


Renaissance  Locations 

North  America:  Arizona:  Scottsdaie  ♦  California: 
Indian  Wells,  Long  Beach,  Los  Angeles,  San 
Francisco  (2)  •  Colorado:  Denver  •  Washington,  D.C. 
(2)  •  Florida:  Orlando  (2),  St.  Petersburg  • 
Georgia:  Atlanta  (3),  Lake  Lanier  •  Hawaii:  Maui 

•  Illinois:   Chicago,    Oak    Brook,    Springfield 

•  Maryland:  Baltimore  •  Massachusetts:  Boston  ■ 
Missouri:  St.  Louis  •  New  York:  New  York,  White 
Plains  •  Ohio:  Cleveland  •  Tennessee:  Nashville 

•  Texas:  Austin,  Dallas  (2),  Houston  • 
Washington:  Seattle  •  Canada:  British  Columbia: 
Vancouver  •  Ontario:  Niagara  Falls  •  South 
America:  Brazil:  Sao  Paulo  •  Caribbean: 
Dominican  Republic:  Santo  Domingo  •  Grenada: 
St.  George's  •  Jamaica:  Ocho  Rios  •  U.S.  Virgin 
Islands:  St.  Thomas  •  Europe:  Austria:  Vienna 
(2),  Salzburg  •  Czech  Republic:  Prague  •  France: 
Paris  •  Germany:  Chemnitz,  Cologne,  Dusseldorf, 
Hamburg,  Heidelberg,  Karlsruhe,  Leipzig, 
Munich  •  Russia:  Moscow  •  Switzerland:  Zurich 

•  The  Netherlands:  Amsterdam  •  United  Kingdom: 
London  •  Turkey:  Antalya,  Istanbul  •  Asia- 
Pacific:  China:  Hong  Kong  (2)  •  India:  Goa  • 
Japan:  Gifu,  Naruto,  Okinawa,  Sapporo,  Tokyo  • 
Korea:  Seoul  •  Malaysia:  Kuala  Lumpur  (2), 
Melaka,  Sandakan  •  Myanmar:  Yangon  • 
Philippines:  Manila  •  Australia:  Sydney  •  Middle 
East:  Egypt:  Alexandria  •  Israel:  Jerusalem  • 
United  Arab  Emirates:  Dubai 

Call  1-800-HOTELS-l 
or  visit  us  at  renaissancehotels.com 


It's  tiine  for  a  Renaissance. 


The  Panoz  Q9  racer  on  display 

A  mean  muscle  car  with  a  soft  spot  for  the  environment. 


which  spent  over  $350  million  to 
launch  its  EV-1  battery-powered  car. 
Today  there  are  only  460  such  vehicles 
being  leased  in  California  and  Arizona. 
The  way  he  looks  at  it,  GM  spent  nearly 
$  1  million  per  car  for  a  technology — 
the  rechargeable  electric  battery — that 
won't  be  embraced  by  the  American 
public  in  the  near  future . 

"I  asked  myself  how  a  car  with  just 
a  battery  can  compete  in  the  market- 
place against  one  with  a  gas  engine  and 
100  years  of  technology  and  develop- 
ment behind  it,"  he  says.  "That's  when 
I  realized  that  the  hybrid  engine  is  the 
logical  next  step." 

Hybrid-powered  cars  contain  two 
motors,  one  usually  powered  by  tradi- 
tional internal  combustion  and  anoth- 
er by  a  battery  filled  with  nickel  metal 
hydride  cells.  When  the  driver  puts  the 
pedal  to  the  metal,  the  battery  kicks  in, 
conserving  gas  and  reducing  emissions. 

Until  now  the  battery  that  a  car 
required  was  too  heavy — upwards  of  a 
ton — to  be  practical.  Panoz  enlisted 
British  electric-motor  builder  Zytec 
Systems  to  develop  a  unit  that  would 
capitalize  on  a  racing  fundamental: 
90%  of  the  time  a  driver  is  accelerating 
or  braking  the  car.  Instead  of  a  lengthy 
pit  stop  to  charge  a  depleted  battery, 
the  Zytec  motor  is  powered  from  the 
kinetic  energy  produced  by  extended 
periods  of  braking. 

The  battery — composed  of  a  series 
of  cells — is  from  Germany's  Varta  Co. 
and  weighs  only  220  pounds;  the 
Zytec  motor,  another  35.  Pretty  light 


§  for    a    unit    that 

|  produces     150hp. 

%  Teaming  it  up  with 

I  the     V-8     means 

fewer  pit  stops,  an 

advantage     Panoz 

figures    will    turn 

heads  in  GT1  series 

races  this  fall. 

He'll  race  the  Q9 
stateside  at  Le  Petit 
Le    Mans    (at   his 
own  Road  Atlanta), 
and     at     Sebring 
before  gearing  up 
for  the  big  Le  Mans 
next  June.   Intro- 
ducing hybrid  tech- 
nology through  the 
racing     circuit     is 
important  to  Panoz 
because  he  says  it  shatters  the  myth 
that  environmentally  responsible  cars 
lag  in  performance. 

Success  on  the  racetrack  will  also 
help  Panoz  market  his  hybrid  system 
commercially.  The  new  Panoz  Esper- 
ante — a  hardtop  convertible — comes 
out  early  next  year;  some  will  be  fitted 
with  the  same  type  of  hybrid  engine 
that  was  under  the  Q9's  hood.  Price: 
$80,000-plus.  Although  Panoz  admits 
he's  eyeing  a  joint  venture  with  anoth- 
er car  company  to  market  the  hybrid 
engine,  he  won't  say  which  ones  he's 
approached. 

Daniel  describes  his  father  as  a  busi- 
nessman with  an  extreme  dislike  of 
committees,  which  perhaps  explains  his 
preference  for  building  businesses 
rather  than  running  them.  In  1960 
the  elder  Panoz,  who  then  owned  two 
drugstores  in  Pittsburgh,  used  a 
$20,000  investment  to  create  Mylan 
Laboratories,  which  today  is  a  $7  bil- 
lion manufacturer  and  distributor  of 
generic  drugs. 

He  left  Mylan  in  1 969  and  took  his 
young  family  to  Ireland,  where  operat- 
ing costs  were  low.  In  the  small  town 
of  Athlonc — unencumbered  by  com- 
mittees— he  hired  researchers  to  refine 
transdermal  drug  technology,  which 
resulted  in  the  nicotine  patch. 

"Last  year  we  were  the  laughing- 
stock [at  Le  Mans]  until  our  cars 
ended  up  in  the  top  ten.  Now  the 
establishment  is  laughing  at  our  Q9," 
the  younger  Panoz  says.  "They  won't 
be  laughing  next  year."  tm 


Let  others  do 
the  grandiose  new 
projects.  REIT  veteran 
Richard  Ziman  has 
a  quicker,  easier  way 
to  make  money 
for  his  shareholders. 

Mr. 
Fixer- 
Upper 

By  Tim  W.  Ferguson 


Not  far  from  Arden  Realty's  new 
digs  near  the  UCLA  campus  in  Los 
Angeles,  Chairman  and  Chief  Execu- 
tive Richard  Ziman  can  see  one  piece 
of  his  regional  office  REIT's  future. 

It's  a  33-year-old,  21 -story  ho- 
hummer  of  a  high-rise  in  Westwood 
Village,  notable  to  many  locals  only 
as  home  to  Monty's,  a  late-night 
steak  house  on  the  top  floor. 

Arden  is  about  to  strip  the  struc- 
ture to  its  core,  put  on  a  fancy  facade 
and  raise  rents  by  50%.  The  property 
is  well  worth  upgrading,  Ziman  says, 
because  no  one  will  ever  build  such 
space  again  in  the  development- 
hating  Village.  Nor  in  Beverly  Hills 
or  most  of  Los  Angeles'  prosperous 
Westside.  Arden  is  thick  in  these 
parts — indeed,  at  18  million  square 
feet  and  growing,  it  is  southern  Cali- 
fornia's largest  office  landlord. 

Ziman  specializes  in  what  he  calls 
"aging  desperadoes" — rehabs  that 
require  nothing  more  than  building 
permits  and  avoid  the  time-  and 
money-consuming  parking,  traffic 
mitigation  or  earthquake-structural 
standards  (and  political  warfare)  that 
brand-new  buildings  involve.  Ziman 
points  out  that  attendant  hassles  can 
add  $20  per  square  foot  to  a  new 
developer's  costs.  Rehabbing  avoids 
all  that.  His  only  regret  is  that  the  rel- 
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Parker  helps  Barko  prune 
its  manufacturing  costs. 


It's  solutions  instead  of  components  that 
appear  to  be  fueling  the  close  relationship 
between  Barko  Hydraulics,  LLC  and 
Parker  Hannifin  these  days.  Barko  is  one  of 
the  top  suppliers  of  forestry  and  logging 
equipment,  including  trailer-mounted  log 
loaders  that  lift  and  maneuver  felled  trees. 

Beyond  components  to  solutions 

For  the  past  15  years,  Parker  Hannifin 
has  supplied  Barko  with  motion-control 
components.  Now,  Parker  supplies  Barko 
with  complete,  ready-to-install  hydraulic 
assemblies.  On  Barko's  new  log  loaders, 
Parker  and  Barko  worked  together  to 
develop  a  full-system  solution. 

A  nearby  Parker  facility  delivers 
the  hydraulic  assemblies  to  Barko  on  a 
just-in-time  basis.  To  streamline  the 
installation  process,  Parker  trained  Barko's 
assembly  workers. 


Parker  Hannifin  Corporation 


The  benefits  of  single-sourcing 

Barko  was  finding  it  costly  and  cumber- 
some to  deal  with  dozens  of  component 
vendors.  The  company  wanted  to  shrink 
its  vendor  base  for  all  the  obvious  reasons. 
At  the  same  time,  Barko  wanted  to  align 
itself  with  an  industry  leader  that  would 
keep  Barko's  products  flowing  with  the 
latest  hydraulics  technology. 

According  to  Barko  President  Bill 
Hanson,  it's  inefficient  for  a  company  to  be 
an  authority  on  everything.  "We  prefer  to 
complement  our  knowledge  of  hydraulics 
technology  by  lining  up  with  an  industry 
leader  —  Parker  Hannifin,"  said  Hanson. 
"It  would  be  difficult  to  stay  on  top  of  all 
those  technologies  the  way  Parker  does. 
Motion  control  is  their  business;  serving 
the  forestry  customers  is  ours." 

The  new  single-supplier  arrangement 
helps  Barko  more  efficiently  manage  its 
assets.  Also,  with  fewer  suppliers,  Barko 
now  designs  its  machines  more  effectively 


and  delivers  them  to  market  more  efficiently. 
And,  Parker's  Application  Tech-Team 
continues  to  provide  Barko  with  new  and 
helpful  ideas. 

Thinking  globally 

In  all,  Parker  Hannifin  is  an  evergreen 
partner  to  350,000  motion-control 
customers  around  the  world.  And,  Parker's 
worldwide  manufacturing  and  distribution 
network  is  ready  to  help  Barko  grow 
globally,  too. 

For  more  information,  write  for  our 
annual  report:  Parker  Hannifin  Corporation, 
Dept.  FB-88,  6035  Parkland  Boulevard, 
Cleveland,  Ohio  44124-4141 .  For  product 
information,  call  1-800-C-PARKER 
(1-800-272-7537). 


A  Partnership  in  Vital  Technologies 


6035  Parkland  Boulevard 
Cleveland,  Ohio  44124-4141 
www.parker.com 


Parker 


Arden  Realty's  Richard  Ziman 

No  signs  of  a  top  in  southern  California. 


atively  modern  office  inventory  of  the 
region  doesn't  offer  more  major 
makeover  candidates. 

Arden,  with  its  targeted  acquisi- 
tions, is  a  promising  play  on  the 
rapidly  rebounding  values  and  rents 
along  the  California  coast  from  Ven- 
tura to  San  Diego.  Last  December 
Forbes  explained  how  reits  were 
changing  the  nature  of  property  own- 
ership in  the  U.S. — moving  it  from 
private  to  public  hands. 

Our  timing  wasn't  great.  Soon 
after  our  story  appeared,  Wall  Street 
began  souring  on  most  of  the  sector, 
with  office  P.EIT  prices  down  an  aver- 
age of  16%.  Ziman  hasn't  been 
spared.  He  owns  1.45  million  Arden 
shares,  which  fell  from  $32  to 
$23.50.  Clearly,  he  regards  the  drop 
as  temporary. 

Arden  has  half  a  billion  dollars  in 
"dry  powder"  for  purchases.  He  is 
partnering  on  a  few  development 
projects,  but  wants  to  keep  new  con- 
struction to  less  than  10%  of  the 
portfolio — "you  start  building  in  one 
market  and  end  up  delivering  in 
another."  Usually  he  ends  up  buying 
newer  buildings  such  as  those  recent- 
ly picked  up  in  the  red-hot  technolo- 
gy belt  north  of  San  Diego  and  in 


"  g  booming  Orange 
"  |  County  as  well. 
1 1       Where     avail- 
able, fix-up  prop- 
erties make  ever 
more  sense 

because  construc- 
tion work  may  be 
getting  cheaper 
even  as  the  costs 
of  starting  from 
scratch — such  as 
crossing  all  those 
t's  and  dotting 
all  those  i's — are 
going  up  and  up. 
Herbert  Porter, 
Arden's  senior  vp 
for  construction, 
points  to  just  one 
element — wiring. 
Aluminum 
makers  have 
come  up  with  an 
alternative  to 
copper  that  is  a 
third  the  price. 
Ziman,       55, 

was  a  private  Los  Angeles  property 

baron  before  the  last  bust,  in  the  early 

1990s.  He  made  his  mark  by  getting 

out  ahead  of  the  pack.  "I  was  at  a 

cocktail  party  on  a  Wednesday  night 

in  1989,  and  a  trophy  building  on  the 

Westside  went  down  at  some  $420  a 

square    foot,    significantly    above 

replacement  cost.  I  walked  in  my 

office  the  next  day, 

took   all   my   senior 

guys    and    said,    'I 

don't  know  what  the 

Japanese  are  doing.  I 

don't  know  what  the 

pension    funds    are 

doing,    but    they're 

right  there  bidding 

shoulder-to-shoulder 

with  the  Japanese.  It's 

time  to  go." 

It's  still  early  in  this 

cycle,  he  says.  The 

Federal       Reserve's 

recent  warning  about 

excessive  real  estate 

lending  was  "totally 

inappropriate      and 

unprofessional," 

Ziman    avers.   With 

memories  still  fresh 

from  tre  real  estate 


Ziman  Says: 
Rules  for  a  REIT 

•  Find  properties  in 
"suburban"  markets, 
where  down-zoning  lim- 
its supply 

•  Search  out  older 
buildings:  Rehabs  can 
be  easier  than  new 
construction 

•  Look  to  fill  vacant 
space  while  raising 
rents — it's  a  double 
kicker 

•  Hold  new  development 
under  10%  of  portfolio: 
"You  build  in  one  market 
and  deliver  in  another." 


disasters  a  decade  ago,  the  public 
markets  and  the  analysts  who  cover 
his  and  other  reits  will  not  let  animal 
spirits  soar  too  high,  in  his  view. 

With  that  in  mind,  Ziman  is  keep- 
ing Arden's  debt  relatively  low.  Since 
shoring  up  its  balance  sheet  through 
three  public  equity  offerings,  Arden 
has  bumped  up  debt  to  about  30%  of 
market  cap.  Other  office  REITs  hover 
around  40%,  but  that's  less  than  half 
what  many  private  operators  carry. 
Ziman  dislikes  staying  that  low  but 
says  "expectations  and  perceptions" 
on  Wall  Street  demand  it. 

So  why  are  REIT  prices  somewhat 
depressed  in  a  strong  bull  market  and 
despite  the  nearly  ideal  conditions 
Forbes  spelled  out  last  December? 
Ziman  cites  three  factors:  First,  a  fear 
that  buildings  are  being  bid  up  to 
where  they're  dilutive  and  not  accre- 
tive to  earnings — not  so  in  most  of  the 
country  and  certainly  not  for  Arden, 
he  says.  Second,  general  worry  about 
equities  at  the  lofty  levels  of  the 
market  indexes,  which  leads  the  yield- 
hungry  to  prefer  fixed-income  instru- 
ments even  though  most  have  payouts 
below  REITs.  And  third,  a  rotation  out 
of  real  estate  by  stock  funds  that  rode 
30%  to  50%  internal  rates  of  return  in 
the  early  going  but  aren't  satisfied  by 
the  13%  to  16%  Ziman  says  to  expect 
from  a  solid  REIT.  "The  business  of 
real  estate,"  says  Ziman,  "is  plodding 
along,  using  expertise  to  manage  your 
properties,  maximize 
revenues,  minimize 
expenses.  It's  steady. 
There's  no  Viagra." 

But  it  seems  that 
Viagra  is  what  the 
big  investors  want. 
Fidelity's  Contrafund 
dumped  758,000 
shares  of  Arden  in 
a  recent  six-month 
period,  according  to 
Morningstar.  Anoth- 
er office  REIT,  Beacon 
Properties,  saw  4.5 
million  shares  sold  by 
one  Putnam  and 
two  Fidelity  funds. 
Ziman  just  shrugs.  If 
REIT  prices  get  low 
enough,  he'll  start 
rehabbing  REITs  as 
well  as  buildings.  H 
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SlEBEL  Solutions: 
SalesEqUALS 
Global  SUCCESS 


Global 


APL'S  WORLDWIDE  SALES  FORCE  NEEDED  A  POWERFUL  CUSTOMER 


INFORMATION  SYSTEM  TO  MANAGE  OUR  GLOBAL  ACCOUNTS  SUCCESSFULLY. 

APL,  a  leader  in  container  transportation  and  logistics  services,  wanted  to  increase  its  team  selling 
efforts  in  order  to  win  and  manage  global  accounts.  That's  why  APL  chose  Siebel,  the  leader  in 
Enterprise  Relationship  Management  software.  With  Siebel  Sales  Enterprise",  APL  sales  professionals 
from  around  the  world  share  up-to-the-minute  customer  information  that  spans  languages  and  time 
zones.  The  results?  Truly  collaborative  selling  and  incredible  productivity  gains.  To  learn  how  Siebel 
can  drive  your  global  success,  call  1-800-720-3115  ext.  9212  or  visit  us  at  www.siebel.com. 
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Sales  *  Marketing  *  Customer  Service 


SAN   MATEO   •   CHICAGO   ■    BOSTON    •    NEW  YORK   •    LOS  ANGELES   •    LONDON    •    SYDNEY   •    PARIS    •    MUNICH    •   TOKYO    •    MEXICO  CITY 

©1998  Siebel  Systems,  Incorporated.    Siebel  and  Siebel  Sales  Enterprise  are  trademarks  of  Siebel  Systems,  Incorporated  and  may  be  registered  in  certain  jurisdictions. 


Remember  what  it  was  like  before  ther  g< 


[as  overnight  mail,  voice  mail,  and  e-mail?  You  actually  had  time  to  think. 
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It's  time  for  clarity. 
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Is  globalization  irreversible?  History  says  no. 

Globalization,  Act  III 

By  Peter  Brimelow 

DejA  vu  all  over  again?  Capitalist  triumphalism  and  globalization  glorification  are  the  conventional  wis- 
doms of  today.  But  similar  noises  were  being  made  at  the  close  of  the  last  century,  also  a  period  of  unprece- 
dented technological  change  and  prosperity — followed,  unfortunately,  by  the  disasters  of  World  War  I  and 
the  Depression. 

For  several  major  industrialized  countries,  including  the  U.S.,  foreign  trade — exports  plus  imports — has 
only  recendy  surpassed  the  levels  achieved  back  then,  in  the  buggy-whip  era  (see  chart). 

"Capital  flows  are  even  less  integrated,"  says  Steve  Hanke,  Johns  Hopkins  University  i 

omist  (and  Forbes  columnist).  Hanke  estimates  current  capital  Hot 
only  about  three-quarters  of  the  levels  achieved  in  the  1890s.  The 
century's  gold  standard,  he  believes,  made  capital  movements  easier 
by  eliminating  the  exchange 
rate     risk     that     plagues         ,  \  t 
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businesses  and  investors 
today. 

As    the    chart 
shows,     what 
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Research:  Edwin  S.  Rubenstein, 

research  director,  Hudson  Institute,  Indianapolis. 

edwinr@hii.hudson.org 
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Data  for  Germany  and  Japan  unavailable  before  1880  and  1930. 
respectively,  discontinuous  during  wars. 
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goes  up  can  come  down.  But  if  trade  does 
come  down,  the  U.S.  at  least  is  less  exposed 
than  countries  such  as  Germany  or  the 
U.K.  And  just  over  one-fifth  of  U.S. 
"foreign'"  trade  is  with  Canada,  a  con- 
tinental neighbor  and  so  closely  linked 
as  to  amount  to  a  sort  of  U.S.  eco- 
nomic shadow;  just  under  one- 
tenth  is  with  Mexico.  Bi 


A  lot  of  angry  letters,  including  a 
from  nonteachers,  argued  that  our  July 
tick  should  have  compared  teachers 
those  of  other  college- 
educated  professionals, 
rather  than  with  that  of 
the  average  worker.  But 
the    purpose    of    the 
charticle  was  to  com- 
pare teachers'  salaries 
state  by  state  in  the 
context  of  local  living 
standards.  State-by- 
state  income  data  by 
education  level  are 
simply  not  available, 
so   we   could   not, 
in   any  case,   have 
used  the  compari- 
son    our     critics 
would  prefer. 


And  remember  this:  Teachers'  salaries  are  cur- 
rendy  determined  not  by  market  forces  but  by 
a  political  process.  A  comparison  with  the 
average  wage  is  a  useful  measure  of  the  success 
of  teacher  unions  at  the  expense  of  ordinary  tax- 
payers, who  must  ultimately  foot  the  bill.  -P.B. 
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Sources:  European  Commission  (imports  and  exports  as  a  percent  of  GDP  in  all  four  countries.  1 960  to  1 997); 
U.S.  Department  of  Commerce,  Historical  Statistics  of  the  United  States;  Facts  on  File,  European  Historical 
Statistics  11870  to  1959);  Facts  on  File,  Economic  Statistics  (Japan,  1930  to  1959). 
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What's  the  problem  with  a  typical  audit  that  focuses  on  where  your  busin< 
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►  up&  COMERS 

It  takes  efficient  distribution  and  smart 
marketing  to  make  money  as  a  computer 
reseller.  Tim  and  Eric  Crown  have  both 
those  virtues. 

You  want  cables 


Edited  bv  Tom  Post 


with  that? 


By  William  P.  Barrett 

When  they  began  selling  computer  parts  a 
decade  ago,  Arizona  brothers  Eric  and  Tim 
Crown  were  long  on  ideas  but  short  on  cash. 
When  paying  a  vendor,  Tim  would  deliber- 
ately mar  the  routing  strip  on  his  check.  Bank  sorting 
equipment  ejected  the  demagnified  check  for  slower 
manual  processing,  gaining  the  boys  extra  days  of  float. 

So  what's  new?  Entrepreneurs  have  always  had  to  scrape, 
improvise  and  cut  corners.  What's  new  is  that  most  entre- 
preneurs look  for  underexploited  niches.  The  Crowns 
picked  a  crowded,  low-margin  business,  selling  brand-name 
computers  and  parts,  for  their  Tempe,  Ariz. -based  Insight 
Enterprises,  Inc.  They  succeeded  against  the  odds. 

Because  the  computer  retail  business  is  so  competitive, 
and  because  the  big  companies  have  so  much  clout  in  the 
Forbes  500s  market,  the  Crowns  concentrate  on  selling 
to  small  and  medium-size  businesses.  Barely  over  $200 
million  in  1994,  Insight's  revenues  are  likely  to  top  $1  bil- 
lion this  year.  On  this,  Insight,  public  since  early  1995  and 
traded  on  Nasdaq,  will  earn  an  estimated  $18  million, 
about  2%  on  revenues,  but  because  the  company  uses  its 
capital  well,  this  skimpy  margin  should  return  16%  on 
invested  capital. 

The  stock  has  risen  from  a  split-adjusted  ipo  of  $6  to 

►  follow  the  money  /  VENTURE  CAPITAL 


It's  all  about  hitting  targets:  Insight's  Eric  and  Tim  Crown. 


a  recent  $45.50,  valuing  each  brother's  10%  stake  at  $50 
million. 

It  all  started  in  1988,  early  in  the  PC  age.  Eric,  who'd 
been  in  consulting,  launched  Hard  Drives  International,  a 
mail-order  business,  initially  peddling  one  product:  a  20- 
megabyte  storage  device  for  a  bargain  $259.  Tim  joined 
several  months  later.  Since  credit  card  companies  back  then 
wouldn't  service  startup  mail-order  firms,  the  Crowns 
leased  a  tiny  storefront  as  a  retail  facade. 

Their  timing  was  excellent;  PCs  were  taking  off.  "I  never 
knock  luck,"  says  Eric,  the  36-year-old  chief  executive 
(Tim,  34,  is  president).  To  get  attention,  they  experiment- 
ed with  tacky  ads  featuring  skimpily  clad  women.  One 
thing  never  changed:  low  prices  and  good  service. 

In  1991  they  adopted  the  Insight  name  and  started 


Eve  shakes 
the  money  tree 


^sa    ^  <%> 


M{ 


Prowling  for  a  competitive  edge 
and  a  share  of  the  $7  billion 
raised  so  far  this  year,  niche  ven- 
ture capital  funds  are  popping  up 
everywhere.  Some  are  chasing 
specific  industries,  like  phone 
data  networks  and  E-commerce. 
A  few  are  tapping  into  a  relative- 
ly unexploited  area:  women-run 
businesses.  Less  than  10%  of 
venture  funding  goes  directly  to 
companies  run  by  women,  esti- 
mates the  venture  capital 
research  firm  VentureOne. 
^f  A  "It's  not  a  politically  correct 
^  thing,"  insists  Christine  Cordaro, 
founder  of  Aurora  Ventures.  "We 
\>    targete    this  area  because  we 


identified  a  market  need."  Cor- 
daro draws  on  15  years  of  expe- 
rience in  venture  capital  and 
biotech  to  focus  on  women- 
owned  startups,  as  well  as  com- 
panies making  women's  health 
care  products.  In  June  her  San 
Francisco-based  firm  closed  $8 
million  from  institutional 
investors  such  as  Wells  Fargo, 
BankAmerica  and  the  Calvert 
Social  Investment  Fund. 

It's  not  entirely  true  that  there 
is  no  politically  correct  angle  to 
these  firms.  In  the  last  year  the 
Washington,  D.C. -based  Wom- 
en's Growth  Capital  Fund  raised 
$10  million,  mostly  from  individ- 


uals. In  June  it  was  licensed  as 
a  Small  Business  Investment 
Corp.,  qualifying  for  2-to-l  match- 
ing funds  from  the  government. 
The  Small  Business  Administra- 
tion has  also  licensed  Nashville- 
based  Capital  Across  America, 
which  will  provide  some  $25  mil- 
lion worth  of  mezzanine  financ- 
ing to  women-owned  businesses 
in  the  Southeast. 

Because  of  their  extensive 
networking  among  female  entre- 
preneurs, women  venture  capi- 
talists can  often  produce  deals 
that  bigger  venture  capital  firms 
are  interested  in.  Thus,  Patty 
Abramson,  founder  of  Women's 
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changing  strategy.  With  disk  drive  prices  dropping,  the 
Crowns  no  longer  had  an  edge  in  this  narrow  market.  But 
they  did  have  customers  and  a  distribution  setup,  so  they 
began  offering  a  hill  line  of  computers  and  accessories  on 
the  same  basis:  rock-bottom  prices  made  possible  by  keep- 
ing costs  low. 

At  first  they  also  pushed  their  own  private-label  brand 
PCs  before  realizing  they  couldn't  match  the  resources  of  a 
Compaq  or  a  Dell.  Says  Tim,  "We  couldn't  get  big  enough 
fast  enough. "  They  decided  to  stick  to  other  manufactur- 
ers'' hardware,  and  are  today  big  sellers  of  NEC,  Compaq 
and  Toshiba. 

The  Crowns  quickly  exploited  the  cost-cutting  potential 
of  the  Internet.  On  the  World  Wide  Web,  they  could  pub- 
lish a  catalog  with  no  paper,  printing  or  mailing  expense. 
So  in  1995  they  switched  to  marketing  almost  exclusively 
via  telephone.  Once  a  customer  is  on  board,  he  or  she  is 
encouraged  to  order  via  the  Internet. 

From  three  huge,  multitiered  rooms,  nearly  900  sales 
reps  make  thousands  of  calls  a  day  to  businesses.  Once  lined 
up,  customers  can  order  anything  from  notebook  com- 
puters to  50-cent  replacement  keys  from  Insight's  Web  site. 
A  state-of-the-art  inventory  and  warehouse  system  keeps 
50,000  products  available  for  next-day  delivery. 

Where  feasible.  Insight  uses  direct  shipping — that  is,  it 
merely  transmits  the  order  to  the  supplier,  who  then  ships 
to  the  customer,  saving  Insight  inventory  costs. 

Insight  is  constantly  looking  for  efficient  ways  to  bolster 
its  franchise.  Last  year  the  brothers  paid  an  estimated  $1 
million — 25%  of  the  quarterly  promotion  budget — to  begin 
a  mulriyear  sponsorship  of  college  football's  Tucson-based 
Copper  Bowl,  since  renamed  the  Insight.com  Bowl.  Sports 
columnists  sneered,  but  Eric  figures  that  the  sponsorship 
helped  shore  up  the  Arizona  market,  which  is  10%  of  sales. 

Insight's  sales  have  been  climbing  50%  a  year — faster 
than  larger  rivals  CDW  Computer  Centers,  Micro  Ware- 
house or  Global  DirectMail.  With  the  growth  comes  risk: 
Accounts  receivable  have  risen  22%  faster  than  revenues, 
which  puts  return  on  capital  under  pressure.  But  Tim  says 
bad  debts  are  only  0.3%  of  sales,  and  with  small  business 
increasingly  dependent  on  technology,  the  potential  cus- 
tomer base  has  scarcely  been  tapped.  Mi 


Growth  Capital  Fund,  is  co- 
investing  with,  among  others, 
Bain  Capital,  in  Physicians 
Quality  Care,  a  Waltham, 
Mass. -based  women-run  com- 
pany buying  physician  prac- 
tices. Says  Abramson:  "I've 
spent  20  years  in  the  business 
community  here  focused  on 
women's  businesses.  That's 
legwork  into  building  relation- 
ships that  traditional  venture 
capital  firms  don't  have."  Using 
her  own  network,  Whitney 
Johns,  founder  of  Capital 
Across  America,  nabbed  her 
first  prospects  through  organi- 
zations like  the  National  Asso- 


ciation of  Women  Business 
Owners,  where  she  is  president. 
These  are  a  plastics  injection 
molding  company  in  Bowling 
Green,  Ky.  and  a  Vienna,  Va.- 
based  human  resources  con- 
sulting firm. 

The  Forum  for  Women  Entre- 
preneurs in  Palo  Alto,  Calif,  has 
signed  up  400  dues-paying 
members  in  only  two  years — cre- 
ating yet  another  network  for 
venture  capitalists  to  tap.  "Sev- 
eral of  the  business  plans  we're 
considering  came  from  women 
we  met  at  fwe,"  says  Cordaro,  of 
Aurora  Ventures.  -Rita  Koselka 


The  neighbors  too  noisy  or  the  trash  not 
getting  picked  up?  E-The  People  hopes 
to  make  money  by  providing  you  with 
a  way  to  make  your  voice  heard. 

We  the  people.com 

By  Scott  McCormack 


Awaiting  the  dawn  of  digital  democracy:  Alex  Sheshunoff 


When  Ted  Turner  and  the  other  honchos  at 
Time  Warner  tried  to  ignore  protests  about 
cnn's  distorted  report  that  Green  Berets  had 
nerve-gassed  defectors,  angry  vets  took  to  the 
Internet  and  forced  the  network  to  apologize.  Want 
something  done  about  that  pothole  down  the  street — or 
the  broken  swing  in  the  local  playground?  Do  as  the  vets 
did:  Get  on  the  Internet.  The  local  bureaucrats  can  deep- 
six  your  written  complaint,  but  they  can't  hide  from  the 
Internet.  Just  go  on-line  with  E-The  People  (www.e- 
thepeople.com)  and  start  a  petition  or  E-mail  the  city 
council  and  the  mayor. 

"People  don't  have  time  to  spend  three  hours  at  a  zoning 
meeting,  but  they  still  deserve  a  voice,"  explains  the  24- 
year-old  founder,  Alex  Sheshunoff,  with  a  slightly  profes- 
sorial air.  "This  at  least  gives  them  a  chance  to  be  heard." 
The  Yale  history  graduate  has  assembled  a  massive  database 
of  the  names  of  140,000  government  officials — in  thou- 
sands of  neighborhoods  across  the  country — and  posted  it 
on  the  Net  for  free  use. 

Here's  how:  At  the  E-The  People  Web  site,  type  in  your 
address  or  zip  code,  choose  your  area  of  concern  and,  a  few 
clicks  later,  up  pops  the  names  of  the  five  to  ten  most  rele- 
vant authorities.  With  a  few  more  clicks  you  can  compose 
a  letter  of  complaint,  or  start  a  petition  and  send  ten  E- 
moils  to  friends  or  neighbors  asking  them  to  sign  it.  After 
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No  map.  No  familiar  landmarks.  You're  looking  to  link  you 
and  you  didn't  bring  a  guide.  Hope  you  brought  a  lot  of  water. 
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gathering  the  number  of  signatures 
you've  designated,  the  petition  is  auto- 
matically sent  to  the  right  official. 

E-The  People,  which  officially 
launched  Aug.  1,  now  has  more  than 
20  employees  in  New  York  City  and 
Austin,  Tex.  Sheshunoff  (he's  the  son 
of  Alex  Sheshunoff  Sr.,  the  well-heeled 
Texas  adviser  to  regional  banks)  hit  up 
family  and  friends  for  over  $1  million. 
Most  of  that  went  to  hire  program- 


mers to  create  the  database.  But  now, 
with  rising  promotional  costs,  he's 
looking  for  a  strategic  partner. 

Thirty-five  daily  newspapers,  includ- 
ing the  New  Orleans  Times-Picayune, 
the  New  York  Daily  News  and  the 
Cleveland  Plain  Dealer,  have  signed 
up  with  Sheshunoff,  as  have  a  number 
of  local  advocacy  groups.  E-The 
People  shares  50%  of  ad  revenue  gen- 
erated through  its  pages  on  newspaper 


Web  sites — which  doesn't  amount  to 
much.  The  real  bucks,  he  hopes,  will 
come  from  corporate  sponsors. 

Unwilling  to  spend  millions  on  pro- 
motion to  make  people  aware  of  his 
service,  Sheshunoff,  a  shrewd  self-pro- 
moter, is  embarking  on  a  six-week 
"cross-country  tour  in  a  bus  designed 
like  a  giant  mailbox — just  about  guar- 
anteed to  attract  photographers  from 
the  local  sheets.  H 


►  face/OFF 

Two  dentists-turned-entrepreneurs  duke  it  out  in  the  bad  breath  market. 


Baring  their  fangs 


Ah,  business,  red  in  tooth  and  claw.  Rival  dentists  Jon  Richter  of  Philadelphia  and  Harold  Katz  of  Los  Angeles  are  going  at 
each  other,  peddling  similar  cures  for  bad  breath.  Both  claim  that  their  products  get  rid  of  stinky  gases  from  bacteria  on 
the  tongue,  whereas  over-the-counter  brands,  they  insist,  just  cover  up  odor  for  a  short  period  of  time. 

To  claw  their  way  into  the  $650  million  (annual  sales)  mouthwash  market,  they've  adopted  some  pretty  amateur  tactics, 
from  name-calling  to  hyping  their  products  on  tv  news. 

Lotsa  luck,  boys.  Do  you  really  expect  to  grab  shelf  space  from  Scope  and  Listerine?  Forget  an  industry  seal  of  approval— 
the  American  Dental  Association  doesn't  even  consider  halitosis  a  disease. 


Jon  Richter,  D.M.D.,  Ph.D.;  dentist 


Harold  Katz,  D.D.S.;  dentist 


Founded  ProFresh  International 
Corp.  with  $100,000. 
History:  Spent  years  making  chlo- 
rine dioxide — long  used  in  water 
treatment  plants — safe  to  use  in  a 
mouthwash  to  kill  halitosis.  Opened 
clinic  and  sold  first  home  kit  in 
1993.  Patent  approved  in  Decem- 
ber 1997.  Playing  it  safe — hasn't 
given  up  private  practice. 
Product:  ProFresh,  a  colorless,  tasteless  rinse  and  clean- 
ing kit,  zaps  odor  for  at  least  12  hours. 
Cost:  $39.95  for  two  16-ounce  bottles,  tongue  cleaner, 
toothbrush,  floss,  measuring  cup.  Refills:  $19.99.  Com- 
parable amounts  of  popular  mouthwash  brands  cost 
about  $5. 

Sales:  $2  million  in  1998 — or  so  he  hopes. 
Distribution:  Direct  mail,  Web  site,  rep  in  Philippines, 
800  number;  appears  in  four  catalogs. 
Customers:  Between  10,000  and  12,000;  varies  with 
publicity. 

Marketing:  Scored  big  with  positive  stories  (examples: 
USA  Today  in  1994  and  20/20  in  1996),  but  tied  up 
marketing  for  18  months  with  an  infomercial  company 
that  hasn't  delivered.  No  ads,  p.r.  or  Web  site  until  late 
1997.  Ouch. 

Alliances:  Finally  hired  business  partner  in  mid- 1996; 
one  investor. 

Weaknesses:  Once  mixed,  chemical  formula  quickly 
loses  potency.  Product  suffers  from  short  shelf  life  and  is 
currently  limited  to  liquid  form. 


*f  ^  Founded  California  Breath  Clinics 
I?  with  $2,500. 

History:  In  1994  daughter 

Rachel's  halitosis  sparked  interest  in 
I  cure.  Tested  other  products,  includ- 
\    ing  ProFresh,  before  mixing  own 

batch,  called  TheraBreath.  Left  20- 
I    year  family  dental  practice  to  run 

five  West  Coast  breath  clinics.  Sold 
'     first  home  kit  in  1995. 
Product:  A  minty  rinse,  gel  and  spray,  TheraBreath  uses 
sodium  chlorite  to  fight  swamp  breath. 
Cost:  $39.95  for  two  16-ounce  bottles  of  mouth  rinse, 
one  4-ounce  tube  of  gel,  toothbrush,  tongue  scraper  and 
2-ounce  bottle  of  sprav  Refills:  bottle  of  rinse,  $10;  tooth 
gel,  $9;  spray,  $5. 

Sales:  $3  million  in  1998;  hopes  for  big  boost  in  1999, 
with  international  push. 

Distribution:  Reps  in  Canada,  Brazil,  England,  Asia, 
plus  California  clinics,  direct  mail,  catalog,  800  number. 
Customers:  38,000. 

Marketing:  A  relentless  self-promoter,  Katz  spreads  his 
gospel  daily  on  TV,  radio,  Web.  Ten  minutes  on  QVC  nets 
some  3,000  orders.  Hits  international  markets  hard.  Ads 
in  local  newspapers  plus  New  York  Times  Magazine;  soon, 
he  says,  ads  will  appear  in  People  and  Time. 
Alliances:  Struck  national  ad  and  catalog  deal  with  direct 
marketing  outfit.  No  investors. 

Weaknesses:  May  have  credibility  problem,  with  1998 
lawsuit  alleging  patent  infringement  and  breach  of  con- 
tract. Settlement  pending.  -  JOANNE  GORDON  WM 
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Rolexes  they  aren't, 
but  waddya  expect 
for  20  bucks? 

Sultan 
of  schlock 


Subtle  he  isn't.  But  Ray  Lindstrom 
knows  how  to  turn  a  simple  retail 
operation  into  a  hell  of  a  sideshow. 
Located  in  the  Riverside  Resort  Hotel 
&  Casino  in  Laughlin,  Nev.,  The  Watch  Man 
Inc.  draws  a  couple  of  thousand  people  every 
day — many  of  them  over  60 — eager  tor  a 
break,  from  the  tables  and  slot  machines. 
LindstronTs  3,000-square  foot  store  offers 
about  20,000  timepieces — and  he  claims  he 
grosses  $4  million  a  \car  If  he  comes  even 
close  to  that,  it's  a  heck  of  a  lot  of  watches, 
because  all  his  prices  are  under  $20. 

Telling  the  time  is  not  what  this  is  aJ 
about.  He  has  watches  that  double  as 
brooches,  pendants  and  pens.  Watches 
depicting  your  favorite  politician,  sport,  reli- 
gion, profession  ("I'm  proud  to  be  a  — "), 
musical  instrument  or  animal.  Hippos?  "You 
want  a  side  view,  the  backside  or  a  closeup?" 
asks  Lindstrom.  His  most  popular  items: 
watches  with  big  faces,  Rolc\  knockofrs  and, 
yes,  Mickey  Mouse  watches. 

Lindstrom  packs  in  the  crowds  by  blitzing 
them  with  advertising.  Turn  on  the  TV  in  a 
Laughlin  hotel  room,  and  there  he  is  every 
half- hour  hawking  his  wares.  He's  hard  to* 
miss  in  all  the  tourist  publications  and  in  the 
local  newspaper.  Recently  he  hid  a  genuine 
$3,400  Rolex  among  the  cheapies;  find  it, 
and  it's  vours  for  $19.97.  (Someone  actual- 
ly did.)  ' 

"I've  always  been  a  promoter,"  says  Lind- 
strom, 56.  He  can  say  that  again.  Forbes  last 
visited  him  (Dec.  2,  1985)  when  he  was  ped- 
dling get-rich-quick  secrets  in  what  may  have 
been  the  world's  first  infomercial — and  took 
him  to  task.  "That  hurt,"  Lindstrom  admits. 
Later  he  got  into  the  900-number  business, 
pushing  sports  and  entertainment  trivia,  and 
numerology,  but  no  porn.  In  1993  he 
opened  his  watch  store  with  $14,000. 

Lindstrom  says  he's  received  lots  of  letters 
from  people  who  claim  they've  lost  their 
watches  or  run  over  them  by  accident.  He 
replaces  them  all  for  free.  He  can  afford  to. 
This  made-in-Asia  junk  costs  him  as  little  as 
$4  per  piece.  -T.R 
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An  interview  with  Vincent  Siew 


Taiwan  has  been  spared  the  worst  of  Asia's 
economic  woes.  Its  premier  explains  what  sets 
his  island  apart— and  responds  to  Bill  Clinton's 
anti-Taiwan  utterances  in  China. 

"We  had  a  quiet 
revolution" 


By  Andrew  Tanzer 

Taiwan's  economic  performance 
has  been  the  sturdiest  in  the  region. 
Its  economy  should  grow  by  about 
5%  this  year  in  real  terms,  while  most 
of  its  neighbors  face  economic 
shrinkage.  But  the  island  hasn't  been 
entirely  spared:  Its  exports  are  off  7% 
so  far  this  year,  and  the  stock  ex- 
change index  is  down  nearly  20% 
since  March.  Then  in  late  June  Bill 
Clinton  went  to  China  and  dismayed 
most  Taiwanese  by  toeing  Beijing's 
line  toward  Taipei. 

We  discussed  this  and  other  issues 
with  Vincent  Siew,  59,  Taiwan's  pre- 
mier, a  former  legislator  and  top  gov- 
ernment trade  and  economic  official. 


Forbes:  Why  do  you  think  Clin- 
ton uttered  his  three  "nos" — no 
support  for  Taiwan  indepen- 
dence, no  "two  China"  policy  and 
no  support  for  Taiwanese 
membership  in  any  organiza- 
tion for  which  statehood  is  a 
requirement — when  he  was  in 
Beijing? 

Siew:  The  talks  between  Clinton 
and  Jiang  in  Beijing  have  not 
direcdy  resulted  in  any  substan- 
tive harm  to  Taiwan,  and  both 
President  Clinton  and  U.S. 
policy  officials  have  repeatedly 
stated  that  U.S.  policy  toward 
the  Republic  of  China  [Taiwan] 
remains  unchanged.  Neverthe- 
less, President  Clinton's  state- 
ment has  caused  a  considerable 
degree  of  misunderstanding  in 
the  international  community  and 
especially  among  nations  friend- 
ly to  the  Republic  of  China. 


Although  Clinton's  declaration  had 
negative  implications,  the  U.S.  Presi- 
dent also  made  numerous  comments 
favorable  to  the  ROC,  including  twice 
calling  on  Beijing — and  only  Bei- 
jing— to  resume  bilateral  talks  as  soon 
as  possible.  This  shows  that  the  U.S. 
understands  Taipei's  sincerity  in  seek- 
ing to  resume  consultations  with  Bei- 
jing. Furthermore,  President  Clinton 
on  five  occasions  repeated  that  the 
cross-strait  question  should  be 
resolved  by  peaceful  means.  At  a  time 
when  the  mainland  repeatedly  refus- 
es to  renounce  the  use  of  military 
force  against  Taiwan,  these  remarks 
of  President  Clinton  are  particularly 
significant.  Even  more  significant  was 
his  clear  rejection  of  Beijing's  posi- 
tion on  U.S.  arms  sales  to  Taiwan. 
Politics  aside,  Taiwan  is  doing 
well  economically,  given  the  tur- 


Asia  falling 


moil  in  your  neighborhood. 

Taiwan's  economic  growth  was  not 
dependent  on  foreign  capital,  and  the 
New  Taiwan  dollar  was  not  over- 
valued. The  government  has  strict 
control  over  the  banking  system — the 
proportion  of  overdue  loans  made  by 
banks  is  less  than  4%. 

Since  98%  of  Taiwan's  domestic 
industry  is  composed  of  small  and 
medium-size  enterprises,  it  is  much 
more  resilient  and  flexible  when  re- 
sponding to  external  elements.  The 
quality  of  Taiwan's  goods  has  contin- 
ually risen,  with  high-tech  products 
emerging  as  the  mainstream  of 
Taiwan's  production  and  exports 
(Forbes,  June  1). 

Finally,  the  financial  structure  for 
domestic  enterprises  has  remained 
good.  The  capital-to-assets  ratio  of 
Taiwan  enterprises  is  53.9% — much 
higher  than  the  ratio  in  South  Korea 
and  Japan — so  the  debt  ratio  is  lower. 
How  long  will  it  take  for  Asian 
economies  to  recover? 
Three  major  factors  have  to  be  close- 
ly watched.  First,  the  political  stabili- 
ty in  Indonesia. 

Number  two  is  Japan:  Its  currency 
and  economy  are  still  very  weak.  I 
have  never  seen  the  Japanese  as  frus- 
trated and  depressed  as  today. 
Why  is  this  so  bad  for  Asia? 
In  the  first  quarter  of  this  year 
[Japan's]  imports  dropped  13.4%.  If 
Japan  continues  to  import  even  less, 
the  recoveries  of  Asian  economies  will 
be  adversely  affected. 

Number  three   is  the   PRC   [the 


Foreign  currencies  per  U.S.  dollar  (1/3/97=100) 
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Most  Asian  currencies  have 
crashed  since  the  region's  financial 
crisis  erupted  in  July  1997.  Hong 
Kong  has  managed  to  keep  its  dol- 
lar pegged  to  the  U.S.  currency.  The 
depreciation  of  Taiwan's  currency 
has  been  relatively  benign. 
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Taiwan  Premier  Vincent  Siew 

"Democracy  creates  more  transparency  between  government  and  business. 


People's  Republic  of  China].  The  prc 
has  committed  to  keep  the  renminbi 
unchanged,  but  all  kinds  of  unfavor- 
able developments  in  the  region  put 
the  prc  in  a  very  uncertain  situation. 

If  the  PRC  could  continue  to  honor 
its  commitment  [not  to  devalue]  and 
Japan's  currency  can  be  stabilized  and 
Japan's  confidence  be  restored  and 
Indonesia's  political  stability  can  be 
assured,  I  think  [recovery]  would 
•take  one  or  two  years. 
That's  a  lot  of  ifs.  Is  your  curren- 
cy under  pressure  from  the  yen? 
Yes,  day  after  day,  day  after  day. 
Why  has  Taiwan  fared  better  than 
so  many  of  its  neighbors? 
[Our]  democracy  creates  more  trans- 
parency between  government  and  the 
business  community.  Democracy  also 
helps  the  government  to  face  the 
crisis. 

Those  countries  heavily  affected  by 
the  crisis  generally  lacked  economic 
transparency,  and  their  governments 
too  readily  funneled  capital  to  cod- 
dled industries.  This  kind  of  crony 


capitalism  flourishes  in  the  absence  of 
democracy.  Without  an  active  oppo- 
sition playing  the  role  of  a  monitor, 
government  officials  easily  succumb 
to  abuse  of  power  and  corruption. 

Taiwan's  democratic  system,  legal 
institutions  and  free  press  all  work  to 
monitor  relations  between  govern- 
ment and  business  and  reduce  the 
likelihood  that  the  government  will 
steer  its  banks  to  runnel  capital  to  the 
consortiums  it  favors. 
Is  lack  of  democracy  going  to 
slow  the  People's  Republic's 
growth? 

If  you  look  at  the  history  of  econom- 
ic development  in  modern  countries, 
you  will  see  that  after  a  certain  period 
of  economic  growth  people  want  to 
see  political  reform,  so  that  the  ben- 
efits of  economic  growth  can  be 
shared.  That's  what  we're  seeing  in 
Indonesia  now.  That  happened  in 
Taiwan  ten  years  ago,  but  we  had  a 
quiet  revolution. 

What  does  this  economic  crisis  say 
about  the  "Asian  values"  theories 


asserted  by  those  who  don't  seem 
to  think  that  democracy  is  suit- 
able for  Asian  societies? 

By  my  definition,  Asian  values  have 
no  conflict  with  democracy.  Such 
concepts  as  discipline,  diligence, 
ethics  and  getting  along  well  with 
others  are  very  compatible  with  indi- 
vidualism and  the  spirit  of  democra- 
cy. In  fact,  Asia's  past  economic 
accomplishments  have  been  based  on 
an  amalgamation  of  Eastern  and 
Western  values. 

The  recent  crisis  stems  from  mistak- 
en industrial  policies,  lax  budgetary 
controls,  outdated  industrial  structures 
and  corrupt  relations  between  the 
government  and  business — not  from 
so-called  Asian  values. 
Many  observers  believe  that 
China  will  emerge  from  this 
crisis  as  the  leader  in  Asia. 
One  of  the  greatest  obstacles  to  the 
continued  development  of  the  main- 
land economy  is  institutional.  Most 
state-run  enterprises  are  losing  money 
and  have  been  unable  to  repay  bank 
loans.  This  accumulated  bad  debt 
represents  a  crisis  in  the  making. 
Unemployment  on  the  mainland  has 
risen,  social  order  has  deteriorated, 
and  political  and  administrative  re- 
forms have  been  implemented  too 
slowly.  The  economy  still  lags  far 
behind  such  an  economic  power- 
house as  Japan. 

In  many  ways  Taiwan's  economy 
is  becoming  integrated  with  the 
mainland's. 

If  you  look  at  the  past  ten  years,  our 
economy  has  become  very  close  to 
the  prc's.  But  we  have  to  be  careful 
about  that.  Beijing  still  harbors 
strong  hostility  toward  us.  We  hope 
that  we  can  continue  to  upgrade  our 
economic  structure  so  that  we  don't 
have  to  rely  heavily  on  the  market  in 
mainland  China. 

What  are  your  terms  for  unifica- 
tion between  Taiwan  and  China? 
The  issue  between  Taiwan  and  the 
mainland  is  a  conflict  of  systems.  Only 
a  good  system  that  will  bring  the 
whole  of  China  toward  modernization 
and  provide  for  the  welfare  of  the 
people  can  serve  as  a  foundation  for 
unification.  We  have  a  very  clear  objec- 
tive: We  will  pursue  peaceful  unifica- 
tion on  the  principles  of  democracy, 
freedom  and  equitable  prosperity.  H 
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American  retailers  are  rushing  to  Japan.  They  are 
helping  force  the  sort  of  changes  the  economy  needs. 

Bull  in  a 
stationery  shop 


By  Neil  Weinberg 


°fe 


Don't  COUNT  ON  a  visionary  politi- 
cian or  bureaucratic  edict  to  shake 
Japan's  $4  trillion  economy  out  of  its 
torpor.  It's  going  to  happen  because 
market  forces  drive  inefficient  opera- 
tors out  of  business,  lower  costs  and 
streamline  industries  in  often  small, 
unsung  ways. 

Consider  copy  paper.  Until  recent- 
ly Japanese  shoppers  had  little  choice 
but  to  walk  into  a  mom-and-pop  sta- 
tionery store  and  pay  the  manut 
turer's  suggested  price  of  around 


Office  Depot  Japan's  Masataka  Kubo 
"Japan  is  like  the  U.S.  12  years  ago. 


$17  for  2,500  sheets.  These  days 
they  can  walk  into  Office  Depot  in 
Tokyo  or  Hiroshima  (or  dial  in),  and 
get  2,500  sheets  for  $10.65.  At  rival 
Office  Max,  the  pack  is  one  yen — 
under  a  penny — less. 

Reluctantly,  Japanese  retailers  have 
had  to  lower  their  prices,  too.  Such 
savings  help  make  Japan's  economy 
more  efficient.  Japanese  businesses 


spend  $11  billion  a  year  on  sta- 
tionery. Office  suppliers  are  not 
alone  in  seeing  big  potential  in  a 
market  that  supports  over  twice  as 
many  stores  per  capita  as  the  U.S. 
American  retailers  have  been  stam- 
peding into  Japan  lately  (see  chart), 
thanks  to  plunging  real  estate  prices 
and  the  gradual  scrapping  of  a  pro- 
tectionist law  aimed  at  shielding 
mom-and-pops  from  big-box  rivals. 

When  Toys  "R"  Us  invaded  Japan 
early  this  decade,  Japanese  toymakers 
refused  to  sell  to  it  directly,  fearing 
they'd  lose  control  of  retail  prices. 
But  the  Paramus,  N.J. -based  firm 
persisted,  and  Japanese  shoppers 
loved  its  variety  and  low  prices.  The 
toy  chain  is  now  up  to  68  stores. 
Sales  hit  an  estimated  $536  million 
last  year,  giving  it  about  10%  of  the 
toy  market.  The  company  expects  to 
be  operating  100  Japanese  units 
within  two  years. 

"Toys  "R"  Us  came  in  with  the 
concept  not  just  of  toy  stores,  but  of 
one-stop  shopping,  which  was  new 
to  Japan,"  says  Kanoko  Oishi,  who 
heads  McKinsey  &  Co.'s  Asian  retail 
practice.  The  concept  spread.  Five 
years  ago,  says  Oishi,  70%  of  all 
Japanese  toy  stores  charged  full  retail 
prices;  today  only  30%  do. 

Cracking  other  markets  won't  be 
quite  as  easy  as  cracking  open  the  toy 
market.  With  office  supplies,  large 
companies  already  enjoy  discounts  of 
at  least  30%.  Office  Depot  doesn't 
yet  have  the  volume  to  match  such 
discounts  and  is  focusing  on  the 
small  office  and  home  office  market. 
But  it  will  take  a  while  to  accustom 
Japanese  business  shoppers  to  buy 
big  items  like  computers  at  the  same 
store  that  stocks  paper  clips  and  pen- 
cils. That  will  change. 

Office  Depot  Japan's  main  mis- 
sionary is  Masataka  Kubo,  president 
of  Deo  Deo,  Japan's  fourth-largest 
electronics  retail  chain.  (Electronics 
shops  are  already  highly  competi- 
tive.) Kubo  attended  an  Office 
Depot  presentation  in  New  York  in 
the  spring  of  1996  and  within  a  few 
months  had  penned  a  50-50  joint 
venture  agreement  for  the  Japanese 
operation,  which  he  chairs. 

"Japan  is  still  dominated  by  small 
stationery  stores  like  the  U.S.  was  12 
years  ago  when  Office  Depot  was 
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founded,"  says  Kubo. 

Office  Depot's  stores  are 
a  carbon  copy  of  U.S.  ver- 
sions, down  to  the  width  of 
aisles.  The  content  is  85%  to 
90%  Japanese.  The  7,000 
different  items,  about  the 
same  number  as  in  the  U.S., 
include  everything  needed 
to  run  a  Japanese  office — 
three  kinds  of  green  tea,  six 
flavors  of  instant  ramen, 
decorative  noshi  bukuro 
envelopes  for  cash  gifts  and 
large  crystal  ashtrays  at  28% 
off  retail,  as  well  as  comput- 
ers, pens  and  paper  clips. 

Kubo  aims  to  move  $70 
million  worth  of  supplies 
this  year — 60%  over  the 
phone — and  S2.1  billion 
annually  within  a  decade. 
That  means  quickly 
expanding  delivery  nation- 
wide from  the  Tokyo  and 
Hiroshima  areas  and  even- 
tually setting  up  350  Office- 
Depot  stores,  versus  635 
now  in  the  U.S. 

"Office  Depot's  annual 
sales  hit  S5.3  billion  in  the 
U.S.  in  ten  years,  so  we 
think  our  target  for  Japan  is 
realistic,"  he  says.  Kubo's 
operation  could  get  a  big 
boost  from  Office  Depot's 
plan  to  buy  Viking  Office  Products. 
Viking,  a  leading  U.S.  direct  mar- 
keter of  office  supplies,  has  been 
extremely  successful  penetrating  for- 
eign markets. 

Grand  openings 


The  mailing 
of  Japan 

Japan  has  relatively  few 
shopping  centers — 2,400, 
versus  43,000  in  the  U.S. 
Rents  are  prohibitively 
high.  Entrenched  retailers 
hog  good  shopping  space, 
inhibiting  the  growth  of 
mass  merchandisers  like 
L.L.  Bean  or  Office 
Depot.  But  now  real  estate 
prices  and  legal 
barriers  are  coming  down, 
and  for  better  or  for  worse, 
malls  will  soon  be  spread- 
ing across  the  Japanese 
landscape.  Herbert  Miller, 
founder  of  Mills  Corp., 
and  a  handful  of  partners, 
including  Soros  Fund 
Management  Group,  have 
set  up  American  Malls 
International  Japan. 

Over  the  next  decade 
the  company  plans  to  open 
eight  malls  of  2.2  million 
to  2.5  million  square  feet 
each,  somewhat  larger 
than  a  U.S.  super-regional. 
ami  Japan  President  Steve 


Morgan  figures  that  by 
scattering  the  sites  around 
the  Tokyo,  Osaka  and 
Nagoya  areas,  they'll  be 
within  reach  of  about 
three-quarters  of  Japan's 
125  million  consumers. 
Total  investment:  as  much 
as  $4.5  billion. 

AMI  Japan  plans  to 
charge  base  rents  plus  a 
cut  of  sales,  as  malls  do  in 
the  U.S.  and  Europe,  thus 
aligning  the  interests  of 
retailer  and  real  estate 
developer.  Half  the  shops 
will  likely  be  branches  of 
foreign  retailers. 

AMI  is  not  alone.  World 
Premier  Investments,  a 
Santa  Ana,  Calif,  firm,  is 
looking  at  five  Japanese 
projects  with  local  part- 
ners. "I  could  point  to  a 
lot  of  statistics  about  why 
we  want  to  be  in  Japan, 
but  it  comes  down  to  our 
belief  that  the  world's 
second-largest  economy 
isn't  going  to  be  in  the 
toilet  forever,"  says 
Andrew  Sun,  World  Pre- 
mier's president.  "Fortu- 


nately several  pension 
funds,  real  estate  invest- 
ment trusts  and  wealthy, 
opportunistic  investors  are 
willing  to  back  us  up." 

Hurdles  still  abound. 
Last  year  AMI  got  about 
half  the  350  landowners 
needed  to  approve  a  mall 
in  Moriya,  25  miles  north- 
east of  Tokyo.  Then  the 
Ministry  of  Agriculture 
declared  it  had  no  inten- 
tion of  rezoning  the  agri- 
cultural land  for  develop- 
ment. Some  of  the  very 
same  landowners  dutifully 
signed  a  petition  opposing 
the  project.  Though 
Japanese  bureaucrats  do 
not  let  go  easily,  ami's 
Morgan  hopes  to  have  the 
land  rezoned,  noting  that 
a  milk  plant  and  brewery 
already  operate  adjacent 
to  the  site. 

"We're  not  the  black 
ships  forcing  Japan 
to  open  its  doors," 
says  Morgan.  "We're 
doing  things  that  will 
help  Japan  be  more  suc- 
cessful." -N.W    M 


•  Retailer/specialty 

Date  first 

store  opened 

in  Japan 

Stores 
in  operation 

Stores  planned/ 
date 

Athlete's  Foot/shoes 
Eddie  Bauer/clothing 
Foot  Locker/shoes 

Gap/clothing 

3/98 
9/94 
9/97 
6/95 

10 

31 

4 

21 

100  by  2001 

50  by  2000 

NA 

NA 

LL  Bean'/clothing 
McDonald's/hamburgers 
Office  Depot'/office  supplies 
Office  Max  "/office  supplies 

11/92 
7/71 
12/97 
11/97 

11 

2,620 

2 

2 

150  by  2008 

10,000  by  2006 

350  by  2007 

50  by  2000 

Pier  1  imports/household  gooc 
Starbucks/coffee 
Talbots/clothing 
Toys  "R"  Us/toys 

s      4/96 
8/96 
2/90 

12/91 

17 
22 
42. 
68 

100  by  2001 
NA 
NA 

100  by  2000 

'Also  doing  direct  sales  in  Japan.  NA:  Not  available. 

Source-.  Forbes. 

Though  Office  Depot  and  Office 
Max  have  opened  just  two  stores 
each  in"  Japan,  they're  already  shak- 
ing up  the  office  supply  industry. 
Kokuyo,  Japan's  top  stationery 
maker,  recently 
set  up  Net 
Kokuyo  to 

handle  Internet 
sales  and  is  build- 
ing a  chain  of 
shops  akin  to 
Kinko's. 

Real  estate  prices 
are  way  down. 
Red  tape  is  dimin- 
ishing. Little  won- 
der that  these 
and  many  other 
U.S.  retailers  are 
rushing  to  set  up 
shop  in  Japan. 


U.S. -style  retailing  is  spreading  fast 
in  Japan.  Yoshihisa  Imaizumi,  presi- 
dent of  Plus  Corp.,  Japan's  second- 
largest  stationery  supplier,  is  an  avid 
student  of  U.S.  retailing.  He  recog- 
nized long  ago  that  Japan  would  go 
the  way  of  the  U.S.  and  in  1993  set 
up  Askul,  which  delivers  office  sup- 
plies overnight  to  small  businesses. 
Askul  is  signing  up  1,300  corporate 
accounts  a  day,  with  prices  similar  to 
Office  Depot's.  It's  also  letting  sales 
agents  set  their  own  prices  to  lure  big 
corporate  accounts  and  putting  up 
office  supply-laden  convenience 
stores  in  business  districts. 

The  little  guys  are  feeling  the  heat. 
Competition  has  eliminated  one- 
third  of  small  stationery  shops  over 
the  past  two  decades.  Of  the  remain- 
ing 21,000,  as  many  as  85%  should 
vanish  in  the  next  ten  years.  Sad  in  a 
way,  but  good  news  for  consumers 
and  for  the  Japanese  economy.      ■> 
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computers  &  communications 


You've  heard  of  Chainsaw  Al.  Now  meet  Bill  Ask-the-Customer  Miller. 

The  customer  knows  best 


By  Anne  Linsmayer 

Turnaround  artists 
come  in  three  flavors: 
chainsaw,  refocus  and 
nice  guy.  Nice  guv  fits 
William' Miller,  52.  He 
rescued  Avid  Technology 
without  mass  layoffs  or 
radical  restructuring. 

Tevvksbury,  Mass.- 
based  Avid  was  a  pioneer 
in  equipment  for  digitally 
editing  films.  Revenues 
shot  from  $52  million  in 
1992  to  $407  million  in 
1995.  But  fortunes 
change  quickly  in  the  dig- 
ital world,  and  in  early 
1996  the  stock  was  off 
65%,  morale  was  sinking, 
and  the  company  was 
burning  through  cash — 
$20  million  a  quarter, 
with  just  $50  million  in 
the  bank. 

Under  Miller's  prede- 
cessor, Curt  Rawley,  Avid 
built  revenues  with  scant 
regard  for  financial  con- 
trols. Inventories  and 
receivables  were  piling 
up,  systems  were  shipped 
with  bugs,  and  angry  cus- 
tomers found  themselves 
on  hold  for  nearly  an 
hour  on  support  lines. 
Pretty  annoying  for  cus- 
tomers who  pay  as  much 
as  $100,000  for  an  Avid 
system. 

To  clean  things  up,  the 
board  brought  in  Miller     ■■■■ 
in  April  1996.  Miller  had 
been  running  Quantum  Corp.  and 
before  that  had  helped  straighten  out 
Control  Data's  Commercial  Credit 
consumer  finance  subsidiary. 

Arriving  at  Avid,  he  turned  on  his 
midwcstern  charm  and  flew  to  over 
IS  of  Avid's  offices  around  the  world 
to  deliver  pep  talks.  Miller  admitted 
lie  didn't  know  much  about  digital 
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The  unlikely 
His  editing 


toast  of  Tinseltown:  Avid  Technology  Chief  Executive  Bill  Miller 
equipment  helped  Titanic  haul  in  the  Oscars. 


filmmaking,  but  neither,  he  remind- 
ed listeners,  did  he  know  much  about 
moneylending  when  he  took  on  the 
Control  Data  assignment.  "So  I  spent 
weeks  standing  in  bank  lobbies  and 
talking  with  our  customers,"  he 
recalls.  "Customers  will  tell  you  what 
the  problems  are." 

1      mcial  analysts  urged  Miller  to 


slash  payrolls  to  get  the  stock  moving 
again.  No  way,  said  Miller.  Let's  see 
what  the  customers  say. 

The  customers — mostly  filmmak- 
ers, TV  editors  and  ad  agencies — told 
Miller  the  technology  was  great,  but 
Avid  was  killing  them  with  faulty 
quality  and  desultory  delivery.  "We 
had  $20  million  worth  of  spare  parts 
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Avid  applications  editor 
Larry  Young  works  his  magic 
Microsoft's  along  for  the 
ride  into  the  great  growth 
market  of  television. 


floating  around,"  says 
Miller.  He  installed  a 
tracking  system  and  re- 
organized distribution. 
Inventories,  close  to  $70 
million  when  Miller 
arrived,  are  now  $10 
million. 

Avid's  video  editing 
machines  consist  of 
souped-up  Macintosh 
computers  equipped 
with  extra  memory 
(color  video  uses  a  lot  of  bytes) 
and  Avid  written  software.  The 
equipment  allows  a  film  editor  to 
do  with  mouse  clicks  what  once 
was  done  with  scissors  and  splicing 
tape.  "Avid's  technology  was  so 
amazing  that  customers  would  put 
up  with  anything  to  get  it,"  says 
Miller. 

But  not  forever.  Avid's  "first-fix 
effectiveness"  i  fixing  a  problem  on 
the  first  call)  was  under  50%.  Miller 
immediately  changed  troublesome 
designs  that  were  causing  the  major- 
ity of  calls  and  increased  training 
hours  for  his  support  staff.  Its  first  -fix 
rate  is  now  over  90%,  and  the  call 
wait  is  about  two  minutes. 

Cheaper  alternatives  were  cropping 
up  from  Truevision,  Pinnacle  Systems 
and  others  that  offered  video  editing 
software  running  on  Windows.  Avid 
kept  ahead  of  the  competition  with 
innovations  like  IntraFrame,  giving 
editors  the  capability  to  go  inside  a 
frame  to  change  colors  quickly. 

Avid  is  also  defending  its  flank  by 
selling  a  low-end  Windows  video 
editor,  the  MCXpress,  priced  at 
$10,000.  It  is  aimed  at  in-house  pro- 
ducers of  training  and  promotional 
videos — a  $1  billion  market. 

While  retaining  its  Apple  tie,  Miller 
has  moved  Avid  closer  to  the  Wintel 
camp.  Last  year  Avid  sold  1.6  million 
shares  to  Intel,  raising  $15  million.  In 
June  Avid  bought  Microsoft's  Soft- 
image  subsidiary,  a  Montreal-based 
operation  that  makes  software  to  gen- 
erate special  effects  in  movies  and  ads. 


It  paid  partly  with  stock  and  war- 
rants, making  Microsoft  Avid's  largest 
shareholder,  9%.  Worth  the  price? 
"We're  laying  the  groundwork  to  be 
a  one-stop  shop  for  the  TV  finishing 


market,"  Miller  says. 

Feature  films,  increas- 
ingly using  special 
effects,  are  a  hot  market 
for  Avid,  but  down  the 
road  TV  looks  even 
hotter.  The  average  cable 
household  will  have  90 
channels  by  the  end  of 
this  year,  and  with  the 
fast  spread  of  digital  sig- 
nals, that  number  may 
increase  very  quickly. 
More  channels  mean 
more  programming  to 
edit  with  software  like 
Avid's. 

Avid's  earnings  last 
year  rebounded  to  $26 
million  on  sales  of  $471 
million,  after  a  loss  of  $38  million  in 
1996.  This  year  looks  considerably 
better.  Says  Miller:  "In  every  instance 
of  media,  you'll  need  a  tool  to  tell  the 
story.  That's  Avid."  ■■ 


When  William  Larson  signed  on  with  Network 
Associates,  the  company  had  cool  software 
and  tiny  sales.  After  five  years,  it's  bucking 
to  become  the  next  Computer  Associates. 

From  freeware 
to  profitwar e 


By  Christine  Foster  with  Julie  Pitta 

On  THE  DAY  William  Larson  joined 
Network  Associates  five  years  ago,  the 
company's  40  employees  treated  the 
new  chief  executive  to  a  rousing  ren- 
dition of  the  rock  'n'  roll  classic  "In-a- 
Gadda-Da-Vida."  After  the  uncon- 
ventional greeting,  Larson  toured  the 
tiny  software  outfit's  technology  sup- 
port center,  where  three  self-described 
"white  witches"  told  the  new  boss 
they  were  worried  that  the  company 
would  become  obsessed  with  profits. 
"I  feel  like  I  walked  into  the  Star  Wars 
movie,"  Larson  recalls. 


Ten  years  ago  Network  Associates 
was  a  ragtag  band  of  programmers 
trying  to  make  a  living  off  share- 
ware— the  kind  of  software  that  is  dis- 
tributed free — with  a  plea  to  the  user 
to  send  in  a  voluntary  donation  if  the 
program  proved  useful.  The  compa- 
ny's founder,  John  McAfee,  an 
accomplished  coder  who  started  the 
Santa  Clara,  Calif.-based  business  with 
a  single  program  that  searched  for 
computer  viruses,  is  a  folk  hero  in  the 
eccentric  and  self-absorbed  freeware 
community. 
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The  combination  of  a 
buttoned-down  execu- 
tive with  free-spirited 
techies  could  have 
proved  lethal  had  Larson 
not  spent  his  entire 
career  working  alongside 
software  programmers. 
After  graduating  from 
Stanford  University  with 
a  law  degree,  Larson 
signed  on  with  business 
consultancy  Bain  &  Co., 
where  his  client  was 
now-defunct  computer 
game  maker  Activision. 

Later  he  worked  in 
sales  and  marketing  at 
Apple  Computer,  Inc., 
and  he  marketed  Unix 
operating  system  software 
for  Sun  Microsystems 
Inc.  Today  Sun's  Unix 
easily  outsells  all  the 
other  versions  of  this  25- 
year-old  programming 
classic  combined.  The 
fact  that  it  can  be  sold  at  B^^B 
all  is  something  of  an 
accomplishment,  given  that  the  origi- 
nal Unix  was  created  by  AT&T  and 
given  away.  Larson  is  no  programmer, 
but  he  knows  how  to  add  sizzle  to  a 
product. 

Did  Larson  sweep  out  John 
McAfee's  white  witches?  No.  "You 
had  to  give  these  guys  a  lot  of  credit," 
Larson  says.  "They  sold  $40  million  of 
software  without  a  sales  force."  Credit 
he  gave  them — in  a  visible  way.  He 
made  the  stock  go  up,  from  $1.50 
when  he  arrived,  to  a  recent  $48.  Two 
of  the  tech  support  department's 
witches  retired  after  making  millions 
from  stock  options. 

Larson  has  a  three-step  system  for 
building  a  software  company: 

First — flesh  out  the  product  line.  By 
itself,  McAfee's  antivirus  program 
didn't  amount  to  much;  now,  thanks 
to  a  string  of  13  acquisitions,  Network 
Associates  has  a  full  suite  of  products 
for  managing  and  hacker-proofing  a 
network  of  PCs.  It  offers  such  features 
as  encryption,  intrusion  detection, 
firewalls  (to  protect  a  network  from 
modem  assaults)  and  software  to  run 
help  desks. 

Second — bundle  products  to  get 
higher  returns.  Whereas  once  users 


Network  Associates  Chief  Executive  William  Larson 

Building  an  empire  by  gobbling  up  small  software  outfits. 


saw  bids  for  smaller  amounts,  Net- 
work Associates  now  has  clients  paying 
as  much  as  $500,000  a  year  in  bun- 
dled products,  according  to  Ira 
Machefsky,  vice  president  at  Giga 
Information  Group,  a  market  research 
firm  in  Santa  Clara,  Calif. 

Third — market,  market,  market. 
Larson's  ad  budget  to  launch  the 
reworked  company  was  $10  million, 
including  a  slick  television  spot  that 
ran  during  the  Super  Bowl.  In  April 
Larson  leased  an  11 -story  mirrored 
building  right  off  Silicon  Valley's 
heavily  trafficked  Highway  101,  and 
plastered  the  Network  Associates 
name  on  it. 

He  has  no  fewer  than  1 ,000  sales- 
men on  die  payroll.  Some  of  these  are 
telephone  salesmen,  who  average  75 
calls  a  day  Experienced  salesmen  are 
paid  50%  salary  and  50%  commission. 

Look  at  what  Larson  has  wrought: 
In  1992,  the  year  before  the  board 
brought  him  into  what  was  dien  called 
McAfee  Associates,  the  outfit  racked 
up  sales  of  $20  million.  This  year, 
estimates  Value  Line,  it  will  do  $845 
million.  Larson  disagrees;  he  says  he's 
going  to  top  $1  billion. 

Larson's  strategy  sounds  a  lot  like 


that  of  Computer  Associ- 
ates. That  firm's  founder, 
Charles  B.  Wang,  started 
small,  with  a  mainframe 
utility  that  sorted  data. 
But  after  more  than  60 
acquisitions  and  much 
shedding  of  acquired 
employees,  he  has  built  a 
firm  with  sales  of  $4.7 
billion  and  a  market  value 
of  $19  billion. 

Larson  is  on  his  way  to 
doing  much  the   same 
thing,    with    a    market 
value  of  $5.2  billion  for 
Network  Associates.  In 
his  largest  deal  to  date,  he 
picked  up  Network  Gen- 
eral   in    December    for 
$1.3    billion.    Network 
General's  network  man- 
agement software  pro- 
grams stayed;  10%  of  its 
880  employees  departed. 
As  Wang  does,  Larson 
can  pay  handsomely  for 
acquisitions  because  he 
uses  his  own  high-priced 
stock  as  currency.  At  $48,  Network 
Associates  is  going  for  37  times  trail- 
ing 12-month  earnings. 

Larson  bristles  a  bit  at  the  compari- 
son. At  the  end  of  1996  he  found  him- 
self on  the  losing  end  in  a  battle  with 
Wang  for  Cheyenne  Software,  Inc.,  a 
vendor  of  desktop  applications.  But  the 
irrepressible  Larson,  who  once  report- 
edly announced  at  a  company  barbe- 
cue that  he  would  "take  down"  British 
competitor  Dr.  Solomon's  Group 
Pic. — "and  I  don't  care  if  I  make  a 
goddamn  dime" — just  bought  desktop 
utilities  software  maker  CyberMedia 
for  about  $130  million.  Sure  has  a 
Computer  Associates  ring  to  us. 

Larson  does  think  big.  About  a  year 
ago  he  toyed  with  the  idea  of  buying 
former  employer  Apple  Computer  and 
turning  the  beleaguered  computer 
maker  into  a  Web  service  provider. 

There's  a  lot  more  consolidation  to 
come  in  the  fragmented  software 
market,  and  Larson  plans  to  be  one  of 
the  chief  consolidators.  Wise  in  the 
ways  of  financial  markets,  he  knows 
that  success  depends  on  keeping  that 
stock  price  high.  "If  you  miss  a  quar- 
ter on  Wall  Street,  it's  like  [missing] 
the  drop  zone  at  3  Gs,"  he  says.     H 
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just  become  the  newest  4virdess~-operator'  in  the  region, 
/ou  have  nine  months  to  cover  the  territory. 

1  he  res  a  company  that  can  get  you  there  iaster. 


speeding  SUCCESS  Around  the  world,  Nortel  customers  are  realizing  that  time  to  market  can  mean  speed  to  profit. 

In  Belgium,  Nortel  helped  one  wireless  operator  meet  a  tight  deadline,  reach  nine  out  of  ten  subscribers  from  the  outset,  and 
double  the  expected  results.  In  Israel,  thanks  to  fast,  cost-effective  network  deployment,  another  Nortel  customer  is  winning  on 
low  price  and  sophisticated  services.  And  with  Nortel's  help,  a  wireless  customer  in  the  United  States  achieved  its  mission-critical 
deadline  and  implemented  the  nation's  largest  all-digital  network.  To  learn  what  we  can  do  for  you,  |^J  />QTr  I 

visitusatwww.nortel.com/success3.  Or  call  us  at  1-800-4NORJEL  We'll  help  speed  your  success.  NORTHERN  TELECOM 


1 1  998  Northern  Telecom.  Nortel  and  the  Nortel  globemark  are  trademarks  of  Northern  Telecom. 


By  Guy  Kawasaki 


software  horizon 


Geek  speak 


Window. 
The  time 
between 
when  a 
company 
innovates  and 
Microsoft 
incorporates. 


Geek  speak,  like  most  such  hip  means  of 
expression,  is  designed  to  impress  the  out- 
sider with  the  user's  deep  knowledge,  while 
preparing  to  pick  the  outsider's  pocket.  In 
the  interest  of  perhaps  saving  the  general 
reader  a  lot  of  money,  I  hereby  offer  my 
own  somewhat  cynical  definitions  of  this 
arcane  language: 

Amazon.com.  The  only  com- 
pany that  prevents  "electronic 
commerce"  from  being  an 
oxymoron. 

Banner.  A  mechanism  to 
decrease  the  profits  of  Internet 
service  providers  by  slowing 
down  access  to  a  Web  site. 

Browser.  Operating  system 
software  that  creates  a  stream  of 
revenue  for  lawyers. 

Cable  modem  A  gizmo  that 
creates  a  $4  billion  valuation 
for  a  company  with  50,000 
customers.  mmmmmm 

Click  through.  The  speed  at 
which  you  try  to  avoid  on-line  advertising. 

cpm  (cost  per  M.B.A.).  The  average 
amount  of  money  each  M.B.A.  causes  a 
company  to  lose. 

Content.  The  information  on  a  Web  site 
that  a  company  employs  25  people  to 
gather  that  could  have  been  obtained  by 
reading  any  newspaper. 

ADSL.  Asynchronous  dumb  "sushi"  luck. 
The  conditions  it  takes  to  get  a  high-speed, 
full-time  connection  installed  in  your  house. 
(Yo,  Pacific  Bell:  I've  been  trying  for  six 
months.) 

Earnings  per  prayer.  The  ratio  of  project- 
ed earnings  divided  by  the  number  of 
prayers  necessary  to  reach  those  earnings. 

Eyeballs.  The  number  of  people  who  have 
no  money  who  are  coming  to  a  Web  site 
that  has  no  content. 

FAQ  (frequently  avoided  questions).  A 
company's  attempt  to  answer  commonly 
asked  questions  such  as,  "How  do  I  get 
technical  support?" 

IPO.  An  acronym  for  initial  public  offload- 
ing. The  transfer  of  risk  from  venture  capi- 
talists to  the  general  public  for  which  the 
general  public  thanks  you 


talists  an  entrepreneur  sees  before  getting 
funding.'  • 

Java.  The  language  of  the  largest  group 
of  migrant  workers  in  Silicon  Valley: 
Microsoft  haters. 

Netscape.  Verb.  The  process  of  getting 
slaughtered  by  fair  and  unfair  means  by 

Microsoft.  "We  were  netscaped 
when  they  started  giving  away 
the  software." 

Pitch.  Verb.  To  believe  you're 
doing  people  a  favor  by  asking 
them  for  their  money.  "We 
already  have  a  PowerPoint  pre- 
sentation, so  we  can  pitch  May- 
field  on  a  $5  million  investment 
for  10%  of  our  company." 

Shaft.  The  most  common  con- 
sequence of  an  investor's  listen- 
ing to  a  pitch. 

Portal.  A  hole  in  the  Internet 
through  which  shareholders 
mmmmm      pour  money. 

Push.  Verb.  To  provide  infor- 
mation that  doesn't  matter  to  people  who 
can't  use  it. 

Search  engine.  A  technique  devised  by 
Internet  service  providers  and  advertisers  to 
convince  you  that  you  should  stay  on-line 
continuously. 

Secure  site.  A  Web  site  that  may  be  safer 
than  giving  a  credit  card  to  a  waiter  who  is  a 
convicted  felon. 

Spread.  The  practice  of  buying  Microsoft 
stock  while  supporting  antitrust  litigation 
against  it. 

Stockbroker.  An  entity  to  sell  stocks 
through.  (No  one  who's  "connected"  in 
Silicon  Valley  buys  stocks  after  the  IPO.) 

Valuation.  The  practice  of  assigning  the 
value  of  an  entire  industry  to  the  first  com- 
pany in  the  industry. 

Window.  The  time  between  when  a  com- 
pany innovates  and  Microsoft  incorporates. 

Windows.  The  sum  total  of  all  the 
times  companies  innovated  and  Microsoft 
incorporated. 

Tang.  Verb.  To  build  something  out  of 
nothing.  For  example,  "When  I  started  this 
business,  there  were  ten  search  engines,  but 
I  van tjcd  ours  into  a  multibillion-dollar 


Impressions.  The  number  of  venture  capi-      valuation.' 


Guy  Kawasaki  is  the  chief  executive  of  Garage.com,  a  startup  capital  firm  in  Palo  Alto,  Calif. 
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or  sheer,  glorious  romance,  romance  for 
its  own  sake,  there  are  no  rivals  to  the  best 
of  the  automotive  past,"  says  Beverly  Rae 
Kimes,  widely  considered  to  be  the 
nation's  foremost  automotive  scholar. 
Indeed,  a  beautifully  designed  automobile 
has  the  power  to  captivate  all  who  see  it, 
quite  without  regard  to  the  level  of  auto- 
motive knowledge  or  enthusiasm  the 
onlooker  may  possess.  In  that  universal, 


dreds  of  automotive  exhibitions  take  place 
in  the  United  States  each  spring,  summer 
and  fall.  Many  of  the  top-level  shows 
incorporate  in  their  names  the  phrase 
concours  d'elegance,  words  best  translated 
as  "gathering  of  elegance."  This  type  of 
event  can  be  traced  to  Paris  of  the  1 920s, 
where  the  custom  of  displaying  cars  with 
beautifully  dressed  women  and  elegantly 
attired  men  came  into  vogue.  In  the 
France  of  that  time,  the 
names  Coco  Chanel  and 
Elsa  Schiaparelli  were  as 
much  a  part  of  the  auto- 
motive scene  as  are 
Chrysler,  Cadillac  and 
Lincoln  in  the  U.S.  today. 
Originally,  these  exhibi- 


irresistible  appeal,  fine  cars  are  like  thor- 
oughbred horses  and  colorful  sunsets; 
people  stop  and  look  at  them  with  instinc- 
tive admiration. 

Origins  of  the  Car  Show 

Americans  are  stopping  and  looking  at 
great  automobiles  in  ever-increasing  num- 
bers. From  March  through  September,  and 
from  Pebble  Beach  to  Manhattan,  hun- 


tions  showcased  the  coach- 
builder's  art  —  elegant 
bodies  custom-made  for 
the  great  automobiles  of 
the  day.  And  these  mar- 
velous machines  were 
judged  on  their  elegance; 
the  way  their  beauty 
pleased  the  eye  of  the  beholder.  At  about 
this  same  time,  the  field  of  automotive 
design  began  to  establish  itself  as  a  distinct 
discipline  within  the  world  of  the  automak- 
er. Today,  of  course,  automotive  design  is 
recognized  as  a  vital  component  of  the  auto 
industry  ...  the  element  that  has  the  most 
immediate  effect  on  the  consumer. 

From  this  French  ancestry  came  today's 
^  :rs  d'elegance,  an  exhibition  where 


great  cars  of  the  past,  divided  into  classes  b; 
era  or  type,  are  judged  on  their  originalit) 
the  quality  of  their  restorations,  their  his 
torical  accuracy,  their  rarity  and,  of  course 
their  elegance.  Imagine  a  broad  greenswarc 
covered  with  pristine  automobiles,  standin; 
in  gleaming  formation,  through  which  pas 
serious-minded  judges  intent  on  selectinj 
the  best  of  the  best.  Add  to  that  a  larg. 
crowd  of  enthusiastic  spectators,  and  yoi 
will  picture  the  typical  car  show. 

Eyes  on  Design 

Of  the  dozens  of  high-level  shows  in  th 

country,  one  differs  from  the  rest.  It 

uniqueness  can  be  summed  up  in  a  singL 

word:  design.  Two  words,  if  the  qualifie 

"automotive"  is  added.  Called  "Eyes  01 

Design"  and  held  at  the  Edse 

&  Eleanor  Ford  House  in  Gross 

Pointe  Shores,  Mich.,  this  exhi 

bition  is  the  sole  show  of  it 

kind  dedicated  to  the  celebra 

tion  of  automotive  design  excel 

lence.  Eyes  on  Design  enjoy 

the  support  of  the  automotive 

design  community  worldwid 

and  the  enthusiastic  involve 

ment  of  the  Detroit  automakers  and  thei 

design  staffs. 

Held  each  year  on  Father's  Day,  th 
show  draws  the  entire  styling  hierarch 
from  the  Detroit  automakers  and  their  ke; 
suppliers.  On  the  Friday  evening  preced 
ing,  an  event  called  Eve  of  the  Eyes  bring 
together  designers  old  and  young,  famou 
and  unknown,  active  and  retired. 

"It's  a  wonderful  show,"  says  David  Holh 
an  automotive  stylist  who  spent  40  year 
with  the  General  Motors  design  staff, 
don't  know  any  auto  show  in  the  worl< 
where  every  1 0  feet  you  see  another  styiin; 
masterpiece."  Chrysler  Corporation's  Ton 
Gale,  formerly  the  company's  head  of  stylin; 
and  now  executive  vice  president,  expand 
on  that  sentiment:  "It's  unique  and  it' 
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ECOGNITION 


The  proud  pose  of  the  Duesenberg  eagle  invites  instant  recognition  of  a  classic 
automobile.  At  Kelly  Services",  we're  proud  to  know  our  name  is  recognized  as  a 
worldwide  staffing  leader.  We  look  forward  to  serving  business 
and  industry  into  the  next  century. 
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Pictured  (from  left):  Ron  Zarrella,  vice  president  and  group  executive,  General  Motors;  John  Herlitz, 

vice  president  of  design,  Chrysler;  Howard  Gandelot,  Eyes  on  Design  chairman; 
J  Mays,  vice  president  of  design,  Ford;  and  Wayne  Cherry,  vice  president  of  design,  General  Motors 


educational.  Each  year  there's  something  un- 
expected, and  it  focuses  on  design  excellence, 
not  on  the  quality  of  a  car's  restoration." 

J  Mays,  chief  of  design  at  Ford  Motor 
Company,  discussed  one  of  the  unexpect- 
ed features  at  this  year's  Eyes  on  Design:  a 
class  honoring  an  all-American  design  — 
pickup  trucks.  Pointing  at  a  1937  Stude- 
baker  pickup,  Mays  said,  "The  amount  of 
styling  detail  on  this  vehicle  sets  it  apart 
from  other  late-thirties  vehicles.  The  formed 
fluting  on  the  top  of  the  bed  particularly 
separates  this  truck  from  the  others." 

Wayne  Cherry,  vice  president  of  vehicle 
design  at  General  Motors,  commented  on 
yet  another  unexpected  vehicle,  a  new  street 
rod  built  by  none  other  than  Tom  Gale. 
"There's  a  spiritual  relationship  there, 
maybe,"  said  Cherry,  a  reference  to  Gale's 
widely  known  enthusiasm  for  cars.  "There's 
a  lot  that's  very  different  about  that  street 
rod."  If  it  begins  to  sound  as  if  the  members 
of  the  Detroit  design  community  enjoy  this 
ecumenical  event,  it's  because  they  do.  One 
of  the  highlights  of  this  year's  show  was  four 
women  designers  from  Chrysler  presenting 
their  work  to  a  receptive  audience. 

Vision  Honored 

One  of  the  primary  reasons  that  Eyes  on 


Design  has  been  embraced  by  the  design 
community  is  the  annual  Vision  Honored 
dinner,  a  highly  anticipated  black-tie  event 
that  draws  450  attendees.  At  Vision 
Honored,  the  show's  organizers  present  a 
Lifetime  Design  Achievement  Award  to  an 
established  designer,  living  or  deceased, 
whose  lifework  has  been  of  the  highest  dis- 
tinction. This  year's  honored  designer  was 
George  Walker  of  Ford,  who  is  credited  with 
the  1949  Ford  and  the  1955  Thunderbird. 
Past  winners  include  Bruno  Sacco  of 
Mercedes-Benz,  independent  designers 
Nuncio  Bertone  and  Sergio  Pininfarina 
and  American  designers  Raymond  Loewy, 
Harley  Earl  and  Bill  Mitchell. 

Style  and  Design 

The  words  "styling"  and  "design"  are  often 
interchanged  in  discussions  about  the  auto- 
mobile's exterior,  but  there  are  distinctions 
between  the  two  terms.  It  is  possible  for  an 
accomplished  stylist  to  create  a  beautiful 
automobile  that,  when  confronted  with  real- 
world  conditions,  simply  does  not  work 
well.  A  great  design,  on  the  other  hand,  will 
please  both  the  onlooker  and  the  driver.  It  is 
possible  to  argue  that  beauty  alone  is 
enough,  but  whether  applied  to  persons  or 
m.         es,  the  argument  has  flaws,  hence  the 


push  by  automotive  enthusiasts  to  honor 
great  design —  a  goal  that  Eyes  on  Desigm 
has  met  for  more  than  a  decade. 

In  the  beginning,  more  than  100  years 
ago,  automotive  design  and  styling  weret  jwrv 


all  but  nonexistent.  The  name  "horseless 
carriage"  was  anything  but  misapplied.  If 
it  worked,  that  was  enough;  who  cared 
how  it  looked?  There  was  no  better,  or 
worse,  example  of  contempt  for  style  than 
the  one  set  by  Henry  Ford,  whose  cars  of  I 
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1920  looked  very  much  like  the  cars  he 
built  a  decade  earlier.  The  any-color-as- 
long-as-it's-black  attitude  attributed  to  the 
first  Henry  Ford  is  a  staple  of  automotive 
history.  And  who  could  argue  with  him? 
After  all,  one  of  every  two  cars  in  the 
world  was  a  Ford  Model  T. 

Yet,  by  the  1920s,  the  buying  public 
began  to  turn  a  receptive  eye  toward  more 
stylish  automobiles.  This  decade  saw  the 
rise  of  the  great  coachbuilders,  both  here 


tff, 


and  in  Europe.  In  those  days,  a  well-to-do 
car  buyer  could  buy  a  bare  chassis  from 
most  of  the  luxury-car  manufacturers, 
a  group  that  included  the  lost  names 
of  Packard,  Pierce-Arrow,  Marmon, 
Duesenberg  and  Stutz.  This  chassis 
included  the  frame,  engine,  driveline  and, 
almost  always,  the  distinctive  radiator 
shell  that  gave  most  cars  of  that  era  their 
identity.  The  chassis  would  be  turned  over 
to  a  coachbuilder  such  as  LeBaron  or 


Fleetwood  (two  names  that  survived  nearly 
to  the  end  of  this  century  at  Chrysler  and 
Cadillac),  and  the  coachbuilder  would 
add  a  custom  body,  often  of  uncommon 
beauty.  The  stunning  beauty  of  the  bodies 
added  to  the  marvelous  Duesenberg  chas- 
sis led  to  the  coining  of  the  expression  "It's 
a  Duesey!"  —  an  exclamation  that  became 
part  of  the  American  idiom. 

Luxury  cars  and  their  custom-built  bodies 
were,  of  course,  transportation  for  the  rich 


feeing"  with  their  hands. 
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A  group  of  visually 
impaired  judges 
examine  a  1929 
Duesenberg  Model  J 
dual-cowl  Phaeton. 


-We've  received  more  5  star  front 
crash  test  ratings  from  the  government 
than  any  other  automaker. 
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and  the  royal,  but  by  the  1930s,  the 
common  man  —  and  increasingly  the  com- 
mon woman  —  began  to  see  more  style  and 
better  design  applied  to  affordable  cars. 
Raymond  Loewy,  who  would  become  a 
legend  in  the  world  of  automotive  and 
industrial  designs,  was  a  leader  in  what 
would  become  known  as  the  "streamlining" 
school  of  design.  Adherents  espoused  a  sleek 


both  physically  and  creatively,  was  Harley 
Earl.  "Mister  Earl,"  as  he  came  to  be  called, 
is  important  to  automotive  design  history 
because  he  created  the  first  major  in-house 
automotive  styling  studio.  And  he  did  it  at ' 
General  Motors,  a  firm  that  would  become 
the  world  s  largest  automaker.  GM  retained 
Earl,  then  an  independent  coachbuilder  in 
Los  Angeles,  to  design  the  1927  LaSalle. 


Following  the  four-year  hiatus  caused  b   ■ 
World  War   II,  American   automotiv 
designers,  led  by  the  Harley  Earl  troops  a 


- 


General  Motors,  turned  out  an  exuberant  - 
optimistic,  chrome-laden  series  of  designs*  -v 
These  creations  ushered  in,  among  othe'  "w 
styling  landmarks,  the  era  of  the  tailfim 
which  first  appeared  on  the  1 948  Cadilla  P 
and  soon  spread  to  most  of  the  world'! 


Eyes  on  Design  enjoys  the  support  of  the  automotivek 


and  swoopy  approach  to  the  exterior  of 
everything  from  toasters  to  locomotives.  The 
Chrysler  Airflow,  the  prewar  Lincoln  Zephyr 
and  the  Cord  are  products  of  this  school. 

A  Legendary  Designer 

From  the  world  of  the  custom  coachmaker 
in  the  1920s  came  a  man  who  would 
become  the  most  famous  automotive  styl- 
ist of  the  20th  century.  This  giant  of  a  man, 


The  effort  was  so  successful  that  GM  hired 
Earl  to  head  its  Art  &  Color  Section,  and 
his  work  within  the  corporate  world  led  to 
Art  &  Color  becoming  a  full-fledged 
department  within  the  corporation  in 
1937,  equal  in  rank  to  engineering  and  pro- 
duction —  the  first  corporate  styling  group 
to  attain  that  level  of  recognition.  GM 
designers,  under  Earl's  leadership,  set  auto- 
motive trends  for  nearly  four  decades. 


auto  manufacturers.  By  the  1950s,  coach'1  W ■' 


much 


building  was  for  all  intents  and  purposes 
lost  art,  and  mass  production  ruled  thi  - 
auto  industry.  No  automaker  was  withou 
a  styling  department. 

As  the  industry  continued  to  grow,  mas< 
production  had  a  predictable  dampening 
effect  on  style.  Though  the  number  of  caj 
nameplates  proliferated,  the  U.S.  auto>  % 
makers  numbered  only  four  by  the  1 970s  T,: 
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Hey,  you're  not  dead  yet.  Take  control  m your  driving  environment.  Find  the  relationship  between  rd, 
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id  bv  the  end  of  the  1980s,  the  smallest 
f  these,  American  Motors  (an  amalgam 
f  the  defunct  Hudson  and  Nash  name- 
lates,  plus  Kaiser  Jeep)  had  been 
bsorbed  into  Chrysler,  which  was  itself 
niggling  at  the  time. 
The  second  half  of  the  1980s  and  the 
ecade  following  produced  what  has  been 
ailed,    not   admiringly,   "wind-tunnel" 


:  design  community  worldwide. 


interesting  directions.  Look  at  the  revival  of 
the  Volkswagen  Beetle,  a  design  that  owes 
much  to  the  talents  of  J  Mays,  who  was  at 
Volkswagen  and  Audi  before  succeeding 
JackTelnack  as  design  chief  at  Ford.  The 
new  Mercury  Cougar  is  an  example  of  the 
"edge"  designs  created  by  Telnack,  who  also 
receives  credit  for  the  breakthrough  1985 
Ford  Taurus.  Consider  the  exciting  futuris- 


lesign.  In  the  search  for  efficiency,  aerody- 
lamics  had  begun  to  play  an  ever-increas- 
ng  role  in  automotive  design.  Cars,  in  the 
nind  of  the  public,  began  to  look  annoy- 
ngly  alike  —  not  surprising  if  you  begin 
vith  the  assumption  that  the  teardrop  is 
he  best  aerodynamic  form,  and  that  every 
lutomaker  was  searching  for  perfection. 

Happily,  the  look-alike  phase  of  automo- 
ive  design  now  seems  headed  in  more 


tic  forms  that  have  emerged  from  the  cab- 
forward  design  themes  at  Chrysler,  origi- 
nated by  Tom  Gale  and  now  carried 
forward  by  John  Herlitz.  At  General 
Motors,  the  drive  to  emphasize  nameplate 
individuality  as  a  part  of  the  company's 
brand-management  system  was  master- 
minded by  Ron  Zarrella,  honorary  chair- 
man of  this  years  Eyes  on  Design.  Zarrella's 
leadership  is  fostering  more  adventurous 


designs  at  GM,  where  the  spiritual  descen- 
dants of  Harley  Earl  now  work  under  the 
tutelage  of  Wayne  Cherry. 

The  "Other"  Designers 

Not  all  automotive  design  takes  place  within 
the  structure  of  the  major  automakers.  An 
extended  family  of  auto  suppliers  has  long 
manufactured  various  car  and  truck  com- 
ponents. Everything  from  climate-control 
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systems  to  compact-disc  changers  to  seats 
and  driveline  components  has  at  one  time 
or  another,  for  one  automaker  or  another, 
been  produced  by  outside  suppliers.  These 
include  LDM  Technologies,  UT  Automo- 
tive, Lear  Corporation  and  a  long  list  of 
others  with  such  famous  names  as  DuPont, 
Magna  and  3M.  In  recent  years,  the  drive 
for  innovation  and  efficiency  has  led 
automakers  to  depend  more  on  non-com- 
pany firms  to  do  the  actual  engineering  and 
design  work  for  some  components.  This 
willingness  to  make  a  supplier  an  integral 
part  of  the  design  and  engineering  process, 
rather  than  just  handing  over  a  set  of  draw- 


Seeing,  and  sight  itself,  are  integral  to  Eyes 
on  Design.  The  event  is  the  principal  fund- 
raising  activity  for  the  DIO,  an  independent 
organization  that  raises  every  cent  of  its  funds 
to  accomplish  three  goals:  provide  support 
for  the  visually  impaired  and  blind,  educate 
professionals  in  the  field  of  ophthalmology 
and  conduct  ongoing  research  into  the  causes 
and  prevention  of  eye  disease. 

Dr.  Hessburg,  whose  inventions  in  the 
field  of  surgical  instruments  enjoy  world- 
wide recognition  and  use,  founded  the 
DIO  and  established  its  goals.  The  seri- 
ousness of  his  work  masks  an  inexhaustible 
sense  of  humor. 


Unusual  Research  Activity 

Research  is  an  important  component 
the  DIO's  activities.  For  more  than  \ 
years,  the  Institute  has  been  interested 
basic  research  that  relates  unusual  bactet 
al  forms  that  damage  the  interior  eye,  ar 
has  studied  the  application  of  comput 
technology  to  diagnosis  and  treatmen 
During  the  past  several  years,  the  DIO  h 
ventured  into  two  new  research  areas  th 
it  refers  to  as  "The  Eye  and  the  Auto"  ar; 
"The  Eye  and  the  Chip." 

The  Eye  and  the  Auto  encompasses  pro 
ects  related  to  the  design  of  automobile 
roadways,  traffic  signals,  dash  panels  an 


Pictured  (I.  to  r.):  a  1953  Corvette;  Dr.  Philip  Hessburg  (right)  with  Horace  Carpenter  of  Carpenter  Communications,  Inc.;  and  a  1933  Bugatti  Type  59  Grand  Prix 


ings  with  the  instructions  to  "make  this,"  has  "My  sister  is  a  nun,  you  know,"  Dr.  Hess- 

resulted  in  an  overall  strengthening  of  the      burg  told  an  early  arrival  at  this  year's  Eyes  on 


automotive  industry. 

Vision,  Design  and  the  Automobile 

How  does  an  automotive  exhibition  such 
as  Eyes  on  Design  come  about?  As  with  so 
many  events  that  become  successful  and 
well-known,  there  is  usually  one  person 


Design,  "and  we  put  her  in  charge  of  weath- 
er arrangements  for  the  show.  She  does  a  bit 
better  on  rain  than  on  temperature." 

Dr.  Hessburg  can  be  given  the  credit  for 
the  close  association  between  Eyes  on 
Design  and  the  automotive  design  corn- 


automobile  information  systems  such  a 
navigational  aids.  The  institute's  researc. 
will  not,  however,  be  limited  to  cars  an* 
trucks,  but  will  also  include  vehicles  a 
diverse  as  boats  and  motorcycles.  Th 
research  activity  will  explore  the  relationshi] 
between  vision,  visual  disability,  drivin: 
skills,  aging  and  drugs  and  alcohol. 

The  other  program,  The  Eye  and  th 
Chip,  will  undertake  or  support  researcl 
projects  that  relate  vision  to  electronic  tech 
nology.  Here,  the  institute  hopes  to  explor 
the  relationship  between  blindness,  or  visua 


munity.  As  he  modestly  puts  it,  "It  took  no 

with  a  vision  who  planted  the  seed.  For  great  intelligence  on  my  part  to  say  that 

Eyes  on  Design,  that  person  is  a  world-  vision  has  at  least  two  meanings,  one  cre- 

famous  ophthalmologist,  and  vision  was,  ative  and  the  other  operational.  And  that 

in  fact,  his  life.  Dr.  Philip  Hessburg's  combining  the  DIO's  efforts  to  overcome 

dream  took  shape  as  the  Detroit  Institute  visual  impairment  with  an  exhibition  of  impairment,  and  electronic  systems.  Thi 

of  Ophthalmology  (DIO).  visual  beauty  —  fine  automotive  design  —  might  be  termed  "artificial  vision,"  with  th< 

The  charity  and  the  charity  fund-raiser  might  have  some  appeal."  Indeed,  this  com-  caveat  that  psychology  and  parapsychology 

are  not  unusual  in  our  society,  but  the  syn-  bination  has  proved  not  only  attractive  but  lie  beyond  the  DIO's  field  of  interest.  Ar 

ergy  between  the  DIO  and  the  automotive  also  effective.  And  the  relationship  between  example  of  the  advancements  under  con 

design  community  —  as  exemplified  by  die  DIO  and  automotive  design  goes  ceptual  review  are  contact  lenses  containing 

Eyes  on  Design  —  stands  apart.  deeper  than  the  annual  Eyes  on  Design  show.  photo  receptor  systems  that  can  transmi 
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data  to  an  intact  retina  in  patients  who  have 
scarred  corneas.  Though  new  systems  of 
artificial  intelligence  or  photon/electronic 
dynamics  may  arise,  for  now,  electron  trans- 
I  fer  must  be  managed  by  gates  found  in  inte- 
grated-circuit  chips  —  hence  the  name  The 
Eye  and  the  Chip. 

The  DIO  seeks  cooperative  research  proj- 
ects with  both  corporations  and  institutions 
of  higher  learning,  so  long  as  the  projects 
link  design,  vision  and  motorized  vehicles. 
We  are  greatly  encouraged  by  the  increas- 
ing number  of  companies  and  institutions 
that  approach  us  with  a  view  toward  coop- 
erative research,"  says  Hessburg. 


-:    Pictured  above:  a  1 973  Aerovette  concept  car. 


I   Design  Evolution  on  Exhibit 

:  One  of  the  features  of  every  recent  Eyes  on 
Design  show  has  been  a  time-line  ex- 
hibit that  uses  a  chronological  series  of  auto- 

l    mobiles  to  illustrate  how  design  trends  — 

■    and  even  lads  —  evolve  through  the  years. 

a  At  this  year's  show,  attendees  witnessed  the 
evolution  of  the  Chevrolet  Corvette,  now 

n  in  its  48th  year,  by  walking  along  a  lineup 
of  some  40  production  models.  These 
were  interspersed  with  a  half-dozen  design 
studies  —  often  referred  to  as  "dream  cars" 
—  one-off  models  that  were  built  to  gauge 
consumer  opinion  at  auto  shows.  Previous 
years  have  featured  time-line  exhibits  on 
the  evolution  of  streamlining  and  the  rise 
and  fall  of  the  use  of  chrome  trim. 

As  a  classic  Packard  Phaeton  from  the 
thirties  drove  up  to  receive  a  prize  during  the 
awards  ceremonies,  the  commentator  noted 


that  the  car  had  an  unusual  combination  of 
design  features.  "Here  you  see  a  design  trend 
that's  on  the  way  out,"  he  said,  indicating 
the  car's  upright  chrome  radiator  grille,  "and 
the  pontoon  fenders,  part  of  the  streamlin- 
ing era,  are  a  design  on  the  way  in." 

The  linking  of  design,  vision  and  the 
automobile  is  as  integral  to  Eyes  on 
Design  as  it  is  to  the  institute  itself.  Per- 
haps the  most  striking  example  is  the 
judging  for  the  award  called  the  Visually 
Impaired  Young  Adults  Award.  The 
judges  are  young  adults  with  some  form 
of  visual  impairment.  Wearing  white 
gloves  to  protect  the  cars,  the  group  moves 
carefully  along  a  lineup  of  classics,  feeling 
the  lines  of  the  cars  with  their  hands 
rather  than  seeing  the  beauty  that  capti- 
vates the  others  on  hand.  "Seeing"  with 
their  hands,  the  judges  gauge  the  sculp- 
tural appeal  and  design  excellence  of  the 
cars  and  select  a  winner. 

"If  you  can  watch  the  visually  impaired 
judge  the  cars  and  not  feel  a  certain  reaction 
in  your  own  eyes,  you're  a  stronger  person 
than  I  am,"  said  one  of  the  exhibitors. 

This  year's  Eyes  on  Design  not  only 
drew  an  estimated  12,000  people  —  the 
largest  crowd  in  the  event's  1 1-year  history 
—  it  also  surprised  the  auto-show  circuit  as 
the  first  to  honor  pickup-truck  design.  It 
has  offered  surprises  in  past  years  as  well: 
In  1995,  the  show  honored  Harley- 
Davidson  motorcycles,  and  Willie  David- 
son served  as  grand  marshal  for  the  event. 
People  have  come  to  expect  the  unusual, 
and  the  organizers  don't  intend  to  disap- 
point them. 

"It's  a  more  eclectic  show  than  most, 
and  that's  good,"  says  Jack  Telnack,  recent- 
ly retired  as  chief  of  design  at  Ford  Motor 
Company.  "Just  honoring  the  American 
pickup  truck  is  an  example  of  their  fresh 
approach." 

Dave  Hill,  the  man  in  charge  of  the 
sporty  Corvette,  Camaro  and  Firebird 


brands  at  General  Motors,  has  attended  all 
1 1  shows.  "The  first  time  they  brought  in 
hot  rods  and  lead  sleds  (customized  cars), 
that  was  pretty  unusual  for  a  car  show,  and 
now  here's  one  with  trucks  in  it.  It's  some- 
thing you  don't  expect,  something  differ- 
ent every  year,  and  that's  what  we  like 
about  it,"  says  Hill. 

Gordon  Miller,  director  of  conceptual 
design  at  LDM  Technologies  and  the  1 999 
Eyes  on  Design  chairman,  says,  "Each  year 
we  try  to  go  to  another  level  in  terms  of 
guest  services  and  overall  presentation. 
We're  constantly  striving  to  bring  the  best 
vehicles  into  the  show,  vehicles  that  high- 
light the  best  in  design." 

As  the  Father's  Day  afternoon  drew  to  a 
close,  one  father  led  his  brood  of  four  boys 
down  the  walkway  under  the  60-foot  elm 
trees  that  shade  the  Edsel  &  Eleanor  Ford 
House  lawn.  The  tallest  of  the  quartet  said, 
"I  liked  the  red  hot  rod  the  best."  A  lively 
discussion  ensued  between  the  three  oldest 
sons,  one  of  whom  asked,  "Can  we  come 
back  next  year?" 

"Sure,"  said  the  father. 

All,  including  the  youngest,  smiled. 

William  Jeanes  is  editor-in-chief  of Classic 
Automobile  Register  and  was  editor-in- 
chief of 'Car  and  Driver  from  1987  to  1993. 
He  was  publisher  of  Road  &  Track  and  Car 
and  Driver  from  1993  to  1996. 

Eyes  on  Design  is  a  benefit  for  the 
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Education  •  Support  of  the  Visually  Impaired 

Detroit  Institute  of  Ophthalmology,  15415  E.  Jefferson 
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The  only  convertible  that  matters. 
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The  next  Vette. 
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The  people  who  created 

the  first  biofidelic  crash  test  dummy... 

Who  introduced  the  first  infant  safety  carrier... 

Who  designed  the  first  traction  control  system... 

Who  pioneered  the  side-guard  door  beam... 

And  who  developed  the  first  child  restraint  system. 

Have  seen  the  results  of  their  efforts 

In  over  200  million  cars  and  trucks 


From  over  25  different  manufacturers. 


All  because  the  pec 


any  believed 


That  nothing  could  be  more  important 
Than  helping  to  save  lives. 
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Mutual  Funds: 

The  big  picture 

In  comparing  stock  funds,  don't  think  three  years,  or  five  years.  Think  cycles. 

By  Steve  Kichen  and  Thomas  Easton 


It's  a  nice  bull  market  we've  had  for  the  past  16  years.  Now 
what?  The  850-point  slide  between  July  17  and  Aug.  4  might 
reverse  itself,  or  it  might  turn  into  something  serious.  Do  you 
have  any  idea  how  well  your  fund  performs  in  bear  markets? 

You  don't,  if  you  follow 


Reporters:  Jay  Akasie,  Enka  Brown, 
Doug  Donovan,  Joanne  Gordon, 
Tomas  Kellner,  Josephine  Lee, 
Colleen  Mastony,  Richard  Pinto, 
Juliette  Rossant,  Dolly  Setton 
and  Mary  Summers. 
Data  editors:  Ann  C.  Anderson, 
Scott  DeCarlo,  Tina  Russo  McCarthy. 
Programmers:  John  Chamberlain 
and  Mitchel  Rand. 

Data  researchers:  Kurt  Badenhausen, 
Thomas  G.  Condon,  Robert  J.  Cyran, 
Nancy  Fmkel,  Cecily  J.  Fluke, 
Eileen  Henderson,  William  A.  Sicheri, 
Wendy  Vividor  and  Brian  Zajac. 


the  usual  run  of  mutual 

fund    scoreboards.    They 

focus  on  periods — three  or 

five  or  ten  years — and  across  any  one  of  those  measurement 

spans,  almost  any  U.S.  stock  fund  looks  terrific.  Now  what? 

Forbes'  unique  fund-rating  system  takes  a  different  tack. 
What  matters  is  not  market  periods — but  market  cycles.  A 
fund's  down-market  performance  is  just  as  important  as 
its  up-market  performance.  Look  at  both,  and  you  get  a  good 
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idea  of  a  fund's  risk  level.  Alliance  Technology  Fund, 
rated  "A+"  in  up  markets  and  "F"  in  down,  is  much  riski- 
er than  Royce  Pennsylvania  Mutual  Fund,  rated  "D"  and 
"A."  If  you  just  measure  performance  over  an  arbitrary 
time  period  of,  say,  five  years,  you  don't  capture  this 
point.  You  simply  discover  that  the  Alliance  Fund  beat  the 
tar  out  of  Royce. 

In  this  annual  fund  survey,  our  43rd,  we  rate  domestic 
stock  funds  over  four  up-  and  down-market  cycles  going 
back  to  August  1987.  Funds  that  have  been  around  that 
whole  time  are  rated  against  their  peers;  newer  funds 
(with  three  cycles  of  history)  are  rated  against  newer 
funds.  Turn  to  page  162.  International  funds  (p.  210)  and 
junk  bond  funds  (p.  236)  have  their  own  rhythms  and  are 
measured  over  different  cycles. 

High-grade  bond  funds  don't  swing  to  the  beat  of  long 
cycles,  but  they  do  display  very  different  behavior  in  mar- 
kets with  declining  interest  rates  and  markets  with  rising 
interest  rates.  So  we  sort  the  performance  records  of  tax- 
able bond  funds  (p.  224)  and  tax-frees  (p.  230)  into  bull- 
ish and  bearish  months  to  arrive  at  two  letter  grades. 

Unlike  almost  all  the  other  fund-rating  surveys,  Forbes 
pays  a  lot  of  attention  to  the  cost  of  owning  a  fund.  In 
any  given  year  the  expense  ratio  of  a  fund  is  scarcely 
noticeable.  Over  a  long  time,  though,  the  difference 
between  an  efficient  fund  and  a  costly  one  adds  up  to  a 
large  percentage  of  your  capital.  The  Vanguard  Group 
charges  an  average  of  30  cents  a  year  per  $100  weighted 
by  assets.  At  the  other  end  of  the  spectrum,  Lincoln 
Investment  Planning  charges 
$2.18.  For  a  prosperous  401(k) 
investor,  such  a  difference  could 
turn  into  hundreds  of  thousands 
of  dollars  at  retirement. 

Our  Best  Buy  rankings,  begin- 
ning on  page  130,  consider  both 
risk-adjusted  returns  and  costs. 
This  year  we've  expanded  these 
recommended  lists  to  cover  sec- 
tors such  as  telecommunications, 
health  care  and  natural  resources. 
For  a  different  perspective,  check 
out  the  Honor  Roll  (p.  126), 
which  highlights  funds  that  have 
delivered  excellent  real-world, 
aftertax  results  while  holding  up 
well  in  bear  markets. 

Avoiding  a  blizzard  of  state- 
ments and  paperwork  that  can 
come  from  choosing  funds  from 
separate  families  is  important  for 
retaining  your  sanity,  if  not  your 
capital.  Our  story  on  fund 
supermarkets  (p.  122,)  offers 
useful  insights.  Among  the  new 
age  fund  retailers,  Muriel  Siebcrt 
&  Co.  offers  the  most  Forbes 
Best  Buy  and  Honor  Roll  funds. 


Forbes'  unique  fund-rating  system  says 
that  what  matters  is  not  market  periods— 
but  market  cycles.  A  fund's  down-market 
performance  is  as  important  as  its 
up-market  performance. 


Surprised  it  wasn't  a  better-known  name?  Upstarts  are 
a  big  part  of  the  fund  industry:  Indeed,  they  are  often 
the  best  part. 

Let's  take  that  point  further:  The  funds  that  have  served 
you  well  for  decades  should  be  reconsidered  with  an  eye 
toward  replacement.  Why?  Because  funds  such  as  Wind- 
sor and  Washington  Mutual  may  now  be  saddled  with  the 
burden  of  success — they  can't  maneuver  in  and  out  of  any 
but  the  biggest  of  stocks.  See  the  story  on  page  116. 

Whether  you  buy  from  a  supermarket  or  an  old-fash- 
ioned distributor,  it  pays  to  know  something  about  a 
fund's  pedigree.  The  table  below  shows  the  average  costs 
and  ten-year  performance  results  of  leading  fund  families. 

Reviewing  this  printed  survey  is  a  down  payment  on  a 
complex  decision  that  will  have  a  large  impact  on  your 
retirement.  Complete  the  process  with  a  visit  to  our  Web 
site,  www.forbes.com/funds.  It  includes  a  screening  tool 
to  help  you  find  fund  families  and  individual  funds  by  per- 
formance, expenses,  loads,  total  assets  and  other  criteria,  as 
well  as  abundant  additional  information  on  6,200  funds.  ■■ 


Family  values 


Fund  family 


Average 
load 


Average 
expenses 
per  $100' 


Number  of 

U.S.  stock 

funds 


Cap-weighted 

10-year 
performance12 


Assets 
June  1998 

($bil) 


Fidelity  Distributors 

2.00% 

$0.69 

57 

17.9% 

$324.6 

Vanguard  Group  of  Investment  Cos 

0.34 

0.30 

20 

16.3 

181.2 

American  Funds  Group 

5.75 

0.62 

8 

16.4 

149.4 

Putnam  Mutual  Funds 

5.75 

0.99 

15 

16.5 

107.8 

T  Rowe  Price  Associates 

0.05 

0.82 

19 

15.5 

53.6 

AIM  Distributors 

5.70 

1.07 

11 

16.9 

53.5 

American  Century  Investment 

0.00 

0.97 

11 

17.1 

51.2 

Franklin  Templeton  Distributors 

5.41 

1.06 

17 

12.7 

44.5 

Janus  Capital 

0.00 

0.87 

6 

20.0 

39.1 

American  Express  Financial  Advisors 

5.00 

0.84 

12 

16.6 

37.3 

Data  are  for  U.S.  equity  funds  covered  in  this  survey. 

'Asset-weighted.  Annualized. 

Which  of  the  biggest  fund  families  has  the  best  performance?  The  lowest 
costs?  We  calculate  a  family's  composite  performance  for  each  12-month 
period  over  the  past  decade  by  looking  at  the  stock  funds  available  in 
each  period  and  weighing  the  performance  of  each  fund  by  its  assets  at 
the  start  of  the  12  months.  The  ten-year  numbers  link  the  year-by-year 
averages.  Asset  weighting  prevents  a  hot  small  fund  from  overshadow- 
ing a  cold  big  fund. 

By  our  methods,  Janus  Capital  is  the  best-performing  family.  Its  six  equity 
funds  had  a  weighted  ten-year  annualized  return  of  20%  versus  18.5%  for 
die  S&P  500. 
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Our  fund  managers 


approach  risk  as 


if  their  own   money 


were  at  stake. 


Actually,  it  is. 


Nobody  likes  risking  money,  least  of  all  us.  You 
see,  our  principals  and  employees  have  over 
$125  million  invested  in  the  funds  we  manage.  That's 
why,  over  the  years  we've  developed  strategies  which 
strive  to  maximize  performance  and  minimize  risk. 

Consider,  for  example,  our  Focus  Fund*  -  a 
large-cap  value  fund  that  concentrates  in  six  sectors 
of  the  economy;  our  Manhattan  FundSM  -  a  mid-cap 
growth  fund;  and  our  International  Fund*  -  a  value 
fund  that  invests  in  foreign  securities. 

Different  funds,  different  investment  styles, 
different  stocks  -  but  all  aim  to  protect  our 
shareholders  in  down  markets  and  help  them  to 
achieve  solid  returns  in  better  times.  Come  to  think 
of  it,  it's  an  interesting  equity  asset  allocation  mix. 

To  find  out  more,  call  today  for  a  prospectus,  which 


1-800-877-9700,  ext.  3460 
www.nbfunds.com 


Neuberger  &  Berman  Equity  Funds 

Funds 

1  year 

5  year 

1 0  year 

Focus 

22.43% 

20.34% 

17.72% 

Manhattan 

27.38% 

17.41% 

1  5.62% 

International 

1  5.56% 

1 4.87%f 

N/A 

V  Average  Annual  Returns  For  Periods  Ended  6/30/98*  J 

contains  information  on  fees  and  expenses.  Please 
read  it  carefully  before  you  invest  or  send  money. 

You'll  also  receive  our  brochure  "10  Secrets 
Every  Mutual  Fund  Investor  Should  Know"  based  on 
nearly  50  years  of  investing  money  -  yours  and  ours 
-  successfully. 

Neuberger  @ Berman  Funds' 

If  we  don't  invest  in  them,  why  should  you? 


"Total  Return  includes  reinvested  dividends  and  capital  gain  distributions.  Investment  returns  and  principal  may  fluctuate.  Past  performance  is 
no  guarantee  of  future  results.  Redemption  proceeds  may  be  higher  or  lower  than  original  cost.  Prior  to  November  1,  1991,  the  investment 
policies  of  Focus  Fund  required  that  it  invest  a  substantial  portion  of  its  assets  in  the  energy  field.  While  its  value-oriented  approach  is 

intended  to  limit  risks,  Focus'  portfolio  -  with  its  concentration  in  sectors  -  may  be  more  greatly  affected  by  any 
single  economic,  political  or  regulatory  development  than  a  more  diversified  mutual  fund.  Investing  in  foreign 
securities  involves  greater  risks  than  investing  in  securities  of  U.S.  issuers,  including  currency  fluctuation. 

Neuberger  &  Berman  Management  Inc.  currently  caps  certain  operating  expenses  of  International  Fund.  Absent  this  arrangement,  which  is 
subject  to  change,  the  total  return  of  International  Fund  would  have  been  less.  +Since  inception  return  for  International  Fund  is  from  6/1 5/94. 
c  1998  Neuberger  &  Berman  Management  Inc.,  Distributor. 
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Most  investors  are  lucky  to  earn 
even  average  returns.  If  you  want  a 
stab  at  beating  the  market, 
bypass  the  familiar  names  and  take 
your  chances  on  a  smaller  fund. 

The  fund  industry's 
dirty  secret: 

Big  is  not 
beautiful 


By  Thomas  Easton 


Arnold  Schneider  runs  a  mutual  fund,  Schneider 
Small  Cap  Value  Fund,  out  of  a  Wayne,  Pa.  office  set 
amid  the  vacancy  signs  of  a  tired  business  boulevard  just 
north  of  the  Philadelphia  Main  Line.  No  stately  grand- 
father clocks  tick  away  in  his  anteroom.  The  pictures  on 
the  wall  are  cheap  reproductions,  the  furnishings  airport 
lounge  style. 

Schneider's  fund  is  brand-new.  Performance  record: 
none.  We  do  not  necessarily  recommend  it.  But  we  think 
it  bears  watching:  Schneider,  37,  turned  in  impressive 
results  over  the  past  ten  years  managing  institutional 
accounts  at  Wellington  Investment  Management  Co. 

Wellington  Management  has  been  in  business  for  70 
years.  The  Boston-based  behemoth  boasts  a  stable  of 
187  analysts,  portfolio  managers  and  number-crunchers, 
plus  marble  floors  and  original  art  on  the  walls.  Assets 
under  management:  $201  billion.  Besides  pension  fund 
accounts,  Wellington  picks  the  stocks  for  more  than  100 
funds,  including  4  distributed  by  Vanguard:  Windsor, 
Wellesley,  Wellington  and  Health  Care. 

Vanguard  is  one  of  the  giant  fund  families,  along  with 
Fidelity,  Putnam,  American  and  Janus.  The  25  biggest 
stock  fund  families  in  the  U.S.  each  have  $11  billion  or 
more  in  assets.  Most  of  their  hinds  are  proven  products. 
Their  management  fees  are  generally  on  the  reasonable 
side.  You  can  lose  money  with  them  as  well  as  make  it, 
but  you  are  unlikely  to  get  murdered 

On  the  other  hand,  you  are  most  u:   ikely  to  beat  the 
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averages  with  a  Big 
Family  fund.  With  small 
Brand  X  funds,  you  could 
pick  a  big  winner.  Or  a 
big  loser.  Consider  this 
grim  fact:  Of  the  45 
largest  stock  funds  in 
1993  (all  those  with  more 
than  $2  billion  in  assets), 
only  one,  Janus  20,  has 
outperformed  the  s&P 
500  over  the  past  five 
years,  and  Janus  20  has 
beaten  it  by  only  two- 
thirds  of  a  percentage 
point  a  year.  Taken 
together,  these  45  giants 
now  represent  $773  bil- 
lion of  mediocrity. 

The  big  funds  tend  to 
look  alike.  They  favor  the 

big  growth  stocks — like  Coca-Cola,  Microsoft  and  Gen- 
eral Electric — that  have  been  market  leaders  in  the 
1990s.  Trying  to  beat  the  market,  these  megafunds  run 
up  management  fees  and  other  costs.  They  don't  suc- 
ceed— and  probably  can't  succeed — in  beating  the 
market  because  in  an  important  way  they  are  the  market. 

Now  let's  look  at  smaller  funds.  Forbes  counts  560 
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domestic  stock  funds  that  had  $25  million  to  $1  billion 
five  years  ago  and  are  still  around  today.  These  smaller 
funds  are  not  large  enough  to  be  tripping  over  them- 
selves buying  the  same  stocks  that'  everyone  else  is 
buying.  Within  this  group,  38,  or  7%,  beat  the  market. 
Not  great  odds,  but  not  bad  either,  when  you  consider  that 
the  smallest  funds  have  a  cost  disadvantage  and,  more 


importandy,  that  small  funds  lean  toward  smaller  stocks  and 
this  has  been  a  big-stock  market.  In  a  small-company 
rebound,  the  odds  should  improve  dramatically  for  small- 
er funds. 

The  bottom  line  here  is  that  the  giant  funds  generate 
huge  management  fees  for  their  sponsors  but  give  less 
than  index-fund  performance.  Putnam  Fund  for  Growth 
&  Income,  the  fifth-largest  stock  fund,  with  $36  billion, 
produces  $429  million  in  annual  fees  and  expense  reim- 
bursements for  Putnam.  The  fund  has  been  lagging  the 
market  for  years.  In  all,  that  $773  billion  of  megafund 
assets  will  generate  $6  billion  in  fee  revenue  this  year. 
Invested  in  cheap  index  funds  from  Fidelity  or  Van- 
guard, it  would  generate  only  $1.5  billion. 

Money  management  is  a  business  of  high  fixed  costs 
and  very  low  marginal  costs.  Once  the  break-even  point 
is  reached,  most  of  the  additional  revenue  flows  right 
to  the  bottom  line.  There  is  every  incentive  to  lure  in 
more  money. 

The  only  trouble  is  that  huge  funds  are  much  harder 
to  manage.  You  can't  get  in  and  out  as  fast.  You  can't 

AIM's  Edgar  Larsen:  <cWhen  it  gets  to  two  or 
three  weeks  of  average  trading  volume,  it's 
sort  of  like  I  might  as  well  go  on  the  board 
of  directors  because  I  own  this  sucker." 


cash  in  with  smaller  companies  because  you  can't  buy 
enough  of  them.  You  are  pretty  much  forced  to  stick 
with  the  huge,  liquid  stocks. 

The  dirty  secret  of  the  business  is  that  the  more 
money  you  manage,  the  more  profit  you  make — but  the 
less  able  you  are  to  serve  your  shareholders. 

Just  how  great  are  the  perils  of  success  is  revealed  in 
the  career  of  that  ex-Wellington  manager,  Arnold 
Schneider.  When  Schneider  left  Wellington,  some  big 
clients  left  with  him,  triggering  litigation  in  a  number  of 
state  and  federal  courts. 

At  Wellington,  Schneider  was  a  star  $1.5-million-a- 
year  partner.  He  had  managed  $2.3  billion  in  institu- 
tional accounts  and  two  mutual  funds,  Compass  Equity 
Income  Fund  and  Mentor  Income  &  Growth.  Schnei- 
der's consolidated  track  record  was  excellent,  28%  a  year 
over  five  years,  6  points  better  than  the  s&P.  Wellington 
provided  in-house  research,  a  magnet  for  good  ideas 
from  Wall  Street  firms  and  access  to  chief  executives. 

So  why  did  Schneider  quit  in  July  1996?  He  explains 
in  testimony  in  a  Massachusetts  state  court:  "Over  time 
I  became  increasingly  concerned  about  the  crowding  out 
of  my  clients  by  several  substantially  larger  funds  at 
Wellington.  ...  I  could  see  the  problem  every  day,  and 
it  was  growing  over  time." 

Untangle  this  and  what  Schneider  was  saying  is: 
Wellington  buys  stock  in  such  huge  quantities  that  it 
drives  the  price  up  by  the  mere  act  of  buying  and  thus 
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Numeric 
see  when 
when  the 


limits  any  potential  profit  for  its  customers. 
In  court  papers,  Schneider  lists  target  stocks 
where  he  was  hamstrung  in  trading  because 
Wellington  either  limited  the  corporate- 
wide  exposure  or  allocated  how  much  each  ^BiB 
manager  could  buy.  Wellington  was  such  a 
heavyweight  that  Schneider  ran  into  trouble  even  trying 
to  trade  big-cap  stocks  like  Alcoa,  Reynolds  Metals, 
Rhone-Poulenc  and  usx  Marathon.  Schneider  testified 
that  investment  decisions  were  circulated  every  day  at 
the  company,  and  he  began  to  find  colleagues  down  the 
hall  copycatting  his  ideas,  thereby  shutting  him  out  of 
the  stocks. 

"I  was  incurring  the  immobility  of  the  whole  firm," 
says  Schneider. 

Independent  now,  under  the  banner  of  Schneider 
Capital  Management,  Schneider  vows  never  to  let  his 
firm  get  too  big  to  trade  effectively.  He  is  particularly 
limited  in  how  much  money  he  takes  for  investing  in 
small  companies  (those  with  market  capitalizations 
below  $1.5  billion).  So  far  Schneider  has  landed  $1  bil- 
lion in  institutional  accounts  for  this  sector  and  has 
begun  to  take  retail  money  through  the  Schneider  Small 
Cap  Value  Fund.  He  vows  to  stop  taking  small-cap 


How  much  funds  make  from  you 

Fund 

Assets                   Revenues* 

($bil)                       ($mil) 

Fidelity  Magellan 

$74.6                        $455 

Washington  Mutual  Investors 

46.9                         293 

Investment  Co  of  America 

45.6                         246 

Fidelity  Growth  &  Income 

45.3                         322 

Putnam  Fund  for  Growth  &  Income 

36.5                         429 

Fidelity  Contrafund 

35.4                         237 

Vanguard/Windsor  II 

30.6                         111 

American  Century-20th  Ultra 

27.5                         275 

Fidelity  Adv  Growth  Oppors 

25.5                         305 

Fidelity  Equity-Income 

25.0                         163 

Janus  Fund 

22.7                         195 

Putnam  Voyager  Fund 

22.2                         262 

Vanguard/Windsor 

22.1                           61 

Fidelity  Equity-Income  II 

19.1                         130 

Putnam  New  Opportunities 

18.6                         242 

MSDW  Dividend  Growth  Sees 

18.2                         206 

Fidelity  Blue  Chip  Growth 

16.8                         131 

AIM  Value  Fund 

16.7                         244 

AIM  Equity-Constellation 

15.2                         170 

Growth  t  -nd  of  America 

14.2                           97 

T  Rowe  Price  Equity  Income 

14.1                         112 

Merrill  Lynch  Basic  Value 

13.1                         132 

IDS  New  Dimensions 

13.1                         130 

Fundamental  Investors 

12.3                           76 

MFS  Emerging  Growth 

11.9                         186 

•Revenues  of  25  largest  funds  derived  from  assets  for  each  share  class    ultiphed  by  share 

class  expense  ratio.  Revenues  do  not  include  loads. 

Sources:  Forbes;  Upper  Analytical  Servld     "     ngstar,  Inc. 

Investors'  John  Bogle  Jr.:  "You  can 
volume  starts  affecting  costs  and 
costs  start  undermining  returns." 


checks  once  these  combined  assets  pass 
$1.5  billion.  Indeed,  even  his  current  size 
in  the  small-cap  arena  shuts  him  out  of 
companies  with  less  than  $300  million  in 
market  capitalization.  So  he  can  own 
Coventry  Health  Care  (market  cap:  $420 
million)  and  Trigon  Healthcare  ($1.3  bil- 
lion), but  not  Maxicare  Health  Plans  ($125 
million). 

In  most  businesses  size  is  an  advantage. 
In  mutual  funds  it  is  an  advantage  only  to 
the  sponsor,  not  to  the  customer.  Case  in 
point:  Windsor  Fund,  managed  by  Welling- 
ton from  its  founding  in  1958.  From  soon 
after  its  inception  through  the  mid-1980s, 
it  performed  brilliantly  under  portfolio 
manager  John  Neff.  With  cash  pouring  in 
faster  than  Neff  could  profitably  put  it  to 
work,  distributor  Vanguard  closed  the  fund 
for  the  first  time  to  new  investors  in  1985, 
when  it  had  $3.4  billion.  Existing  cus- 
tomers added  funds,  and  profits  accumu- 
lated. The  fund  is  up  to  $20.8  billion 
today.  And  performance  isn't  what  it  used 
to  be:  Over  the  past  decade  the  fund  had 
returned  14.8%  annually,  almost  four  points 
less  than  the  s&p  500. 

Los  Angeles-based  Capital  Research  & 
Management,  operator  of  the  American 
Funds  family,  suffers,  too,  from  the  success 
disease.  Assets  have  ballooned  from  $100 
billion  in  1994  to  $244  billion  today,  even 
as  performance  has  become  more  leaden. 
Of  the  six  American  funds  with  15-year 
records,  only  one — Washington  Mutual — 
has  bettered  the  benchmark  S&P  500.  Its  added  value, 
annualized:  all  of  one-sixteenth  of  a  percentage  point. 

It  is  no  accident  that  one  of  the  top-performing  funds 
of  recent  years  is  the  Manhattan-based  Sequoia  Fund, 
run  for  decades  by  William  Ruane  and  Richard  Conniff. 
Sequoia  was  closed  to  new  investors  in  1982. 

Contrast  this  with  Fidelity's  famed  Magellan  Fund. 
Beginning  in  1976,  under  a  young  hotshot  named  Peter 
Lynch,  the  medium-size  fund  beat  the  market  by  13 
points  a  year.  At  the  time  Lynch  retired  in  1990,  the 
fund  had  amassed  assets  of  $i2  billion — and  the  begin- 
nings of  a  mediocre  record. 

Diversification  is  a  good  idea — up  to  a  point.  Too 
much  diversification  means  that  no  one  or  two  success- 
ful bets  can  have  much  overall  impact  on  your  portfolio. 
Megafunds  are  forced  into  excessive  diversification  just 
to  keep  all  their  assets  working.  Sequoia  holds  only  10 
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stocks;  Magellan  holds  438. 

•  Assets  at  the  very  successful  Janus  family  have  soared 
from  $20  billion  in  1993  to  $93  billion  today.  Managers 
there  try  to  shun  excessive  diversification:  Indeed,  one 
of  the  hot  funds,  Janus  20,  is  supposed  to  have  no  more 
than  30  names  in  it. 

The  result:  Almost  half  of  Janus'  assets  are  in  stocks 
for  which  the  family's  total  holdings  exceed  five  days  of 
average  trading  volume,  according  to  a  Plexus  Group 
analysis  using  data  from  cda  Investment  Technologies. 
In  one  case,  Pittway,  an  alarm  manufacturer,  Janus  funds 
hold  200  days'  trading  in  the  stock.  If  Janus  decides  to 
unload,  that  stock  is  going  to  sink  like  a  stone. 

Wayne  Wagner,  chairman  of  Plexus  Group,  a  Los 
Angeles-based  analyst  of  trading  costs,  says  it's  hard  to 
place  a  series  of  trades  exceeding  a  fourth  or  so  of  the 
normal  volume  in  a  stock  without  seriously  disturbing 


Statistician  Wayne  Wagner 
Every  move  costs. 


the  price.  By  that  rule  of  thumb,  it  would  take 
Janus  three  years  to  gracefully  exit  from 
Pittway.  With  bull  market  fans  streaming  in 
Janus'  door,  the  traders  there  haven't  had  to 
liquidate  positions  to  meet  fund  redemptions. 
But  what  if  they  did? 

"When  it  gets  to  two  or  three  weeks'  worth 
of  average  daily  trading  volume,  it's  sort  of 
like,  I  might  as  well  go  on  the  board  of  direc- 
tors because  I  own  this  sucker,"  says  Edgar 
Larsen,  chief  investment  officer  for  the  AIM 
fund  family. 

Brokerage  commissions  are  just  the  tip  of 
total  trading  costs.  In  one  way,  small  funds  can 
buy  and  sell  more  cheaply  than  giant  funds. 
They  can  buy  or  sell  without  disturbing  the 
price  much.  Wayne  Wagner  estimates  these 
indirect  effects  at  3%.  Given  that  the  average 
stock  fund  turns  over  its  portfolio  almost  once 
a  year,  you  are  looking  at  a  significant  part  of 
why  funds  find  it  hard  to  beat  the  market. 

8ays  James  Craig,  chief  investment  officer  of 
Janus,  "If  you're  asking  me  if  it's  easier  to  run 
a  $50  million  fund  rather  than  a  $50  billion 
fund,  the  answer  is  yes,  but  our  funds  have  still 
managed  to  do  well  at  a  larger  size." 

True,  Janus  20  beat  the  market,  but  its  man- 
ager, Thomas  Marsico,  quit  last  year  to  start 
his  own  small  shop.  8ays  John  Bogle  Jr.,  direc- 
tor of  portfolio  management  at  mutual  fund 
group  Numeric  Investors  (and  son  of  the  Van- 
guard Group's  founder):  "We  reviewed  40,000 
trades,  and  you  can  see  when  volume  starts 
affecting  costs  and  when  the  costs  start  under- 
mining returns." 

In  response  to  these  findings,  we've  assem- 
bled a  somewhat  arbitrary  list  often  minifunds 
that  show  promise  (see  p.  120).  Some  are  older  funds 
with  excellent  records  combining  strong  performance 
and  reasonable  costs.  Others  are  new  but  have  managers 
who  have  demonstrated  their  abilities  elsewhere.  All  ten 
of  them  conform  to  an  Arnold  Schneider  rule  of  thumb 
on  liquidity:  Don't  try  to  manage  a  sum  more  than  six 
times  the  market  cap  of  your  smallest  portfolio  compa- 
ny. If  you  want  to  chase  after  companies  with  market 
caps  as  small  as  $250  million,  close  your  doors  when  you 
hit  $1.5  billion. 

Is  one  of  these  little  outfits  the  home  of  the  next  Peter 
Lynch?  If  it  turns  out  that  way,  its  early  investors  will  be 
very  happy  people.  But  they  should  consider  getting  out 
as  the  big  money  starts  flowing  in. 

Don't  be  rash  and  put  all  your  money  in  any  one  of 
the  funds.  But  consider  them  for  a  portion — maybe 
25% — of  your  investable  money.  m 
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Little  portfolios  are  more  maneuverable 

than  big  ones.  That's  why  you 

should  look  at  funds  like  Accessor  Value. 

Think  small 


By  Thomas  Easton 


Accessor's  Anthony  Whatley 
The  big  man  atop  little  funds. 


Are  many  minds  better  than  one  when  it  comes  to 
making  investment  decisions?  Of  course  not.  Warren 
Buffett  and  Charley  Munger  do  not  employ  legions  of 
stock  pickers. 

Neither  do  the  two  Accessor  funds  run  by  Benning- 
ton Management.  Nor  does  the  management  company 
behind  Northeast  Investors  Growth.  Nor  do  any  of  the 
other  hinds  on  the  list  of  up-and-comers  printed  below. 

Bennington's  entire  staff,  clerks,  salesmen  and  the 
inevitable  team  involved  in  compliance  included,  con- 
sists of  22  people.  The  firm  runs  slighdy  less  than  $1  bil- 
lion out  of  Seattle  and  is  well  known  only  to  a  small 
coterie  of  banks  and  advisers  that  sell  its  products.  Com- 
pany President  Anthony  Whatley,  55,  spent  the  1980s  at 
Frank  Russell  8c  Co.,  evaluating  managers  for  use  by 
large  pension  funds.  Since  1990  he's  been  doing  the 
same  sort  of  job  as  the  operator  of  a  minifamily  of  funds 
that  contracts  out  all  the  stock-picking  work. 

By  having  outside  firms  rather  than  his  <  \\n  employ- 
ees doing  the  portfolio  work,  Whatk  C2n  tire  them 
quickly  if  they  don't  produce  or  if  What!       loesn't  like 


what  they  are  doing.  Last  July  he  yanked 
Accessor  Growth  Fund's  business  from 
State  Street  Global  Advisors  because  State 
Street  seemed  to  have  veered  off  from  its 
blue-chip  emphasis  toward  smaller  compa- 
nies. He  replaced  the  bank  with 
Phoenixville,  Pa. -based  Geewax,  Terker  & 
Co.  "We  don't  have  to  fire  a  person,  we  just 
terminate  a  relationship,"  says  Whatley, 
without  much  emotion.  "It's  easy."  And  he 
has  the  leverage  to  insist  on  a  sliding-fee 
schedule  that  rewards  managers  for  beating 
s  their  benchmarks  and  punishes  them  for 
3  falling  behind. 

|  Results  to  date:  Accessor  Growth  Fund 
*  has  delivered  24.8%  a  year  over  a  five-year 
period,  the  Accessor  Value  &  Income  Fund 
returned  20.1%  a  year.  That  compares  with 
23%  for  the  S&P  500.  You  can  get  this  per- 
formance without  paying  too  much:  Both 
funds  have  expense  ratios  close  to  1%,  well 
below  the  average  for  stock  funds.  Call 
them  directly  and  you  skip  financial  advis- 
ers' fees. 

There  are  a  few  other  quiet  gems  out 
there.  William  Oates  has  been  running  the 
$153  million  Northeast  Investors  Growth 
fund  for  the  past  18  years.  He  eats  his  own 
cooking.  Together  with  his  family,  he  is  the 
fund's  largest  individual  shareholder. 

Over  the  past  five  years  the  fund  has 
returned  an  annualized  24%.  Expense  ratio: 
a  very  affordable  0.9%.  If  you  favor  larger 
companies,    check    out    Sit  Large     Cap 
Growth,  a  promising  small  fund  that  also 
appears  on  our  Honor  Roll  of  steady  per- 
formers (see  p.  128). 
In  compiling  the  table  of  promising  minifunds,  we  fol- 
lowed the  Best  Buy  logic  of  balancing  performance  and 
risk  against  cost  of  ownership.  Besides  some  funds  with 
good  records,  we  include  here  a  few  new  ones  (such  as 
Schneider  Small  Cap  Value  Fund)  run  by  managers  who 
have  proven  themselves  in  other  jobs.  H 


Fund/800  phone 

Assets 

Annual 

Minimum 

6/30/98 

expenses 

initial 

($mil) 

per $100 

investment 

Accessor  Growth  Fund-Advisor/759-3504 

$120 

$0.93 

$5,000 

Accessor  Value  &  lncome-Advisor/759-3504 

122 

1.08 

5,000 

ICM  Isabelle  Small  Cap  Value/472-6114 

8 

1.90 

1,000 

Northeast  Investors  Growth  Fund/225-6704 

153 

0.97 

1,000 

Preterred  Value  Fund/662-4769 

414 

0.85 

1,000 

Schneider  Small  Cap  Value/610-687-8080 

10 

1.10 

250,000 

Sit  Large  Cap  Growth/332-5580 

117 

1.00 

2,000 

Stratton  Growth  Fund/634-5726 

66 

1.06 

2,000 

US  Global  Leaders  Growth/282-2340 

89 

1.40 

2,000 

Weitz  Series  Fund-Value/232-4161 

557 

1.27 

25,000 

120 


Forbes  ■  August  24,  1998 


***** 

Dean  Witter  European  Grov 

)NG  778  INTERNATIONAL  EQUITY  FUI 

***• 

Witter  Global  Dividend  Gro 

)NG  778  INTERNATIONAL  EQUITY  FU 

***• 

;an  W  itter  Dividend  Growth 

/IONG  2.545  DOMESTIC  EQUITY  FUN1 

***• 

•  Dean  Witter  American  Vali 

/IONG  2,545  DOMESTIC  EQUITY  FUNI 

***• 

>ean  W  itter  Diversified  Inco 

HMONG  1.468  TAXABLE  BOND  FUNDS 

***• 


Morgan  Stanley  Dean  Witter  European  Growth  Fund  Class  B 

(AMONG  778  INTERNATIONAL  EQUITY  FUNDS) 


Morgan  Stanley  Dean  Witter  Global  Dividend  Growth  Securities  Class  B 

(AMONG  778  INTERNATIONAL  EQUITY  FUNDS) 


Morgan  Stanley  Dean  Witter  Dividend  Growth  Securities  Class  B 

(AMONG  2.545  DOMESTIC  EQUITY  FUNDS) 


Morgan  Stanley  Dean  Witter  American  Value  Fund  Class  B 

(AMONG  2.545  DOMESTIC  EQUITY  FUNDS) 


Morgan  Stanley  Dean  Witter  Diversified  Income  Trust  Class  B 

(AMONG  1.468  TAXABLE  BOND  FUNDS) 


Morgan  Stanley  Dean  Witter  Short  -Term  Bond  Fund 

(AMONG  1.468  TAXABLE  BOND  FUNDS) 

**•* 

Morgan  Stanley  Dean  Witter  Tax-Exempt  Securities  Trust  Class  D 

f AMONG  1.549  MUNICIPAL  BOND  FUNDS) 
Overall  Morningstar  Ratings  as  of  6/30/98 

Now  the  only  question  is:  Which  ones  are  best  for  you? 


When  it  comes  to  outstanding  mutual  funds,  it's  not  just  a 
matter  of  performance.  It's  a  question  of  which  funds  are  right 
for  you.  We  can  help  on  both  counts. 

Because  not  only  have  a  number  of  our  mutual 
funds  recently  received  some  of  Morningstar's 
highest  overall  ratings.  But  all  come  with  the  solid 
advice  of  our  Financial  Advisors.  Advice  geared  to 
your  unique  financial  situation  and  goals. 

Remember,  past  performance  cannot  guarantee 


ight  shares.  F 

A* 


1-800-THE-DEAN 


future  results.  You  may  have  a  loss  or  gain  when  you  sell  your 
shares.  Foreign  securities  and  markets  pose  different  and 
possibly  greater  risks  than  those  customarily 
associated  with  domestic  securities,  including 
currency  fluctuations  and  political  instability. 

So  now  the  only  question  is:  Why  haven't 
you  talked  to  us? 

Call  today  for  more  information.  And  for 
the  office  nearest  you. 


www.deanwitter.com/funds 


Measuring  Success  One  Investor  At  A  Time 

MORGAN  STANLEY  DEAN  WITTER 


Ask  for  our  free  brochures  and  prospectuses,  which  contain  complete  information  on  risks,  charges  and  expenses.  Read  the  prospectuses  carefully  before  you 
invest  or  send  money. 

Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  through  June  30, 1998.  Overall  ratings  are  calculated  from  the  fund's  3-,  5-  and  10- 
year  average  annual  total  returns  (when  applicable)  in  excess  of  90-day  Treasury  bill  returns  (with  appropriate  fee  adjustments)  and  a  risk  factor  that  reflects  fund 
performances  below  90-day  T-bill  returns.  These  ratings  are  subject  to  change  each  month.  The  top  ten  percent  of  the  funds  in  an  investment  category  receive  5 
stars,  the  next  22.5%  receive  4  stars,  and  the  next  35%  receive  3  stars.  European  Growth  Fund  Class  B  received  5  stars  for  the  following  periods:  5  years  (of  338 
international  equity  funds)  and  3  years  (of  778  funds).  Global  Dividend  Growth  Securities  Class  B  received  4  stars  for  the  following  periods:  5  years  (of  338  inter- 
national equity  funds)  and  3  years  (of  778  funds).  Dividend  Growth  Securities  Class  B  received  4  stars  for  the  following  periods:  1 0  years  (of  707  domestic  equity 
funds),  5  years  (of  1 ,462  funds)  and  3  years  (of  2,545  funds).  American  Value  Fund  Class  B  received  4  stars  (of  707  domestic  equity  funds)  for  the  10-year 
period  and  3  stars  for  the  following  periods:  5  years  (of  1 ,462  funds)  and  3  years  (of  2,545  funds).  Diversified  Income  Trust  Class  B  received  4  stars  for  the 
following  periods:  5  years  (of  890  taxable  bond  funds)  and  3  years  (of  1,468  funds).  Short-Term  Bond  Fund  received  4  stars  (of  1,468  taxable  bond  funds)  for 
the  3-year  period.  Tax-Exempt  Securities  Trust  Class  D  received  4  stars  for  the  following  periods:  1 0  years  (of  349  municipal  bond  funds),  5  years  (of  860  funds) 
and  3  years  (of  1 .549  funds). 

Ratings  are  for  the  share  classes  indicated;  other  share  class  ratings  may  vary.  Past  performance  is  no  guarantee  of  future  results. 

Morgan  Stanley  Dean  Witter  is  a  registered  service  mark  of  Morgan  Stanley  Dean  Witter  &  Co.  and  services  are  offered  through  Dean  Witter  Reynolds  Inc., 
member  SIPC. 

©  1998  Morgan  Stanley  Dean  Witter  Distributors  Inc.  Member  SIPC. 


▲TFUND     SURVEY 


Mutual  fund  supermarkets  have  many 
advantages— provided  you  are 
willing  to  limit  your  freedom  of  choice. 

Mutual  fund 
supermarkets 


By  William  P.  Barrett 


Let's  FACE  IT:  Buying  a  mutual  fund  can  be  a  pretty  con- 
fusing business  these  days,  what  with  the  proliferation  of 
funds,  fund  families  and  fund  surveys.  What's  the  best  way 
to  assemble  a  portfolio  based  on  Forbes'  recommenda- 
tions without  being  swamped  by  paperwork  or  unneces- 
sary charges? 

Consider  opening  an  account  at  a  financial  services 
organization  with  a  so-called  mutual  fund  supermarket. 
These  programs  allow  no-load  funds  from  different  fam- 
ilies to  be  bought  without  transaction  fees  while  consoli- 
dating holdings  in  one  statement. 


Charles  Schwab  popularized  the  super- 
market concept  six  years  ago  with  its  One- 
Source  program.  On  Wall  Street,  as  else- 
where, hot  ideas  quickly  get  imitated.  Now 
more  than  25  supermarkets  vie  for  your 
attention  and  money. 

Besides  Schwab,  leading  supermarket 
operations  include  those  of  Fidelity  Invest- 
ments, Waterhouse  Securities,  Jack  White, 
Muriel  Siebert,  Quick  &  Reilly,  Scudder, 
Dreyfus  and  National  Discount  Brokers.  A 
number  of  banks  have  them,  including 
Bank  of  America  and  KeyCorp.  Of  course, 
some  of  these  supermarket  sponsors  also 
have  their  own  mutual  fund  families. 

Amid  all  the  marketing  hype,  the  precise 
definition  of  "mutual  fund  supermarket" 
has  fuzzed.  But  it  generally  means  an  oper- 
ation that  offers  a  core  of  no-load  funds 
with  no  transaction  fee,  plus  many  other 
no-load  funds  for  a  transaction  fee  ranging 
from  $20  to  $40  per  trade,  plus,  usually, 
regular  load  funds  at  their  standard  terms 
but  without  transaction  fees.  In  many 
cases,  investors  can  also  buy  individual 
stocks  and  bonds. 

To  some  degree,  the  supermarket  con- 
cept, with  its  bargain-basement  no-load- 
no-transaction-fee  lure,  is  misleading.  Jack 
White  can  sell  you  about  7,000  mutual 
funds.  But  only  about  1,300  are  no-load- 
no-transaction-fee  lure.  The  other  5,700 
are  either  no-loads  that  carry  a  transaction 
fee,  or  load  funds,  or  not  directly  open  to 
individual  investors. 

All  told,  most  of  the  leading  supermar- 
kets carry  70%  to  90%  of  the  208  funds 
from  68  families  on  our  Best  Buy  and 
Honor  Roll  lists.  You  won't  find  the  Van- 
guard family,  which  has  46  Forbes 
favorites,  in  any  of  these  programs.  To  keep 
costs  low,  Vanguard — and  many  other  no- 

Lload  families — refuses  to  pay  the  required 
fees.  T.  Rowe  Price  also  won't  pay  to  get 
on  these  programs.  But  Price,  with  19  of  its 
own  top-rated  no-load-no-transaction-fee 
funds  in  its  supermarket,  rounds  that  out 
with  20  similar  products  from  others. 

Fund  families  wishing  to  get  into  a  supermarket  usu- 
ally pay  the  supermarket  somewhere  around  0.25%  to 
carry  their  products — that's  about  25  cents  per  year  per 
$100  invested.  The  cost  ends  up  in  a  higher  expense 
ratio,  something  that  the  U.S.  Securities  8c  Exchange 
Commission  is  looking  into.  But  you'll  generally  pay  the 
same  expenses  whether  you  buy  the  fund  through  the 
family  or  through  a  supermarket^so  using  a  supermar- 
ket makes  a  lot  of  sense  if  the  funds  you  want  are  on  the 
list.  If  not,  and  paperwork  doesn't  bother  you,  it  makes 
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Down  the  aisle  at  some  mutual  fund  supermarkets 

Supermarket  sponsor/telephone        Web  site/www.                    Total         Total  no-load-                 Availability  of  majority  of  recommended 

available      recommended     American    Fidelity   Invesco    TRowe    Scudder    USAA    Vanguard 
by  Forbest        Century                               Price 

Muriel  Siebert/800-872-0711                 msiebert.com                       7,069                 70                  BAABA         —         B 
Jack  White/800-233-3411                      jackwhiteco.com                     7,009                 69                   ABABA          —          B 
Charles  Schwab/800-435-4000               schwab.com                          2.200                 69                   A             BABA          —          B 
Fidelity  lnvestments/800-544-8666         fidelity.com                          3,400                 69                  BAABA         —         B 
Waterhouse  Securities/800-934-4410      waterhouse.com                    7,100                 63                  A            BABA         —         B 
Scudder/800-700-0820                         scuddercom                          5,600                 53                   A             BABA          —          B 
Dreyfus/800-843-5466                         dreyfus.com                         7,100                 49                  A            BABA         —         B 
KeyCorp/888-715-8715                         key.com                                1,000                 49                   B             BABA          —          B 
National  Discount  Brokers/800-888-3999  ndb.com                             7,840                49                  ABABA         —         B 
Vanguard*/800-992-8327                      vanguard.com                          500                 46                   B             B          B                         B          —          A 
Prudential  Securities/800-225-1852         prusec.com                              300                 45                   •            —         •           —           •          —         — 
T  Rowe  Price/800-638-5660                  trowepnce.com                      3,700                 39                  B            BBBB         —         — 
Merrill  Lynch/800-637-3863                   ml.com                                2,000                 38                   •            _#____ 

Quick  &  Reilly/800-533-8161                  quick-reilly.com                      2,600                  17                   BBBBB          —          B 
Accutrade/800-494-8946                      accutrade.com                      6,757                 11                   B            B         B           B           B          B          B 

"Not  strictly  a  supermarket,  shown  for  comparison.  From  Best  Buy  and  Honor  Roll  lists  in  this  issue. 

A  No  load,  no  transaction  fee. 
B   No  load,  with  a  transaction  fee. 
•  No  load  or  transaction  fee 
but  subject  to  annual  wrap  fee. 

little  sense  to  pay  a  transaction  fee.  You  will  be  better  off 
contacting  the  fund  directly.  For  a  list  of  toll-free  num- 
bers see  our  fund  tables  elsewhere  in  this  issue. 

Not  all  supermarkets  are  created  equal,  especially 
when  it  comes  to  the  number  of  praiseworthy  no-load- 
no-transaction-fee  funds  they  offer.  Of  the  208  funds  we 
.recommend,  Accutrade,  a  leading  on-line  brokerage, 
offers  just  1 1  with  no-load-no-trans- 
action-fee, and  Quick  &  Reilly,  just 
17  such  funds. 

The  best,  if  still  incomplete,  is 
Muriel  Siebert,  with  70  of  our  inex- 
pensive favorite  funds.  Runners-up: 
Jack  White,  Charles  Schwab  and 
Fidelity  Investments,  each  69;  BBBBBI 
Waterhouse,  63.  One  reason  the 
numbers  vary  is  that  a  given  fund  can  be  bought  no- 
load-no-transaction-fee  in  one  supermarket  but  not  in 
another.  Fidelity  is  among  the  leading,  supermarkets,  and 
many  of  its  popular  funds  can  be  bought  for  no-load-no- 
transaction -fee  only  at  Fidelity  and  Siebert. 

Some  of  the  major  wire  houses,  including  Merrill 


Not  all  supermarkets  are 
equal,  especially  when  it 
comes  to  top  no-load-no- 
transaction-fee  funds. 


Lynch,  Prudential  and  Salomon  Smith  Barney,  also  run 
supermarkets  of  a  sort.  But  unless  you  need  help  pick- 
ing funds,  stay  away.  The  majors  charge  an  annual 
"wrap"  fee  on  the  value  of  all  assets — including  no- 
loads — of  1%  or  more,  which  is  pretty  expensive.  Pru- 
dential has  cut  deals  to  waive  loads  on  some  funds,  but 
few  are  ones  we  highly  regard. 

If  you  are  willing  to  limit  your 
choices,  there's  much  to  be  said  for 
buying  funds  at  supermarkets.  Fideli- 
ty and  Schwab  have  the  most  infor- 
mative Internet  sites.  All  the  super- 
markets have  this  advantage:  You 
need  fill  out  just  one  application  form 
for  all  investments.  Other  pluses: 
quick  switching,  a  single  periodic 
statement  and  easier  accounting  at  tax  time. 

There  is  also  a  lot  of  fine  print  that  you  should  read. 
Much  of  it  concerns  efforts  to  discourage  short-term 
trading.  Most  of  the  supermarkets  levy  a  transaction  fee 
if  you  sell  a  no-load-no-transaction-fee  fund  within  45 
to  90  days.  BB 
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It  takes  The  BEST  of  AMERICA®  from  Nationwide  Financial  Services.  We'll  help  you  augment  your  401(k)  plan  with  a  wide 
with  investment  options  managed  by  some  of  the  most  trusted  fund  managers  in  the  industry.  Whichever  product  you  choose 
financial  future.  For  more  information  on  The  BEST  of  AMERICA  retirement  products,  call  1-800- BEST-481,  contact  your  invesl 

The  BESTof  AMERICA  .  •  able  annuity  and  life  insurance  products  are  underwritten  by  Nationwide  Life  Insurance  Company  or  Nationwide  Life  and  Annuity  Insurance  Company,  members  of  the  Nationwide  Insurana 
write  Nationwide  Life  tnsui  M  Company,  P.O.  Box  16609,Columbus,0H  43216.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  Withdrawals  made  prior  to  age  59-1/2  may  be  subject  toa  10°- 
Member  NASD,  Columbus,  0  i  subsidery  of  Nationwide  Life  Insurance  Company.  Nationwide  Life  is  a  subsidiary  of  Nationwide  Financial  Services,  Inc.  Nationwide  and  Nationwide  Insurance  Enterprise  are  federall; 
of  Nationwide  Life  Insurance    impany.  The  underlying  fund  options  described  above  are  only  available  as  investment  options  m  variable  life  insurance  policies  or  variable  annuity  contracts  by  life  insurance  companie 


e    variety  of  tax-deferred  variable  annuity  and  life  insurance  products, 
The  BEST  of  AMERICA  can  help  you  stay  on  track  toward  a  more  secure 
ment  professional  or  visit  our  web  site  at  www.bestofamerica.com 


Enterprise.  For  more  information,  including  charges  and  expenses,  you  may  obtain  a  prospectus  from  a  registered  representative  or 
federal  tax  penalty.  The  general  distributor  for  The  BE STof  AMERICA  products  is  Nationwide  Advisory  Services,  Inc.  CNAS), 
registered  service  marks  of  Nationwide  Mutual  Insurance  Company. The  BEST  of  AMERICA  is  a  federally  registered  service  mark 
They  are  NOT  offered,  or  made  available,  to  the  general  public  directly.  ©1998. 


American  Century®  Investments 


Dreyfus 


Federated  Investors 


Fidelity  Investments* 


J. P.  Morgan 


Morgan  Stanley  Asset  Management  Inc. 


Nationwide  Advisory  Services,Inc. 


Neuberger&Berman  Management  Inc. 


OppenheimerFunds,  Inc. 


Salomon  Brothers  Asset  Management 


Strong  Funds 


United  Asset  Management"" 


Van  Eck  Global 


Warburg  Pincus 


*  *  * 


*    T^BEST 

^/AMERICA 

J   * 


•  *  * 


FROM  NATIONWIDE  FINANCIAL  SERVICES,  INC. 
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No  guarantee  these  funds  will  beat  the  market  this  year, 

but  each  one  has  passed  a  battery  of 

stringent  Forbes  tests  for  consistency  of  performance. 

The  Honor  Roll 


By  William  Heuslein 

Stamina  and  endurance,  more  than  sprinting  ability,  are 
the  qualities  that  define  the  best  marathoners  and  the  best 
fund  investments.  Yes,  we  know:  Everyone  wants  to  be 
with  today's  hot  sprinter.  That  may  make  for  good  party 
talk  and  make  you  feel  smart,  but  it's  not  the  best  way  to 
build  your  wealth.  FORBES  has  been  covering  mutual 
funds  in  depth  longer  than  any  other  business  publication, 
and  we  can  tell  you  that  endurance  is  what  counts — 
endurance  in  the  sense  of  consistency  of  performance. 

The  funds  on  the  Forbes  Honor  Roll  should  do 
better  than  most  in  protecting  your  assets  when  the 
market  hits  a  down  cycle.  To  make  the  Honor  Roll,  a 
fund  must  pass  Forbes'  stringent  tests  for  down  market 
performance. 

There  are  three  important  criteria  for  a  fund  to  make 
the  Forbes  Honor  Roll:  performance,  in  the  sense  of  doing 
reasonably  well  in  rising  markets;  preservation  of  capital, 
in  the  sense  of  holding  up  relatively  well  in  crashes;  and, 
finally,  continuity  of  management,  meaning  that  the  same 
people  have  been  running  the  fund  for  at  least  five  years. 
We're  also  mindful  of  tax  efficiency,  a  consideration  that 
penalizes  funds  that  do  a  lot  of  trading  and  stick  their 
shareholders  with  periodic  big  capital  gains  tax  bills. 

Kudos  to  Waddell  &  Reed's  United  Income  Fund-A. 
Talk  about  being  consistent:  In  the  1990s  United  Income 
has  made  our  Honor  Roll  every  year.  Another  longtime 


honoree,  the  large-cap  value  Dodge  &  Cox  Stock  Fund, 
over  the  same  period  has  been  on  each  year  except  once, 
in  1992. 

We  have  been  in  a  market  dominated  for  years  now  by 
big-cap  stocks.  Yet  a  small-cap  fund,  fam  Value  Fund, 
managed  to  clear  the  big  hurdles  to  make  its  debut  on  the 
1998  Honor  Roll.  This  fund  from  Fenimore  Asset  Man- 
agement in  little  Cobleskill,  NY.  has  both  a  low  turnover 
rate  and  tax  efficiency  working  in  its  favor. 

Here's  what  it  takes  to  get  on  the  Honor  Roll: 

A  hypothetical  $10,000  invested  on  Aug.  31,  1987 
must  have  grown  to  at  least  $34,500  today.  That's  after 
making  a  deduction  for  any  sales  commissions  and  rein- 
vesting what's  left  of  distributions  after  taxes. 

Unique  to  Forbes  is  our  dual  rating  system:  one  grade 
for  bull  markets  and  one  for  bear  markets.  Honor  Roll 
members  must  achieve  a  B  grade  or  better  in  down  mar- 
kets, placing  them  in  the  top  45%  of  the  class.  (For  an 
explanation  of  our  grading  system,  see  p.  160.) 

Because  we  prize  consistency  of  performance,  a  lot  of 
hot  performers  fail  to  make  the  Honor  Roll.  Take  the 
Janus  Twenty  Fund.  It  earns  a  mark  of  A  for  up  market 
performance  and  has  rewarded  investors  handsomely  in 
recent  years.  However,  because  its  bear  market  grade  is 
poor  (D),  it  doesn't  pass  muster  for  this  list. 

Some  otherwise  fine  funds  have  been  excluded  because 


MARKET 
PERFORMANCE 

Fund/800  phone 

E 

B 

EE3 

B 

Mairs  &  Power  Growth  Fund/304-7404 

B 

A 

Janus  Fund/525-8983 

B 

B 

FAM  Value  Fund/932-3271 

C 

A 

Gabelli  Asset  Fund/422-3554 

B 

B 

IDS  New  Dimensions-A/437-4332 

B 

B 

Dreyfus  Appreciation  Fund/645-6561 

B 

B 

Nicholas  Fund/227-5987 

B 

A 

Clipper  Fund/776-5033 

B 

B 

United  Income  Fund-A/366-5465 

B 

B 

Sound  Shore  Fund/754-8758 

C 

B 

SIT  Large  Cap  Growth/332-5580 

C 

B 

Dodge  &  Cox  Stock  Fund/621-3979 

Maximum  cumulative  loss 

% 

period 

-30.6% 

8/87  to  11/87 

-18.6 

8/87  toll/87 

-29.0 

9/87  toll/87 

-19.8 

8/87  toll/87 

-24.5 

8/87  toll/87 

-30.1 

9/87  to  11/87 

-22.0 

8/87  to  11/87 

-23.2 

8/89  to  10/90 

-20.2 

5/90  to  10/90 

-24.6 

8/87  toll/87 

-23.2 

8/87  toll/87 

-25.8 

8/87  toll/87 

Lead  manager  (years) 


George  A  Mairs  III  (18) 
James  Craig  (12) 
Multiple  managers  (10)5 
Mario  Gabelli  (12) 
Gordon  Fines  (7) 
Fayez  Sarofim  (8) 
Multiple  managers  (6)5 
Multiple  managers  (6)5 
Multiple  managers  (6)5 
Multiple  managers  (10)5 
Multiple  managers  (8)5 
Multiple  managers  (8)5 


Average 

annual 

total  return1 

16.3% 

16.9 

14.7 

16.0 

16.7 

14.8 

15.2 

15.8 

15.6 

15.2 

14.5 

14.1 


'For  domestic  funds;  from  8/31/87  to  6/30/98  before  deducting  loads  and  taxes. 
investor  has  $100,000  gross  income  in  constant  198?  dollars,  deductions  equal 


tyalue  on  6/30/98  of  $10,000  invested  8/31/87.  after  load  and  taxes.  Assumptions:  Hypothetical 
to  20%  of  income— 15%  after  1987— and  four  exemptions.  Loads  applied  at  6/30/98  rate. 
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they  changed  managers  in  midstream.  The  Davis  New 
York  Venture-A  Fund  didn't  make  it  because  it  has  been 
only  three  years  since  fund  manager  Christopher  Davis 
succeeded  his  dad,  Shelby,  at  the  helm. 

Team  arrangements  are  not  exempt  from  the  tenure 
rule.  Management  committee  members  must  have  an 
average  of  five  years,  with  a  maximum  credit  often  years 
given  for  any  one  member.  (We  don't  hold  index  funds 
to  the  continuity  of  management  rule  because  they  are, 
by  definition,  not  really  managed.) 

We  exclude  Honor  Roll  contenders  that  are  not  open 
to  new  investors.  This  provision  eliminates  the  few  excep- 


How  did  we  do? 

A  hypothetical  investment  of  $10,000  in  each  of  the 
nine  inaugural  Forbes  Honor  Roll  funds  in  August 
1973  today  would  be  worth  $2.1  million.  That's  with 
dividends  reinvested,  no  deduction  for  loads,  the 
assumed  sale  of  funds  when  they  drop  off  the  Honor 
Roll  and  the  use  of  the  proceeds  to  make  equal  invest- 
ments in  each  year's  newcomers.  The  ending  value  rep- 
resents a  compound  annual  return  of  13.6%  through 
June  30,  1998,  versus  14.3%  for  the  S&P  500. 

Given  that  funds,  unlike  an  index,  cost  money  to 
run,  and  given  the  conservative,  capital  preserving  slant 
of  our  screening  process,  we're  not  surprised  by  the 
results.  The  Honor  Rolls  have  met  our  objective  of 
delivering  consistent  results  in  all  kinds  of  markets. 

For  more  on  Honor  Roll  funds  see  our  Web  site  at 
www.forbes.com/funds.  -Stephen  S.  Johnson 


tional  funds  such  as  the  Sequoia  Fund,  under  the  same 
management  for  28  years  but  closed  to  new  investors  for 
the  past  16.  We  salute  the  brilliant  management  that  has 
turned  $10,000  in  1987  to  $55,000  today.  But  we  won't 
tantalize  readers  with  something  they  can't  have. 

Forbes  also  excludes  sector  funds,  where  results 
depend  more  on  industry  trends  than  on  managers'  stock 
picking  ability.  Vanguard  Specialized-Health  Care  Fund 
doesn't  make  the  final  cut,  despite  14  years  of  impressive 
management  by  Edward  Owens.  Closed-end  funds,  like 
Bergstrom  Capital,  also  don't  show  up  on  this  Honor 
Roll.  Look  for  them  in  our  survey  of  closed-end  funds  in 
the  Sept.  7  issue. 

It's  tough  for  a  load-charging  fund  to  make  the  Honor 
Roll — because  we  penalize  their  results  by  the  amount  of 
the  sales  charge.  All  the  more  credit,  then,  to  ids  New 
Dimensions-A.  It  made  the  Honor  Roll  even  though  it 
charges  investors  a  5%  sales  commission.  ■ 


Hypothetical            Assets             Weighted 

Median 

Maximum              Annual 

Portfolio 

Fund  (consecutive  years  on  Honor  Roll) 

investment           6/30/98             average 

market  cap 

sales              expenses 

turnover4 

results2               ($mil)                 P/E3 

(Sbil) 

charge              per $100 

$43,240                 $557                 26.2 

$4.9 

none                   $0.84 

5 

Mairs  &  Power  Growth  Fund  (2) 

40,815               22,718                 24.2 

11.7 

none                    0.85 

83 

Janus  Fund  (3) 

40,685                  366                21.2 

0.6 

none                    1.22 

9 

FAM  Value  Fund 

40,379                 1,615                 26.8 

4.5 

none                    1.38 

22 

Gabelh  Asset  Fund  (2) 

39,937              13,081                29.2 

65.7 

5.00%                 0.81 

32 

IDS  New  Dimensions-A  (3) 

39,537                 2,978                 30.3 

67.9 

none                     0.87 

1 

Dreyfus  Appreciation  Fund  (3) 

38,013                 5,935                 31.4 

11.2 

none                    0.71 

17 

Nicholas  Fund  (2) 

36,668                   970                 23.4 

11.5 

none                   1.10 

31 

Clipper  Fund  (3) 

35,854                7,280                32.6 

33.4 

5.75                    0.84 

34 

United  Income  Fund-A  (10) 

35,795                 1,987                 19.9 

5.0 

none                    1.086 

53 

Sound  Shore  Fund  (2) 

35,574                   117                 38.0 

22.0 

none                   1.00 

41 

SIT  Large  Cap  Growth 

34,654                4,766                 21.8 

10.2 

none                    0.57 

19 

Dodge  &  Cox  Stock  Fund  (6) 

Average  of  price/earnings  ratios  for  stocks  in  portfolio 

based  on  most  recently 

available  information,  weighted  by  size  of  holding.  'Lesser  of  security  sales  of  purchases,  divided  by  average 

net  assets.  Average  tenure  of  managers,  with  ten  years'  maximum  credit  for  each.  6Net  of  absorption  of  expenses  by  fund  sponsor. 

Sources:  Forbes 

•  Upper  Analytical  Services,  Morningstar,  Inc. 
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AT  FUND     SURVEY 


Sit  Large  Cap  Growth  spices  its  conventional  portfolio  with  some  unconventional  stuff. 

The  jelly  bean  team 


By  Bruce  Upbin 

LOOK  INSIDE  the  Best  Buy  and  Honor  Roll  funds  and  you're 
more  than  likely  to  see  the  same  holdings:  GE,  Microsoft, 
Pfizer  and  the  like.  In  this  market,  what  does  a  stock  picker 
do  to  prove  he's  smart,  too? 

Peter  Mitchelson,  57,  and  Ronald  Sit,  38,  have  an  answer: 
Find  a  few  really  wonderful  companies  outside  the  usual  sus- 
pects. About  12%  of  the  Sit  Large  Cap  Growth  Fund's  port- 
folio is  in  stocks  outside  the  megacap  stocks  everyone  else 
owns.  Mitchelson's  and  Sit's  ability  to  spice  up  the  usual  fare 
has  put  the  $117  million  Minneapolis-based  fund  on  our 
Honor  Roll  for  the  first  time. 

Sit's  small  size  allows  it  to  build  disproportionately  big 
positions  in  names  that  are  still  too  small  to  be  meaningful 
for  a  $10  billion  fund.  Those  positions  have  helped  the  fund 
to  a  14.5%  annual  return  over  11  years. 

Mitchelson  and  Sit  have  the  portfolio  manager  titles,  but 
stock  picking  is  really  done  at  weekly  five-hour  gabfests 
where  12  people  gather  around  a  big  jar  of  jelly  beans  in  Sit 
Investment  Associates'  cozy  conference  room  adorned  with 
bamboo  wallpaper  and  an  oil  painting  of  foggy  mountains 
west  of  Shanghai. 

The  Asian  touches  evoke  the  heritage  of  company  founder 
and  chief  executive  Eugene  Sit,  a  59-year-old  Chinese  immi- 
grant who  jokes  that  he  would  have  been  a  wealthy 
Guangzhou  landowner  today  if  the  Communists  hadn't 
imprisoned  his  mother  and  confiscated  his  grandparents'  vast 
holdings  in  1949. 

Sit  fled  to  the  U.S.  that  year.  He  cooked  in  restaurants  to 
pay  for  an  accounting  degree  in  1960  from  DePaul  Univer- 
sity in  Chicago.  In  the  early  1970s  he  showed  a  magic  touch 
as  a  portfolio  manager  at  IDS  New  Dimensions  growth  fund 
in  Minneapolis.  He  was  early  to  buy  and  hold  Intel,  Wal- 
Mart  and  Waste  Management.  Sit  ran  ids'  institutional 
equity  funds  from  1976  to  1981  and  managed  to  beat  the 
S&P  500  by  five  percentage  points  a  year. 

In  1981  Sit  went  off  on  his  own,  but  he  wasn't  well- 
known.  His  New  Beginning  Income  Fund,  the  precursor  for 
Sit  Large  Cap  Growth,  attracted  an  initial  $140,000  from 
Sit's  neighbors  and  church  brethren. 

But  word  got  around.  Now  Sit  manages  a  respectable 
$6.5  billion,  75%  of  it  for  corporate  clients  like  Bechtel 
Corp.,  Boeing  and  United  Airlines.  It's  also  swarming  with 
the  brainy  Sit  family.  Five  of  Gene  Sit's  six  children  work  for 
the  family  firm.  Four  sit  on  the  jelly  bean-fueled  equities 
committee,  including  his  eldest  so.i,  Ron.  Ron's  36-year-old 
brother,  Roger,  was  a  top  capital  goods  analyst  at  Goldman, 
Sachs  before  joining  his  brothers  and  sister  this  year. 

The  team  has  made  huge  gains  from  its  lesser-known 
growth  picks.  Case  in  point:  Departmc  \\  store  chain  Kohl's 
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Peter  Mitchelson  and  Ronald  Sit  of  Sit  Large  Cap  Growth 
Picking  good  stocks  ahead  of  the  competition. 


Corp.  of  Menomonee  Falls,  Wis.  Kohl's,  with  $3  billion  in 
sales,  is  expected  to  nearly  double  its  store  count,  to  400,  in 
five  years.  At  36  times  1999  earnings,  Kohl's  isn't  cheap,  but 
Ron  Sit  knows  better  than  to  fight  the  retailer's  cult  follow- 
ing with  shoppers.  The  wife  of  a  Sit  fund  manager  used  to 
work  for  competitor  Target.  He  told  the  investment  com- 
mittee recently  how  his  wife's  jaw  drops  whenever  she  walks 
into  a  Kohl's.  "She  can't  figure  out  how  they  can  have  every- 
thing she  needs  at  better  prices,"  says  Eugene  Sit. 

One  of  the  fund's  top  five  holdings  is  another  lesser- 
known  company,  Mercury  General,  a  Los  Angeles-based 
auto  insurer.  Mercury's  premium  revenue  this  year  will  be 
nearly  triple  1993  numbers,  and  its  stock  more  than  doubled 
last  year.  Mitchelson  loves  how  tough  Mercury  is  on  new 
policyholders.  Gene  Sit  is  good  friends  with  its  chairman, 
George  Joseph.  But  when  Sit's  son  Richard  moved  to  Cali- 
fornia and  wanted  to  transfer  his  policy,  Mercury  put  the 
young  man  through  the  wringer.  "They  interrogated  him 
on  his  record  and  even  took  pictures  of  his  car.  He  said  it  was 
like  being  interviewed  for  an  ebi  position,"  laughs  his  father. 

At  63%  of  premiums,  Mercury  has  one  of  the  lowest  loss 
ratios  in  the  business.  Its  stock  recent!)'  dropped  27%  when 
second  quarter  earnings  came  up  short  by  a  nickel.  "Over- 
reaction,"  says  Mitchelson.  "We  may  buy  more."  M 
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News 


Now  available 

exclusively  for 

Schwab  customers 


at  www.schwab.com 


How  do  you  decide  whether  to 


BUY.  SELL  OR  HOLD 


a  mutual  fund  in  your  portfolio? 


With  our  new  Mutual  Fund  Report  Cards'"  you  can  follow  these 
s/mple  steps  to  begin  to  evaluate  your  mutual  funds. 


1 


Check  pit  the  Morningstar  rating 

morningstar  rates  funds  on  a  scale  of 
one  to  five  stars.  how  do  your  funds 

STACK  UP? 


I:\WII\1     III!    PI  RIORM  \\(  I 


how  do  your  funds  compare  with 
benchmarks  like  the  s&p  500  and  the 
Russell  2000  and  the  category  average? 


Overall  Rating: 

M   m  Below  Average 

This  fund's  rating  of  2  stars  (out  of  5) 
indicates  that  its  performance,  when 
adjusted  for  risk,  is  below  average 
compared  to  other  domestic  stock 
funds. 


The  number  of  stars  a  fund 
in  eives  is  one  way  to  evaluate 
Us  risk-adjusted  ■performance. 


You'll  find  out  how  the  historical 

performance  of  your  fund  compares 

against  relevant  benchmarks. 


3. 


Understand  your  alternatives 


If  one  or  more  of  your  funds  are 
lagging  the  average  returns  of  the 
funds  in  their  category,  it  may  be 
time  to  rebalance  your  portfolio. 


■ 

mm 

(3/88) 

** 

Category 

Average 

- 

Funds  from  the  Mutual  Fund  Select  List* 

Sample  F 

jnd  B  (6/87) 

•  ••• 

Sample  F 

jnd  C  (9/88) 

•  •*• 

Ij  appropriate,  we'll  provide 

the  names  of  alternative  funds 

for  your  consideration. 


Schwab's  FREE  Mutual  Fund  Report  Cards 

MAKE  EVALUATING  YOUR  PORTFOLIO  EASY. 

Mutual  Fund  Report  Cards  provide  an  easy-to-understand  analysis  of  your 

mutual  funds  in  a  concise,  single-page  format.  They're  available  on  over  7,700  funds 

from  families  like  Merrill  Lynch,  Vanguard  and  more.  Why  not  call  for  three  free  Report 

Cards  today,  or  stop  by  a  local  Schwab  branch  and  visit  with  a  representative. 


1-800-522-7662 


Prospectuses  containing  more  complete  information  including  management  fees,  charges  and  expenses  are  available  from  Schwab.  Please  read  them  care- 
fully before  investing.  Past  performance  is  no  indication  of  future  results.  ©1998  Charles  Schwab  &  Co.,  Inc.  All  rights  reserved.  Member  SIPC/NYSE.  (0898-1796; 


www.schwab.com 


Charles  Schwab 


AT  BEST     BUYS 


All  too  many  people  pick  stock  mutual  funds 

on  the  latest  quarterly  performance  figures.  Long  run, 

they  would  be  better  off  sticking  to  Forbes  Best  Buys. 

Stock  funds 


By  James  M.  Clash 

With  the  thousands  of 
mutual  stock  funds  out 
there  now,  how  do  you 
find  good  value  for  your 
money?  It's  more  compli- 
cated than  the  purchase  of 
an  appliance,  but  Forbes 
can  help  you  find  the  best 
buys. 

When  you  buy  a  car, 
performance  is  impor- 
tant— but  it's  not  every- 
thing. There's  gas 
mileage,  color,  crashwor- 
thiness,  etc.  Same  thing 
with  stock  funds. 

In  our  Best  Buys  rank- 
ings we  measure  fund 
returns  against  what  it 
costs  to  achieve  them.  All 
funds  charge  you  for  their 
management  services — 
expressed  as  a  percentage 
of  assets  under  manage- 
ment. Some  funds — load 
funds — hit  you  with  an 
upfront  sales  commission 
as  well.  All  things  being 
equal,  it's  better  to  get 
the  high-performing  fund 
with  no  sales  load  and  MHH 

low  expenses.  There  are 
plenty  of  them  out  there. 

Returns  come  at  another  cost — risk.  Like  a  perfor- 
mance car  built  well  for  a  crash,  funds  that  provide  good 
performance  with  low  risk  will  be  preferred  over  those 
that  don't.  Here  we  grade  funds  in  both  up  and  down 
markets  against  their  peers  to  give  you  an  indication. 

With  the  market  at  record  levels,  it  is  wise  to  consid- 
er funds  that  have  shown  an  ability  to  ride  out  bear  mar- 
kets. Forbes  helps  you  do  that  with  our  down  market 
ratings.  In  this  market  we'd  steer  clear  of  funds  that 
don't  show  B  or  better  in  down  markets. 

Mutual  funds  have  been  around  for  about  75  years,  but 
it's  amazing  how  ignorant  many  people    re  w  hen  invest- 
in  them.  One  fund  manager  tells  the        y      a  recent 


Performance  is  important,  but  it's 
not  everything.  Our  Best  Buy 
funds  are  selected  not  only  for  their 
returns  but  also  for  the  costs 
and  risks  taken  to  achieve  them. 


caller  who  couldn't 
remember  the  name  of 
the  fund  he  wanted:  "He 
just  said,  'I'll  take 
$10,000  worth  of  that  28 
flavor.'"  After  some 
searching,  the  puzzled 
manager  found  what  the 
guy  wanted — a  tech  fund 
that  had  been  advertised 
with  a  28%  year-to-date 
return! 

No  need  to  fly  blind 
like  that  when  you  have 
Forbes'  Mutual  Fund 
Survey. 

We  break  our  equity 
Best  Buys  into  a  number 
of  categories.  The  first, 
U.S.  Stock  Best  Buys 
(p.  131),  are  actively 
managed  funds  comprised 
entirely  of  U.S.  equities. 
Balanced  Best  Buys  offer 
a  portfolio  of  stocks  and 
bonds  together  in  one 
fund.  They  will  underper- 
form  the  market  in  a  bull 
scenario,  but  because  of 
the  bond  cushion,  out- 
perform in  a  crash.  For 
tax  purposes,  we  only  rec- 
ommend holding  a  balanced  fund  in  an  IRA  or  401(k). 
Asset  Allocation  Best  Buys  are  more  aggressive  balanced 
funds,  constantly  changing  their  stock/bond  mix  to 
meet  current  market  conditions. 

Index  Best  Buys  (p.  132)  track  a  domestic  index,  like 
the  s&p  500.  International  Best  Buys  (p.  144),  where 
Europe  is  hot  and  Asia  cold,  offer  investment  pools  over- 
seas— a  good  hedge  for  a  frothy  U.S.  market. 

With  stock  Best  Buys,  we  equally  weight  costs  (defined 
as  one-fifth  of  any  sales  load  plus  annual  expenses)  and 
risk-adjusted  performance.  Funds  are  listed  in  descend- 
ing order  of  their  cost/risk- adjusted  performance  score. 
To  qualify  as  a  Best  Buy,  a  fund  must  be  at  least  three 
years  old  and  have  assets  of  $50  million  or  more.        Bi 
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MARKET 

PERFORM/ 

Fund/800  phone 

5-year 

Assets 

Weighted 

Median 

Tax 

Annual 

Minimum 

UP 

DOWN 

annualized 
total  return 

6/30/98 
($mil) 

average 
P/E 

market  cap 

($bil) 

efficiency 

expenses      initial 

nor  4t1fin     inwoctmont 

A       ▼ 

JJCI    f  IUU 

STOCK 

B 

B 

Vanguard  US  Growth  Portfolio/835-1510 

24.1% 

$10,722 

31.3 

$66.7 

A 

$0.38 

$3,000 

B 

B 

Vanguard/Windsor  11/835-1510 

22.3 

30,606 

20.1 

25.5 

C 

0.40 

3,000 

D 

A+ 

T  Rowe  Price  Capital  Appreciation/638-5660 

14.5 

1,090 

32.5 

5.0 

C 

0.64 

2,500 

T  Rowe  Price  Dividend  Growth/638-5660 

21.3 

1,069 

26.4 

8.5 

A 

0.80 

2,500 

C 

A 

T  Rowe  Price  Equity  Income  Fund/638-5660 

19.6 

14,084 

25.0 

11.7 

C 

0.79 

2,500 

B 

C 

Safeco  Equity  Fund/426-6730 

22.5 

1,850 

27.1 

61.7 

D 

0.70 

1,000 

American  Century  Equity  Growth-lnvestor/345-2021 

23.6 

1,552 

22.8 

19.6 

C 

0.71 

2,500 

American  Century  Income  &  Growth-lnvestor/345-2021 

22.6 

3,187 

24.5 

30.3 

B 

0.71 

2,500 

B 

B 

Mairs  &  Power  Growth  Fund/304-7404 

24.3 

557 

26.2 

4.9 

A 

0.84 

2,500 

Columbia  Common  Stock  Fund/547-1707 

20.1 

921 

27.5 

23.5 

B 

0.76 

1,000 

T  Rowe  Price  Blue  Chip  Growth/638-5660 

24.9 

3,321 

32.7 

23.6 

A 

0.95 

2,500 

D 

A 

AARP  Growth  Trust-Growth  &  Income/225-2470 

20.7 

7,726 

23.4 

14.3 

B 

0.68 

500 

C 

C 

T  Rowe  Price  Growth  Stock  Fund/638-5660 

21.4 

4,677 

32.1 

23.9 

D 

0.75 

2,500 

B 

B 

Dreyfus  Appreciation  Fund/645-6561 

24.1 

2,978 

30.3 

67.9 

A 

0.87 

2,500 

B 

C 

Vanguard  Growth  &  Income/835-1510 

22.9 

4,060 

19.7 

23.0 

O 

0.36 

3,000 

D 

B 

Safeco  Income  Fund/426-6730 

18.8 

480 

25.3 

18.1 

D 

0.81 

1,000 

Invesco  Value  Trust-Total  Return/525-8085 

16.8 

2,761 

22.1 

16.5 

A 

0.86 

1,000 

Accessor  Growth  Fund-Advisor/759-3504 

24.8 

120 

33.6 

94.2 

C 

0.93 

5,000 

D 

A 

Scudder  Growth  &  Income  Fund/225-2470 

20.5 

8,277 

23.5 

15.1 

C 

0.76 

2,500 

■  C 

■  C 

Vanguard  Equity  Income  Fund/835-1510 
BALANCED 

18.8 

2,528 

20.6 

21.9 

C 

0.42 

3,000 

B 

B 

Vanguard  STAR  Fund/835-1510 

15.7 

8,188 

22.8 

NA 

0.36 

1,000 

A 

C 

Vanguard/Wellington  Fund/835-1510 

16.7 

24,882 

20.0 

20.6 

0.31 

3,000 

B 

C 

Vanguard  Balanced  Index  Fund/835-1510 

15.3 

1,584 

22.2 

15.9 

0.20 

3,000 

C 

B 

Columbia  Balanced  Fund/547-1707 

14.2 

942 

27.1 

24.3 

0.65 

1,000 

B 

A 

Founders  Balanced  Fund/525-2440 

16.4 

1,187 

24.1 

28.2 

0.92 

1,000 

B 

A 

Janus  Balanced  Fund/525-8983 

16.6 

584 

22.3 

5.1 

1.01 

2,500 

B 

B 

Pax  World  Fund/767-1729 

15.3 

720 

33.9 

16.6 

0.91 

250 

B 

B 

Dodge  &  Cox  Balanced  Fund/621-3979 

15.2 

5,956 

20.4 

9.9 

0.55 

2,500 

B 

C 

T  Rowe  Price  Balanced  Fund/638-5660 

14.7 

1,458 

28.3 

21.5 

0.81 

2,500 

B 

B 

FBP  Contrarian  Balanced/543-0407 

15.8 

57 

19.8 

8.5 

1.04 

25,000 

D 

A 

Hotchkis  &  Wiley-Balanced  Income  Fund/236-4479 

12.7 

105 

18.5 

9.9 

0.92 

10,000 

B 

A+ 

UAM-FPACrescent-lnstitutional/638-7983 

18.1 

300 

25.5 

0.7 

1.34 

2,500 

C 

B 

Eclipse  Trust-Balanced/872-2710 

14.3 

92 

23.2 

3.2 

0.85 

1,000 

C 

A 

Dreyfus  Balanced  Fund/645-6561 

14.1 

408 

24.5 

11.3 

0.87 

2,500 

B 

B 

Fidelity  Puritan  Fund/544-8888 
ASSET  ALLOCATION 

15.6 

25,133 

26.4 

59.1 

0.63  a 

2,500 

A 

D 

Vanguard  Asset  Allocation/835-1510 

18.7 

5,388 

24.5 

41.7 

0.48 

3,000 

A 

C 

Preferred  Asset  Allocation/662-4769 

15.9 

172 

29.6 

43.0 

0.99 

1,000 

C 

B 

Strong  Asset  Allocation  Fund/368-3863 

13.5 

308 

32.0 

45.6 

1.07 

250 

Vanguard  LifeStrategy-Conservative  Growth/835-1510 

—  * 

1,184 

26.7 

NA 

0.29 

3,000 

Vanguard  LifeStrategy-Moderate  Growth/835-1510 

* 

1,850 

28.4 

28.5 

0.29 

3,000 

Vanguard  Lit eStrategy-Growth/83 5- 1510 

* 

1,627 

29.0 

27.7 

0.29 

3,000 

A 

D 

Fidelity  Asset  Manager-Growth/544-8888 

15.9 

5,116 

27.7 

38.4 

0.84  a 

2,500 

Value  Line  Asset  Allocation  Fund/223-0818 

—  * 

150 

32.1 

1.0 

1.15 

1,000 

Vanguard  LifeStrategy-lncome/835-1510 

—  * 

347 

29.0 

38.7 

0.29 

3,000 

F 

A+ 

Berwyn  Income  Fund/992-6757 

9.8 

170 

19.7 

7.6 

0.65 

10,000 

Five-year  return  6/30/93  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  o 

did  not  meet  asset  minimun 

for 

full  period,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor.  NA 

Not  applicable  or  not  available. 
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▲▼BEST     BUYS 


Index  funds  have  become  the  mutual  fund  of  choice  for  many  investors 
in  the  1990s.  Why?  Low  costs  and  stellar  performance. 


Index  funds 


By  James  M.  Clash 

In  real  estate,  it's  location, 
location,  location.  With  index 
funds,  it's  costs,  costs,  costs. 

Why?  In  an  actively  managed 
equity  fund  you  pay  hand- 
somely for  a  manager's  ability 
to  pick  stock  winners.  In  an 
index  fund  the  manager  isn't 
supposed  to  do  anything 
except  mechanically  replicate  a 
list  of  stocks,  like  the  s&P  500. 
Why  pay  more  than  you  have 
to?  And  yet  people  do  buy 
expensive  index  funds.  There 
are  at  least  half  a  dozen  that 
cost  more  than  0.8%  a  year 
to  own. 

Index  funds  have  gotten 
very  popular  of  late,  with  $97 
billion  of  new  money  pouring 
into  the  genre  since  the  begin- 
ning of  1997,  according  to 
Areata,  Calif.-based  AMG  Data 
Services.  That  is  11%  of  all 
equity  fund  inflow  and  enough 
to  double  assets  in  the  catego-  ^^^H 
ry,  to  $177  billion. 

The  main  reason  for  the  growth:  These  passive  funds, 
for  the  most  part  tracking  the  s&P  500,  are  hard  to  beat. 
The  blue  chips  like  General  Electric,  Coca-Cola  and 
Microsoft  that  dominate  the  index  have  led  the  current 
market  rally,  and,  of  course,  the  low  costs  of  indexing 
help  out,  too.  Over  the  past  five  years  large  stock  index 
funds  have  outperformed  more  than  three-quarters  of 
actively  managed  domestic  equity  funds. 


I 


In  the  last  five  years  index  funds  have 

outperformed  three-fourths 

of  managed  domestic  equity  funds. 


Vanguard's  Index  Trust-500 
Portfolio,  a  no-load,  has  an 
annual  expense  ratio  only  one- 
third  that  of  Fidelity  Magellan, 
the  nation's  largest  stock  fund. 
And  the  Vanguard  fund's 
annualized  total  return  of  30% 
over  the  last  three  years  puts  it 
eight  points  ahead  of  Magellan. 
Anything  wrong  with 
owning  an  index  fund?  Sure. 
These  funds  are  fully  invested 
and  have  virtually  no  cash  to 
cushion  them  in  a  market 
downturn.  Some  have  copious 
amounts  of  unrealized  appreci- 
ation in  their  portfolio,  which 
could  cause  you  a  tax 
headache;  if  an  extended  bear 
market  led  to  a  lot  of  redemp- 
tions, the  manager  would  have 
to  liquidate  shares  and  create 
capital  gains  that  would  have  to 
be  paid  out.  The  Vanguard 
Index  500  fund's  unrealized 
gains  come  to  36%  of  assets. 
Last,  remember  that  an  index 
fund  is  no  safer  than  the  stocks  it  buys.  The  s&P  500  is 
trading  at  a  stratospheric  28  times  its  earnings  over  the 
last  12  months,  a  ratio  about  double  the  norm  for  this 
century. 

Shown  in  the  table  below  are  the  best  deals  in  index 
funds,  listed  in  descending  order  of  how  they  score  on 
our  Best  Buy  formula,  combining  cost  efficiency  and 
recent  performance.  ■■ 


B       C 


■  B    »B 


Fund/800  phone 


Vanguard  Index  Trust-Growth/835- 1510 
Vanguard  Index  Trust-500  Portfolio/835-1510 
SSGA  S&P  500  Index/997  7327 
California  S&P  500  Index  Fund/225-8778 
Spartan  Market  Index  Fund/544-8888 


5-year 

Assets 

Weighted 

Median 

Tax 

Annual 

Minimum 

annualized 

6/30/98 

average 

market  cap 

efficiency 

expenses 

initial 

total  return 

($mil) 

P/E 

(Sbil) 

per $100 

investment 

25.7% 

$4,149 

28.9 

$56.3 

A 

$0.20 

$3,000 

23.0 

64.281 

21.9 

34.1 

B 

0.19 

3,000 

22.8 

1,774 

30.6 

44.7 

A 

0.16  a 

10,000 

22.8 

103 

27.7 

43.0 

A 

0.20  a 

5,000 

22.7 

5,793 

29.5 

42.1 

A 

0.19  a 

10,000 

Five-year  return  6/30/93  through  6/30/98.  ■  Fund    ted  for  three  periods  only;  maximum  allowable  grade  A.  a:  Net  of  absorption  of  expenses  by  fund  sponsor. 
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If  You're  Not  One  Of  Vanguard's 
Ten  Million  Investors,  Here's 
Something  You  Should  Know. 


I-Hor  neatly  70  years,  investors  have  trusted  Vanguard 
mutual  funds  to  provide  them  with  a  reliable,  steady 
path  to  their  financial  goals.  NX/hat  do  they  know? 


LOW   COST  F 

UND 

S    MAY   PROVIDE  A 

PERFORMANCE 

ADVANTAGE    OVER   TIME 

Ending  value  nf 

a  hypothetical. 

30-year  $100,000 

$925,702 

$7  1  9.677 

+  2D6.025 

investment  at  an 

8%  annualized 

♦ 

return.  High  Cost 
Fund  average 

expense  ratio  is 

1.20%.  Low  Cost 

fund  average  is 

0.30%. 

High  Cost 
Fund 

Low  Cost 
Fund 

They  know  that  Vanguard  was  designed  from  the 
start  to  put  the  investor  first,  by  holding  down  costs 
—  to  less  than  one-fourth  the  industry  average*  —  so 
more  of  their  money  stays  in  the  fund  working  for 


them.  They  also  know  that  Vanguard  is  dedicated 
to  earning  their  trust  through  exceptional  customer 
service  and  plain  talk.  Glamorous?  Not  really.  Just 
a  simple,  dependable  approach  to  investing  that's 
helped  to  make  Vanguard  the  largest  pure  no-load 
mutual  fund  company  in  the  world.  With  more 
than  $400  billion  in  assets. 

Call  today  and  ask  for  your  free  copy  of  Vanguard's 
"Facts  On  Funds."  The  more  you  know  about  invest- 
ing, the  more  you'll  want  to  know  about  Vanguard. 


"Facts  on  Funds"  covers  the  objectives, 
risks  and  performance  records  of  more 
than  ninety  Vanguard  funds. 

1  -BDD-523-B557 

WWW.  VA  Mr3UARD.COM 


TH^insuaitlGROue 


The  Information  Kit  contains  a  prospectus  with  more  complete  information  on  distribution  charges,  advisory  fees  and  other  expenses.  Please  read  it  carefully  before  investing.  "Upper  Analytical  Services,  Inc.  ©1998  Vanguard  Marketing  Corp.,  Distributor. 


▲TBEST     BUYS 


Even  a  lowly  5%  yield  offered  on  a  taxable  bond  fund  might  look  tempting 
to  an  investor  who  has  just  been  burned  by  a  stock  market  crash. 

Taxable  bond  funds 


By  Eric  S.  Hardy 

In  October  of  1987  the  bond  market  surged  as  stocks 
crashed.  It  doesn't,  however,  always  work  out  so  well. 
In  1994  bonds  and  stocks  fell  together.  In  short,  bonds 
sometimes  act  as  a  hedge  against  declining  stock  prices, 
but  not  always. 

Nevertheless,  bonds  do  have  a  place  in  any  investment 
portfolio.  At  a  time  when  stocks  yield  less  than  2%  from 
dividends,  equity  investors  must  depend  on  regular 
appreciation  in  price  to  give  them  a  decent  return.  But 
bonds,  depending  on  quality  and  maturity,  can  yield 
from  5%  to  7% — and  even  as  high  as  10%  for  junk 
bonds — which  means  that  investors  get  a  periodic  return 
regardless  of  what  the  markets  do.  Just  remember:  Cap- 
ital appreciation  is  dependent  on  further  declines  in 
interest  rates. 

Because  the  expected  return  from  bonds  is  relatively 
low,  expenses  are  extremely  important.  With  a  7%  port- 
folio yield,  a  1%  annual  management  fee  takes  away  an 
unconscionable  part  of  the  yield.  That's  why  Forbes 
takes  management  fees  heavily  into  account  when  mea- 
suring Best  Buys  among  bond  mutual  funds.  WM 


Yes,  we,  too, 
have  heard 
about  the 
euphoric 
equity  mar- 
kets. Don't 
be  fooled 
A  slice  of 
every 
investor's 
personal 
portfolio 
should  still 
be  devoted 
to  bonds. 


Ditch  your 

money  market  funds? 

If  you  are  sitting  on  a  lot  of  cash, 
a  short-term  bond  fund  is  a  yield- 
enhancing  alternative   to   a  plain 

Easy  money 


vanilla  money  market  fund.  No- 
load  SSGA's  Yield  Plus  Fund  is  one 
of  our  top  Best  Buys  and  receives 
an  A+  rating  for  down  markets, 
suggesting  that  it  is  just  about  as 
stable  as  a  money  market  fund. 
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110 


100 


The  benefits  expand  over  time 


ratio  scale 
(6/30/93=100) 


SSGA  Yield  Plus 


Lipper  Money  Market  Fund  Index 


'97  '98 

Source:  Lipper  Analytical  Services 


With  short-term  bond  funds,  the 
manager  has  a  bit  more  flexibility  and 
can  extend  maturities  beyond  the  90 
days  that  is  typical  of  money  market 
funds.  We  list  average  weighted 
maturity  for  the  Yield  Plus  Fund  at  a 
bit  less  than  four  months. 

Those  extra  days  are  more  signifi- 
cant than  you  might  expect.  "Typi- 
cally we  pick  up  about  0.5%  with  little 
additional  risk,"  says  John  Woodring 
of  Russell  Fund  Distributors,  Inc., 
which  distributes  the  fund. 

Viewed  in  the  context  of  the  4.5% 
or  so  offered  on  money  markets 
these  days,  that  extra  yield  boosts 
your  expected  return  by  11% 
or  more. 

ssga's  fund — as  well  as  the  other 
bond  funds  on  our  Best  Buy  list — 
does  not  offer  truly  mouthwatering 
yields.  Beware  of  those  short-term 
bond  funds  that  do.  They  may  well 
be  compromising  quality. 

-Thomas  Easton  H 
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MARKET 
PERFORMANCE 

Fund/800  phone 

5-year 
annualized 

SEC 
yield 

Assets 
6/30/98 

Weighted 
avg  maturity 

Annual 
expenses 

Minimum 
initial 

f 

i'  >     ■ 

A 

▼ 

total  return 

($mil) 

(years) 

per $100 

investment 

U.S.  TREASURY 

A 

D 

Vanguard  Admiral-Long-Term  US  Treasury/835-1510 

9.0% 

5.9% 

$389 

20.4 

$0.15 

$50,000 

A 

D 

Vanguard  Admiral-I-T  US  Treasury/835-1510 

6.6 

5.5 

1,036 

6.9 

0.15 

50,000 

D 

B 

Vanguard  Admiral-Short-Term  US  Treasury/835-1510 

5.5 

5.4 

845 

2.5 

0.15 

50,000 

A 

0 

Vanguard  Fixed  Income-L-T  US  Treasury/835-1510 

8.5 

5.7 

1,134 

20.6 

0.27 

3,000 

A 

0 

Vanguard  Fixed  Income-I-T  US  Treasury/835-1510 

6.4 

5.4 

1,648 

6.9 

0.27 

3,000 

0 

B 

Vanguard  Fixed  Income-S-T  US  Treasury/835-1510 

5.4 

5.2 

1,031 

2.4 

0.27 

3,000 

B 

D 

Galaxy  II— US  Treasury  Index/628-0414 
GINNIE  MAE 

6.2 

5.6 

128 

8.9 

0.40 

2,500 

C 

B 

Vanguard  Fixed  lncome-GNMA/835-1510 

7.0 

7.2 

9,779 

6.8 

0.31 

3,000 

C 

C 

USAA  Investment-GNMA  Trust/382-8722 

6.8 

0.0 

385 

9.5 

0.32 

3,000 

C 

C 

Spartan  Ginnie  Mae  Fund/544-8888 

6.5 

6.5 

684 

6.3 

0.38 

10,000 

C 

B 

Amer  Century-Benham  GNMA-lnvestor/345-2021 

6.5 

NA 

1,309 

22.1 

0.58 

2,500 

C 

B 

AARP  Income  Trust-GNMA  &  US  Treasury/225-2470 

5.5 

5.9 

4,485 

6.1 

0.62 

500 

B 

C 

T  Rowe  Price  GNMA  Fund/638-5660 

6.5 

6.4 

1,137 

7.6 

0.70 

2,500 

C 

C 

Fidelity  Ginnie  Mae/544-8888 
SHORT-TERM 

6.3 

6.5 

903 

6.4 

0.74 

2,500 

D 

B 

Vanguard  Fixed  Income-Short-Term  Corp/835-1510 

5.9 

5.9 

5,087 

2.7 

0.28 

3,000 

Vanguard  Bond  Index-Short-Term  Bond/835-1510 

— * 

5.5 

563 

2.8 

0.20 

3,000 

F 

A+ 

SSGA  Yield  Plus/997-7327 

5.2 

5.5 

545 

0.3 

0.38 

1,000 

D 

A 

Spartan  Short-Term  Bond/544-8888 

4.6 

5.8 

344 

2.5 

0.38 

10,000 

0 

A 

Bernstein  Short  Duration  Plus/' 

4.9 

0.0 

597 

1.8 

0.65 

25,000 

Payden  &  Rygel  Limited  Maturity-R/572-9336 

— * 

5.9 

160 

0.9 

0.30  a 

100,000 

C 

B 

William  Blair  Mutual  Funds-Income  Fund/742-7272 
MEDIUM-TERM 

5.9 

6.1 

177 

4.7 

0.71 

5,000 

B 

C 

Vanguard  Bond  Index-Total  Bond  Market/835-1510 

6.8 

6.2 

6,233 

8.6 

0.20 

3,000 

B 

C 

Standish  Fixed  Income  Fund/729-0066 

7.2 

6.4 

3,429 

9.4 

0.37 

100,000 

Vanguard  Bond  Index-lntermed-Term  Bond/835-1510 

— * 

5.8 

883 

7.3 

0.20 

3,000 

A 

D 

USAA  Mutual-Income  Fund/382-8722 

7.2 

NA 

1,749 

9.3 

0.38 

3,000 

A 

D 

Spartan  Investment  Grade  Bond/544-8888 

6.6 

6.0 

1,991 

8.2 

0.38 

25,000 

Vanguard  Fixed  Income-lntermed-Term  Corp/835-1510 

— * 

6.3 

1,022 

6.9 

0.26 

3,000 

A 

D 

Schwab  Total  Bond  Market  Index/435-4000 
LONG-TERM 

6.7 

NA 

253 

7.7 

0.30  a 

1,000 

A 

D 

Vanguard  Fixed  Income-Long  Term  Corp/835-1510 

8.5 

6.4 

3,967 

21.1 

0.32 

3,000 

A 

D 

Dodge  &  Cox  Income  Fund/621-3979 

7.3 

NA 

827 

10.4 

0.49 

2,500 

Vanguard  Bond  Index-Long-Term  Bond/835-1510 

— * 

6.2 

140 

22.2 

0.20 

3,000 

B 

C 

JP  Morgan  Bond  Fund/521-5411 

6.6 

6.2 

218 

14.4 

0.68 

2,500 

C 

D 

WPG  Core  Bond  Fund/223-3332 

4.3 

NA 

116 

10.1 

0.50  a 

25,000 

A 

D 

Fremont  Bond  Fund/548-4539 

7.7 

5.6 

123 

10.2 

0.56  a 

2,000 

B 

C 

Preferred  Fixed-lncome/662-4769 
GLOBAL 

6.5 

6.0 

151 

11.1 

0.69 

1,000 

C 

B 

Payden  &  Rygel  Global  Fixed  lncome-R/572-9336 

8.0 

4.8 

500 

7.6 

0.49 

5,000 

B 

A 

Standish  International  Fixed-lncome/729-0066 

9.8 

5.2 

1,341 

7.7 

0.53 

100,000 

B 

A+ 

Fidelity  New  Markets  Income/544-8888 

13.8 

8.6 

292 

15.7 

1.08 

2,500 

A+ 

D 

Amer  Century-Benham  Intl  Bond/345-2021 

7.0 

0.0 

142 

NA 

0.87 

2,500 

A 

D 

T  Rowe  Price  International  Bond  Fund/638-5660 

6.4 

5.3 

827 

10.0 

0.86 

2,500 

D 

A 

Eaton  Vance  Strategic  lncome-A/225-6265 

8.4 

NA 

168 

NA 

0.81 

1,000 

D 

B 

Warburg  Pincus  Global  Fixed  lncome-Common/257-5614 

6.2 

NA 

169 

9.6 

0.96  a 

2,500 

Five-year  return  6/30/93  through  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 

for  full  period. 

a:  Net  of  a 

bsorption  of  expenses  by  fund  sponso 

NA:  Not  applicable  or  not  available.  'For  prospectus  call  212-756-4097. 
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▲TBEST     BUYS 


As  long  as  interest  rates  don't  rise  and  hurt  bond  prices,  tax-free 
bond  funds  can  be  a  good  deal  for  investors  in  heavily  taxed  states. 

Municipal  bond  funds 


By  Eric  S.  Hardy 

Aside  from  retirement  accounts,  about  the  only  widely 
available  tax-advantaged  investments  today  are  municipal 
bonds.  The  interest  is  free  from  federal  income  tax — and 
from  state  income  tax  in  the  state  of  issuance.  You  pay  a 
price  for  this  tax  exemption:  Generally,  munis  carry  lower 
interest  rates  than  comparable  taxable  bonds. 

So  there  are  tradeoffs.  From  a  yield  standpoint,  an 
investor  in  the  33%  tax  bracket  is  slightly  better  off  in  a 
municipal  bond  offering  5%  than  in  a  taxable  corporate 
bond  paying  7%.  What  the  investor  loses  in  yield  is  made 
up  through  the  tax  savings. 

Having  trouble  figuring  the  tradeoff  in  your  own 
circumstances?  Go  to  our  Web  site  and  we'll  do  it 
for  you  (www.forbes.com/taxes). 

If  you  live  in  a  highly  taxed  jurisdiction  like  New 
York  or  Massachusetts,  you  should  consider  a  bond 
from  your  own  jurisdiction.  You  also  save  on  state 
income  taxes. 

Even  though  you  don't  have  to  pay  federal  tax 
on  the  gains,  you  do  have  to  report  them  when  you 
file  with  the  IRS. 

Remember:  Like  all  bonds,  municipal  bonds  fluc- 
tuate in  value.  If  interest  rates  rise,  bond  prices  tend 
to  drop.  When  interest  rates  fall,  bond  prices  tend 
to  rise.  You  can  minimize  this  kind  of  volatility  by 
concentrating  on  bonds  that  fall  due  in  the  fairly 
near  future.  The  further  off  the  maturity  date,  the 
more  you  are  exposed  to  market  fluctuations.  If 
you  are  buying  a  municipal  bond  fund,  look  in  the 
prospectus  to  find  the  average  maturity. 

If  you  think  interest  rates  are  going  up  in  the 
fairly  near  future,  do  one  of  two  things:  Stay  away 


from  bonds  entirely,  or  stick  to  bond  funds  with  near 
maturities.  But  if  you  think  interest  rates  are  headed 
down — remember  that  long-term  bonds  are  already  at 
20 -year  lows. 

Municipal  bonds  lose  a  little  bit  of  luster  every  time 
there  is  an  income  tax  cut  in  Washington,  since  their  tax- 
free  advantage  becomes  less  valuable  as  rates  are 
reduced. 

Another  problem  is  sneakier:  A  lot  of  tax-exempt 
income  could  help  expose  you  to  the  nasty  alternative 
minimum  tax.  Check  with  vour  accountant.  M 


Lost  in  New  York 

Sanford  C.  Bernstein  Fund,  Inc., 
the  New  York- based  investment 
research  and  management  firm,  is  not 
a  giant  in  the  investment  business,  but 
it  offers  inexpensive  funds  with  good 
performance  rankings.  The  only  catch 
is  that  you  need  at  least  $25,000  to 
buy  any  of  its  stock  or  bond  funds. 

Two  Bernstein  municipal  funds  are 
rated  as  Best  Buys  here — Short  Dura 
tion  Diversified  Municipal  and  Diversi- 


fied Municipal.  Both  are  conservative 
and  diversified.  Over  five  years,  assum- 
ing a  5%  annualized  return,  you  would 
pay  an  average  of  just  $200  a  year  on  a 
$25,000  investment  in  the  short-term 
fund  and  $180  for  the  other  fund. 

The  Bernstein  fund  managers  shun 
municipals  at  die  low  end  of  the  qual- 
nv  spectrum,  explaining  there  is  not 
enough  yield  to  justify  the  additional 
risk.  Vet  they  do  not  rely  on  the  likes 
iA   Moody's,  Fitch  or  Standard  & 


Poor's  to  judge  quality.  In  a  note  to 
shareholders  in  September,  for 
instance,  President  Roger  Hertog 
explained  how  he  loaded  up  on 
bonds  issued  by  New  York  State 
shordy  before  they  were  upgraded — 
producing  a  nice  capital  gain.  Alone 
among  firms  offering  Forbes  Best 
Buy  funds,  Bernstein  does  not  offer  a 
toll-free  800  number  (another  cost- 
saving  measure),  but  can  be  reached 
at  212-756-4097.  -E.S.H.    H 
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MARKET 

Fund/800  phone 
SHORT-TERM 

5-year 
annualized 
total  return 

SEC 

yield 

Assets 
6/30/98 
($mil) 

Weighted 

avg  maturity 

(years) 

Annual 
expenses 
per  $100 

Minimum 

initial 
investment 

PERFORMANCE 

W 

DOWN 

F 

A+ 

Vanguard  Muni  Bond-limited  Term/835-1510 

4.5% 

3.7% 

$2,161 

3.3 

$0.21 

$3,000 

F 

A+ 

USAA  Tax-Exempt  Fund-Short-Term/382-8722 

4.8 

NA 

972 

2.8 

0.38 

3,000 

F 

A+ 

Vanguard  Muni  Bond-Short-Term/835-1510 

3.8 

3.8 

1,554 

1.2 

0.21 

3,000 

D 

A+ 

T  Rowe  Price  Tax-Free  Short-lntermediate/638-5660 

4.5 

3.8 

446 

4.1 

0.54 

2,500 

D 

A 

Spartan  Short-Intermediate  Muni  Income/544-8888 

4.5 

3.8 

653 

3.2 

0.55 

10,000 

F 

A 

Strong  Short-Term  Municipal  Bond/368-3863 

4.2 

4.3 

202 

2.9 

0.63 

2,500 

F 

A+ 

Merrill  Lynch  Municipal-ltd  Maturity-D/63 7-3863 

3.8 

NA 

409 

1.5 

0.48 

1,000 

Bernstein  Short  Duration  Diversified  Muni/1 

* 

0.0 

147 

2.0 

0.71 

25,000 

Scudder  Limited  Term  Tax  Free  Fund/225-2470 

* 

3.7 

138 

3.9 

0.75a 

2,500 

F 

A+ 

Calvert  Tax-Free  Reserves-Limited-A/368-2748 
MEDIUM-TERM 

3.9 

NA 

492 

0.9 

0.69a 

2,000 

C 

B 

USAA  Tax-Exempt  Fund-lntermediate/382-8722 

6.3 

NA 

2,090 

9.0 

0.36 

3,000 

0 

B 

Vanguard  Muni  Bond— Intermediate/835-1510 

5.8 

4.1 

7,340 

6.7 

0.21 

3,000 

c 

B 

Spartan  Intermediate  Muni  Income/544-8888 

5.8 

4.2 

1,113 

7.8 

0.55 

10,000 

D 

A 

Amer  Century-Benham  Intermed-Term  T-F/345-2021 

5.3 

4.5 

138 

7.5 

0.51 

5,000 

A 

D 

Scudder  Managed  Municipal  Bonds/225-2470 

6.1 

4.3 

731 

9.7 

0.64 

2,500 

D 

B 

JP  Morgan  Tax-Exempt  Bond/521-5411 

5.4 

4.1 

425 

7.4 

0.64 

2,500 

B 

D 

AARP  Income-Insured  T-F  General  Bond/225-2470 

5.6 

4.1 

1,697 

8.8 

0.63 

2,000 

D 

A 

Bernstein  Diversified  Municipal/1 

5.2 

0.0 

1,317 

6.8 

0.64 

25,000 

0 

A 

AIM  Tax-Free  Intermediate  Shares/347-1919 

5.1 

4.0 

196 

6.1 

0.45 

500 

0 

B 

Scudder  Medium  Term  Tax-Free/225-2470 
LONG-TERM 

5.7 

3.9 

670 

6.4 

0.74 

2,500 

A 

D 

Vanguard  Muni  Bond-Long-Term/835-1510 

6.5 

4.5 

1,402 

11.0 

0.20 

3,000 

A 

C 

Vanguard  Muni  Bond-High  Yield/835-1510 

6.5 

4.6 

2,541 

10.8 

0.21 

3,000 

A 

D 

Vanguard  Muni  Bond-Insured  Long-Term/835-1510 

6.3 

4.5 

2,130 

10.8 

0.20 

3,000 

B 

C 

USAA  Tax-Exempt  Fund-Long-Term/382-8722 

6.2 

NA 

2,094 

18.6 

0.36 

3,000 

A 

0 

Amer  Century-Benham  Long-Term  Tax-Free/345-2021 

6.3 

4.9 

114 

17.8 

0.51 

5,000 

C 

B 

T  Rowe  Price  Tax-Free  High  Yield  Fund/638-56.60 

6.8 

4.7 

1,288 

18.6 

0.72 

2,500 

A+ 

F 

Safeco  Municipal  Bond  Fund/426-6730 

6.5 

4.7 

513 

24.1 

0.52 

1,000 

B 

D 

T  Rowe  Price  Tax-Free  Income  Fund/638-5660 

6.1 

4.5 

1,431 

16.5 

0.55 

2,500 

B 

D 

Spartan  Municipal  Income/544-8888 

5.8 

4.3 

2,406 

13.2 

0.53 

10,000 

A+ 

D 

Excelsior  Tax-Exempt-Long-Term/446- 10 1 2 
ONE-STATE 

7.9 

4.5 

156 

22.1 

0.75a 

500 

A 

D 

Vanguard  California  Tax-Free-Insured  L-T/835-1510 

6.5 

4.5 

1,328 

11.2 

0.16 

3,000 

C 

B 

Amer  Century-Benham  Calif  Muni  High  Yield/345-2021 

7.2 

5.2 

277 

21.1 

0.55 

5,000 

B 

D 

Spartan  Connecticut  Municipal  Income/544-8888 

5.9 

4.1 

353 

12.1 

0.55 

10,000 

B 

C 

Spartan  Massachusetts  Municipal  Income/544-8888 

6.2 

4.4 

1,265 

14.0 

0.53 

10,000 

C 

C 

T  Rowe  Price  Maryland  Tax-Free  Bond/638-5660 

5.9 

4.4 

959 

15.7 

0.51 

2,500 

C 

D 

Spartan  Michigan  Municipal  Income/544-8888 

5.4 

4.3 

462 

14.8 

0.55 

10,000 

B 

D 

Vanguard  NJ  Tax  Free-Insured  L-T/835-1510 

5.9 

4.4 

1,020 

9.6 

0.18 

3,000 

B 

C 

Vanguard  New  York  Tax-Free-Insured  L-T/835-1510 

6.1 

4.5 

1,284 

9.4 

0.20 

3,000 

A 

D 

Spartan  New  York  Muni  Income/544-8888 

6.1 

4.3 

1,126 

14.6 

0.55 

10,000 

A 

D 

Vanguard  Ohio  Tax-Free-Insured  L-T/835-1510 

6.1 

4.3 

289 

8.6 

0.17 

3,000 

Five-year  return  6/30/93  through  6/30/98:  *Fund  not  in  operation 
applicable  or  not  available.  !For  prospectus  call  212-756-4097. 

or  did  not  meet  asset  minimum 

for  full  period. 

a:  Net  of  absorption  of  expenses  by  fund 

sponsor.  NA:  Not 
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▲TBEST     BUYS 


Yields  have  shrunk  to  the  point  where  people  question:  Is  junk  worth  the  risk? 

Junk  bond  funds 


By  Eric  S.  Hardy 


We  THINK  CAUTION  IS  DESIRABLE  when  investing  in 
junk  bond  funds,  since  a  downturn  in  the  economy 
would  produce  defaults  that  could  more  than  wipe 
out  any  return  junks  have  over  Treasurys.  Never- 
theless, some  well-run  junk  funds  keep  maturities 
short  and  quality  relatively  high  and  are  probably 
well  worth  the  added  element  of  risk. 

Northeast  Investors  Trust,  for  instance,  offers  an 
SEC  yield  that  is  almost  three  percentage  points 
above  a  30-year  Treasury's  yield.  Because  Northeast 
keeps  its  average  maturity  to  under  eight  years,  it 
probably  carries  less  interest  rate  risk  compared  with 
long-term  Treasurys.  Over  the  past  five  years  it  has 
produced  a  remarkable  13.6%  annualized  return. 
Costs  are  below  average:  only  63  cents  in  expenses 
for  every  $100  of  assets.  Northeast  also  adds  a  bit 
of  spice  to  its  portfolio  by  putting  a  small  portion 
of  its  assets  into  common  stocks. 

Because  defaults  are  inevitable,  the  logic  of  hold- 
ing a  widely  diversified  junk  bond  fund  instead  of  a 
few  individual  bonds  is  compelling.  Our  main  table 
of  junk  bond  funds,  starting  on  page  236,  doesn't  list 
funds  with  assets  under  $100  million. 

Our  Best  Buy  ratings  are  based  here  on  the  con- 
clusion that  quality  matters  in  junk  bonds  and  that 
reaching  for  yield  can  be  dangerous.  Even  though 
the  Fidelity  High  Income  Fund  has  not  been 
around  long  enough  to  earn  Forbes  Up  and  Down 
market  grades,  nonetheless  it  qualifies  as  a  Best  Buy 
based  on  its  performance  and  cost  of  ownership. 

In  short,  we  like  junk  bond  funds  that  give  you 
that  extra  yield  without  loading  up  on  things  like- 
foreign  bonds.  m 


A  diversified  portfolio  of  junk  bonds 
is  a  good  way  to  manage  default  risk 
when  the  economy  starts  to  slow  down. 


MARKET 
PERFORMANCE 

Fund/800  phone 

5-year 

SEC 

Assets 

Weighted 

Annual 

Minimum 

UP        DOWN 

annualized 

yield 

6/30/98 

avg  maturity 

expenses 

initial 

A                 W 

total  return 
13.2% 

8.2% 

($mil) 

(years) 

per $100 

investment 

A         T 

Fidelity  High  Income  Fund/544-8888 

$3,181 

8.6 

$0.80 

$2,500 

C         B 

Northeast  Investors  Trust/225-6704 

13.6 

8.4 

2,553 

7.6 

0.63 

1,000 

D         A 

Value  Line  Aggressive  Income  Trust/223-0818 

11.9 

9.2 

162 

7.9 

0.95 

1,000 

F         A+ 

Nicholas  Income  Fund/227-5987 

9.6 

8.2 

269 

7.4 

0.46 

500 

D         B 

Vanguard  Fixed  Income-High  Yield  Corp/835-1510 

9.7 

8.0 

5.154 

7.1 

0.28 

3,000 

Five-year  return  6/30/93  through  6/30/98. 
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We  did  our  homework 
to  help  kids  do  theirs. 


Introducing  the 
Compaq  Creative 
Learning  Series. 


Unique  educational 
home  computers 
only  at  RadioShack. 

These  high-powered,  full-featured  PCs  have  all  kinds  of  software  to  help  students  of  all  ages  do  better  in  school. 
Internet  enhancements  ideal  for  reports.  Features  made  to  order  for  homework.  The  latest  tools  for  better  grades 
from  trusted  names  like  Disney,  The  Learning  Company  and  Corel.  Software  titles  such  as:  Sesame  Street:  Get  Set 
for  Kindergarten,  Where  in  Time  is  Carmen  Sandiego?  and  Princeton  Review's  Inside  the  SAT  &  ACT  Deluxe,  to 
name  just  a  few.  Plus,  the  quality  and  service  you  expect  from  the  world's  number  one  computer  brand.  And 
with  a  library  of  productivity  and  entertainment  software,  they're  perfect  for  the  whole  family. 
Give  your  kids  a  head  start,  starting  at -$999* 

Offer/price  not  available  at  all  stores.  Please  inquire.  *  Monitor  with  speakers  sold  separately. 
Some  software  may  vary  from  retail  versions  and  may  not  include  documentation  or  all 
program  functionality. 


COMPAQ 

Creative  Learning  Center 


Helping  kids  do  better  in  school  so  they'll  do  better  in  life.  (Sj  RadioShack 


AT  BEST     BUYS 


Emerging  market  funds 


Montgomery  Emerging  Markets  comes  out  atop  our  Best  Buy 
rankings  with  an  annualized  five-year  return  of  zero.  Yup,  you  got 
that  number  right.  Zero.  So  where's  the  emergence  been?  So  much 
for  Wall  Street  wisdom.  Just  a  few  years  back,  many  of  the  pundits 
were  urging  you  to  put  baby  Sally's  college  money  into  the  Inner 
Mongolia  Growth  Fund.  There's  probably  lots  of  money  to  be  made 
as  the  capitalist  revolution  spreads  through  the  former  Third  World, 
but  we  would  not  bet  Sally's  college  money  on  it.  Still,  with  prices 
where  they  are  today,  a  few  fliers  in  emerging  markets  might  well 
pay  off.  -Thomas  Easton    Bl 


ii'.'-'.'.'^i 

Fund/800  phone 

5-year 
annualized 
total  return 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market  cap 

($bil) 

Tax 

efficiency 

Annual 
expenses 
per $100 

Minimum 

initial 
investment 

IO 

B '   1 

■  B 

B 

C 

C 
C 

c 

Montgomery  Emerging  Markets-R/572-3863 
UAM-Acadian  Emerging  Markets-lnstitutional/638-7983 
Lexington  Worldwide  Emerging  Markets  Fund/526-0056 
T  Rowe  Price  New  Asia/638-5660 
USAA  Investment-Emerging  Markets/382-8722 

0.0% 
-2.2 
-0.6 
-6.3 

$761 

70 

97 

601 

267 

21.1 
10.5 
18.3 
17.8 
17.6 

$2.2 
0.4 
1.1 
4.0 
1.5 

D 
C 
B 
C 

$1.59 
1.50 
1.82 
1.10 
1.31 

$1,000 

100,000 

1,000 

2,500 

3,000 

Five-year  return  6/30/93  through  6/30/98.  ■  Fund  rated  for  three  periods  only,  maximum  allowable  grade  A.  "Fund  not  in  operation 

or  did  not  meet  asset  minimum  for  full  period. 

^1      ' 


Tiptoeing 
around  chaos 

The  mfr  Emerging  Mar- 
kets Total  Return  Fund 
is  too  new  to  make  our 
Best  Buy  rankings, 
having  been  around  for 
only  a  bit  more  than  a 
year,  and  its  assets  are 
too  small,  at  only  about 
$1  million.  Still,  if  we 
had  a  hat  we'd  doff  it  to 
manager  Maria  Fiorini 
Ramirez.  In  a  devastated 
market,  Ramirez  has 
returned  her  investors  7% 
in  one  year. 

What  makes  this  fund 
special?  The  first  distinc- 
tion is  that  it  uses  both 
stocks  and  bonds.  There's 
a  logic  to  running  an 
emerging   markets   bal- 

Maria  Fiorini  Ramirez 
A  unique  balancing  act. 
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100%         NO         LOAD 


A  strong  lineup  of  U.S.  stock  funds 

known  for  performance,  quality, 

and  consistency. 


Morningstar  risk-adjusted  performance  ratings 

for  the  periods  ended  6/30/98* 

Fund 

Overall 

3yr 

5  yr 

10  yr 

Balanced* 

**** 

*** 

*** 

**** 

Blue  Chip  Growth 

***** 

***** 

***** 

— 

Capital  Appreciation 

**** 

**** 

**** 

Dividend  Growth 

***** 

***** 

***** 

— 

Equity  Income 

**** 

**** 

***** 

**** 

Equity  Index  500 

***** 

***** 

***** 

— 

Growth  &  Income 

**** 

**** 

**** 

**** 

Growth  Stock 

**** 

**** 

***** 

**** 

Mid-Cap  Growth 

***** 

**** 

***** 

— 

New  America  Growth 

**** 

**** 

**** 

**** 

Personal  Strategy  Growth  **** 

**** 

— 

— 

Small-Cap  Value" 

**»* 

*** 

**** 

**** 

Spectrum  Growth 

**** 

*** 

**** 

— 

Value 

***** 

***** 

In  more  than  60  years  of  managing  invest- 
ments, we've  tried  to  do  what's  best  for  our 
clients.  To  us  that  means  recognizing  the 
importance  not  only  of  returns  but  also  of  risk. 

We're  pleased  that  our  efforts  have  resulted 
in  the  Morningstar  ratings  shown  here.  'Sixty- 
eight  percent  of  the  rated  funds  in  our  domestic 
equity  lineup  have  earned  four  or  five  stars. 
By  comparison,  only  32.5%  of  the  funds  in 
Morningstar's  domestic  equity  universe  receive 
the  same  ratings.  In  large  measure,  our  risk- 
adjusted  performance  reflects  the  thorough, 


fundamental  stock  analysis  that  backs  every 
equity  fund  at  T.  Rowe  Price,  through  every 
market  environment,  regardless  of  the  fund's 
objectives  or  management  style. 

To  learn  more,  call  today  for  a  free  invest- 
ment kit  on  any  of  our  domestic  stock  funds. 
The  funds,  except  where  noted,  were  rated 
among  2,545;  1,462;  and  707  domestic 
equity  funds  for  the  3-,  5-,  and  10-year  peri- 
ods ended  6/30/98,  respectively.  Past 
performance  cannot  guarantee  future  results. 
No  sales  charges. 


Invest  With  Confidence 

TRowefirice 


T.  ROWE  PRICE         | 

IWESTMENTKIT 

Call  24  hours  for  your  free  investment  kit  including  a  prospectus 

1-800-541-7894 

www.troweprice.com 


"Morningstar  proprietary  ratings  reflect  historical  risk-adjusted  performance  as  of  6/30/98.  These  ratings  may  change  monthly  and  are  cal- 
culated from  the  funds'  3-,  5-,  and  10-year  average  annual  returns  in  excess  of  90-day  Treasury  bill  returns  with  appropriate  fee  adjustments 
and  a  risk  factor  that  reflects  fund  performance  below  90-day  Treasury  bill  returns.  The  top  10%  of  the  funds  in  an  investment  category 
receive  5  stars,  the  next  22.5%  receive  4,  and  the  next  35%  receive  3.  fPerformance  prior  to  9/1/92  reflects  investment  managers  other 
than  T.  Rowe  Price.  tfThis  fund  is  closed  indefinitely  to  new  investors.  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
Investment  Services.  Inc.,  Distributor.  DEQ043431 


AT  BEST     BUYS 


anced  fund:  Bonds  have  priority  in 
bankruptcy,  an  important  safeguard  in 
high-risk  areas,  and  they  tend  to  pay 
relatively  high  interest,  meaning  that 
there's  an  upfront  return  so  long  as 
the  business  doesn't  go  under.  Even  if 
a  company  does  default,  bondholders 
are  first  in  line  for  recovery 

Ramirez  applies  a  simple  four-part 
screen.  Does  the  government  work? 

▲TBEST     BUYS 


That  eliminates  Russia,  Indonesia  and 
Venezuela. 

Does  the  financial  and  banking 
system  work?  If  the  banks  are  trou- 
bled, the  country  may  be  theoretical- 
ly emerging,  but  there  are  no  real 
financial  markets.  Throw  out  Bulgar- 
ia, Romania,  Korea  and  Thailand. 

Then  Ramirez  asks  if  she  knows 
anything  about  the  region  (good-bye 


Africa),  and  whether  the  currency  is 
vulnerable  (that's  usually  tied  into  all 
of  the  above). 

After  all  that,  where  does  she  end 
up?  In  60%  to  70%  stocks  and  40% 
".to  30%  bonds.  Her  favorite  coun- 
tries: Greece  (24%)  and  Hungary 
(10%),  with  smaller  stakes  in  Portu- 
gal, Costa  Rica,  Poland  and  the 
Philippines.  -T.E.  H 


Money  market  funds 


Many  investment  decisions  are  hard.  Choosing  a  money 
market  fund  isn't  one  of  them.  A  money  fund  is  better  than 
keeping  your  cash  under  the  mattress,  and  is  likely  to  be 
more  secure.  We  eliminated  funds  that  artificially  boost  yield 
by  waiving  fees,  unless  capped  by  prospectus.  Otherwise, 
such  fees  have  the  unfortunate  habit  of  being  reintroduced 


when  you're  not  looking.  Instead,  we  picked  funds  that  have 
driven  costs  down  to  rock- bottom  levels.  In  this  case  bigger 
is  usually  better.  All  those  below  qualify.  Tax-free  muni  funds 
are  the  appropriate  choice  for  investors  in  a  high  bracket  and 
a  high  tax  state.  See  our  Web  site  (www.forbes.com/funds) 
if  you'd  like  help  comparison  shopping.  -T.E.  H 


GENERAL  MONEY  MARKET 

Spartan  Money  Market/544-8888 
JP  Morgan  Prime  MM/52 1-5411 
Schwab-Value  Advantage  MM-lnv/435-4000 
Vanguard  MM  Reserves-Federal/835-1510 
Vanguard  MM  Reserves-Prime-lnv/835-1510 

U.S.  TREASURY 

Amer  Century-Benham  Corp  Prime  Rate-lnv/345-2021 
Chase  Vista  100%  Treasury  MM-Vista/648-4782 
Spartan  Treasury  MM/544-8888 
Vanguard  Admiral-US  Treasury  MM/835-1510 
Vanguard  Treasury-Money  Market/835-1510 

NATIONAL  MUNICIPAL 

Dreyfus  Basic  Muni  MM/645-6561 
Fidelity  Muni  Money  Market/544-8888 
Spartan  Muni  Money  Market/544-8888 
USAA  Tax  Exempt  MM/382-8722 
Vanguard  Muni-Money  Market/835-1510 

SINGLE  STATE  MUNICIPAL 

Vanguard  California  T-F-MM/835-1510 
Vanguard  New  Jersey  T-F-MM/835-1510 
Vanguard  New  York  T-F-MM/835-1510 
Vanguard  Ohio  T-F-MM/835-1510 
Vanguard  Pennsylvania  T-F-MM/835-1510 


SEC 

Total  assets 

Annual 

yield 

6/30/98           %  change 

expenses 

($mil)              98  vs  97 

per $100 

5.3% 

$8,787               -1% 

$0.45 

5.5 

2,470                16 

0.38 

5.4 

17,201                37 

0.40 

5.3 

3,735                12 

0.32 

5.3 

29,509                16 

0.32 

4.9 

3,076                  6 

0.49 

4.8 

2,666                33 

0.59 

4.9 

1,871                  1 

0.46 

5.2 

4,147                16 

0.15 

5.2 

3,520                13 

0.32 

3.4 

622               -9 

0.45  a 

3.2 

4,751                21 

0.49 

3.3 

2,316                  1 

0.40  a 

3.4 

1,574                3 

0.38 

3.4 

5,780                12 

0.19 

3.2 

1,969               21 

0.18 

3.2 

1,094                13 

0.20 

3.4 

347                NA 

0.20 

3.4 

304                -4 

0.19 

3.4 

1,674                15 

0.20 

z.  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not  available. 
Sources-.  Forbes.  Upper  Analytical  Services. 
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TRANSAMERICA    PREMIER     SMALL    COMPANY     FUND 


o  one  ever 


looked  back  on  their  lif 


and  wished  they  hadn' 


shot  for  the  moon. 


Total  return  since  inception 
(7/1/97) -6/30/98 


4l.OO% 

Year-to-date  as  ok  6/30/98 


Be  an  investor"' 


The  Transamerica  Premier  Small  Company  Fund  was  ranked  #1  out  of 
526  Small  Cap  Funds  for  the  12-month  period  ending  6/30/98  by 
Lipper  Analytical  Services,  Inc.  For  as  little  as  $50  per  month,  about  the 
price  of  a  new  shirt,  you  can  be  an  investor  in  this  no-load  Fund  of  small 
companies  chosen  for  their  long-term  growth  potential.  Past  perform- 
ance is  no  guarantee  of  future  results.  Call,  1-800-892-7587,  ext.  1307. 


The  investment  return  and  principal  investment  in  the  Fund  will 
fluctuate  so  that  an  investor's  shares,  when  redeemed,  may  be 
worth  more  or  less  than  their  original  cost.  systematic  investment 
plans  do  not  assure  a  profit  or  protect  against  loss  in  declining 
markets.  for  complete  information,  including  risks  and  expenses, 
please  call  for  a  prospectus.  read  it  carefully  before  you  invest. 
Transamerica  Securities  Sales  Corporation,  Distributor. 


Transamerica 
premier  funds 

1-800-89-ASK-US,  ext.  1307 

http://funds.transamerica.com 
e-mail:  PremierFundst5Transamerica.com 


▲TBEST     BUYS 


International  stock  funds 


Foreign  markets  don't  run  in  lock-step  with  the  U.S. 
That's  one  reason  to  own  an  international  fund  now,  with 
our  market  at  record  highs.  One  can  also  argue  that  with 
some  foreign  bourses  like  the  Pacific  and  emerging  mar- 
kets off  more  than  30%  the  last  12  months,  bargains  are 
to  be  had. 

We  offer  three  international  Best  Buy  choices.  Global 
funds  include  a  mix  of  U.S.  and  overseas  investments, 
while  foreign  funds  are  a  pure  play  abroad.  A  localized 
foreign  fund,  such  as  the  Pacific  or  Europe,  isolates  a  sec- 


tion of  the  world  about  which  you  may  be  particularly 
bullish. 

The  average  foreign  stock  fund  returned  only  about  a 
quarter  of  the  s&P  500  during  the  last  12  months.  But 
those  funds  with  a  strong  presence  in  Europe  fared  well 
(see  story,  opposite). 

Funds  are  ranked  in  descending  order  on  a  score  that 
equally  weights  risk-adjusted  five-year  performance  and 
costs  of  ownership  (annual  expenses  plus  one-fifth  of  any 
upfront  sales  load).  -James  M.  Clash  ■■ 


MARKET 

PERFORMANCE 

r 

Fund/800  phone 

5-year 
annualized 

Assets 
6/30/98 

Weighted 
average 

Median 
market  cap 

Tax 
efficiency 

Annual 
expenses 

Minimum 
initial 

UP 

■i:i:,'.:i 

□ 

total  return 

($mil) 

P/E 

($bil) 

per$100 

investment 

GLOBAL 

A+ 

B 

Janus  Worldwide  Fund/525-8983 

23.6% 

$15,364 

35.5 

$9.8 

B 

$0.88 

$2,500 

B 

B 

Capital  World  Growth  &  Income  Fund/421-9900 

18.7 

8,487 

24.6 

10.6 

D 

0.82 

1,000 

A 

B 

New  Perspective  Fund/421-9900 

18.8 

19,634 

30.5 

23.6 

C 

0.79 

250 

B 

B 

Scudder  Global  Fund/225-2470 

15.6 

1,766 

29.5 

14.3 

C 

1.33 

2,500 

D 

A 

USAA  Investment-Cornerstone  Strategy/382-8722 

13.0 

1,493 

26.2 

4.0 

F 

1.00 

3,000 

B 

B 

Founders  Worldwide  Growth  Fund/525-2440 

16.6 

333 

25.6 

7.3 

C 

1.48 

1,000 

D 

A 

Fremont  Global  Fund/548-4539 

11.8 

705 

23.7 

9.0 

C 

0.85 

2,000 

B 

C 

USAA  Investment-World  Growth  Fund/382-8722 

14.8 

356 

27.8 

6.3 

B 

1.13 

3,000 

D 

A+ 

SoGen  International  Fund/334-2143 

11.7 

3,719 

24.7 

1.5 

B 

1.18 

1,000 

B 

C 

Fidelity  Worldwide  Fund/544-8888 

14.8 

1,312 

25.6 

3.2 

B 

1.17a 

2,500 

C 

C 

Dreyfus  Global  Growth/645-6561 

10.6 

95 

26.0 

10.3 

C 

1.33 

2,500 

Thomas  White  World  Fund/811-0535 

* 

58 

23.8 

7.9 

- 

1.42 

2,500 

FOREIGN 

■  C 

■  B 

Hotchkis  &  Wiley-International  Fund/236-4479 

15.0 

1,486 

19.5 

8.0 

B 

0.93 

10,000 

Target  International  Equity/442-8748 

16.6 

268 

27.7 

26.8 

F 

0.93 

25,000 

B 

D 

Vanguard  International  Growth  Portfolio/835-1510 

14.5 

7,726 

28.4 

20.3 

B 

0.56 

3,000 

B 

B 

USAA  Investment-International  Fund/332-8722 

14.7 

615 

26.6 

3.5 

D 

1.13 

3,000 

Preferred  International  Fund/662-4769 

15.1 

284 

21.8 

6.6 

C 

1.25 

1,000 

B 

C 

Scudder  International  Fund-lntl  Shares/225-2470 

14.3 

3,095 

33.0 

19.6 

F 

1.18 

2,500 

Acorn  International  Fund/922-6769 

13.5 

1,861 

28.5 

0.6 

B 

1.19 

1,000 

Bernstein  International  Value/1 

13.8 

5,897 

26.6 

4.5 

C 

1.25 

25,000 

C 

B 

T  Rowe  Price  International  Stock  Fund/638-5660 

13.2 

10,539 

29.2 

13.6 

C 

0.85 

2,500 

Fidelity  Diversified  International  Fund/544-8888 

16.4 

2,084 

26.5 

5.5 

B 

1.21a 

2,500 

C 

B 

Babson-Stewart  Ivory  International  Fund/996-2862 

11.7 

104 

29.0 

8.7 

D 

1.19 

2,500 

Columbia  International  Stock  Fund/547-1707 

13.3 

153 

27.1 

7.3 

C 

1.49 

1,000 

EUROPEAN 

B 

■C 

T  Rowe  Price  European  Stock/638-5660 

22.6 

1,497 

31.2 

19.1 

B 

1.06 

2,500 

A 

■  B 

Vanguard  Intl  Equity  lndex-European/835-1510 

23.2 

3.917 

29.1 

29.3 

B 

0.31 

3,000 

A 

B 

Invesco  lnternational-European/525-8085 

23.0 

697 

36.7 

12.8 

F 

1.50 

1,000 

■  C 

■  A 

59  Wall  Street-European/625-5759 
PACIFIC 

19.2 

183 

26.1 

21.7 

F 

1.25 

100,000 

C 

C 

T  Rowe  Price  New  Asia/638-5660 

-6.3 

601 

17.8 

4.0 

C 

1.10 

2,500 

D 

F 

Japan  Fund/225-2470 

-5.0 

299 

36.7 

2.9 

B 

1.21 

2,500 

D 

A 

Vanguard  Intl  Equity  lndex-Pacific/835-1510 

-5.9 

878 

33.4 

11.2 

B 

0.35 

3,000 

Guinness  Flight  China  &  Hong  Kong/434-5623 

— * 

213 

10.2 

11.5 

- 

1.70 

2,500 

Five-year  return  6/30/93  through  6/307'j.    ■  Fund  rated  (or  three  periods  only, 

maximum  allowable  grade  A.  "Fund  not  in  operation 

or  did  not  meet  asset  minimum  for 

full  period    'For  prospectus,  call  212-756          j  Net  ot  absorp 

ion  of  expenses  by  fund  sponsor. 
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Euro-stash 


By  James  M.  Clash 

The  bright  spot  in  foreign  markets  the  past  year  was 
Europe.  While  the  average  foreign  fund  rose  just  8%, 
Europe  saw  a  U.S. -like  33%  return. 

Fund  manager  Mark  Yockey  isn't  complaining.  Neither 
are  his  investors.  Yockey  has  a  full  82%  of  his  $495 
million  Artisan  International  Fund  there.  Since  its  incep- 
tion in  December  1995,  the  fund  has  returned  a  com- 
pound annual  27%,  nearly  twice  the  Lipper  International 
Fund  Index. 

The  performance  is  no  fluke.  Yockey,  42,  is  a  veteran  of 
Waddell  &  Reed,  where  he  ran  United  International 
Growth  for  six  years,  beating  the  same  Lipper  benchmark 
by  an  average  of  nine  percentage  points  a  year.  But  at 
Waddell,  he  had  been  heavy  in  Asia  and  Latin  America. 

Like  most  foreign  growth  managers,  Yockey  prefers 
stocks  with  a  price  earnings  ratio  below  their  rate  of  earn- 
ings growth.  If  the  growth  rate  is  say,  20%,  Yockey  won't 
pay  more  than  20  times  future  earnings.  His  portfolio 
trades  at  25  times  forward  earnings  so  he's  looking,  on 
average,  for  at  least  25%  growers. 


Artisan  International  fund  manager  Mark  Yockey 
Finding  opportunities  in  foreign  deregulation. 


What  differentiates  Yockey  from  the  pack  is 
his  obsession  with  deregulation.  "Deregulation 
has  two  effects,"  says  Yockey  from  his  offices 
in  San  Francisco.  "It  allows  new  entrepreneurs 
to  have  a  chance  to  compete.  Plus,  the  incum- 
bent that  was  owned  by  the  government 
becomes  more  efficient  because  if  he  doesn't, 
he'll  lose  market  share." 

Yockey  estimates  that  over  half  of  Artisan's 
107-stock  portfolio  is  now  in  some  kind  of 
deregulation  play. 

Colt  Telecom  Group  Pic,  Yockey's  largest 
holding  at  3.5%  of  the  fund,  went  public  in  late 
1996  as  Great  Britain  deregulated  its  telephone 
industry.  Yockey  liked  that  Colt  was  a  startup 
with  venture  capital  backing  from  Fidelity 
Investments,  and  bought  the  IPO.  His  average 
cost:  $4.68.  Since,  Colt  has  risen  tenfold. 

Yockey  is  holding  on — even  at  $46.40 — 
because  France,  Germany  and  Spain  have  just 
deregulated,  and  Colt  is  entering  all  three  mar- 
kets. "When  I  was  in  Spain  recently,  I  saw  Colt 
trucks  all  over,"  says  Yockey.  "I  went  to  Tele- 
fonica de  Espana  (the  government  phone  com- 
pany) and  asked  how  the  competition  would 
affect  them.  The  guy  said,  'What  competition?' 
Telefonica  doesn't  even  realize  these  guys  are 
tearing  up  the  streets  of  Madrid." 

Another  deregulation  play  Yockey  bought 
recently  is  Italy's  Banca  di  Roma,  a  previous- 
ly  government-owned    bank   with    a   40% 
market  share  in  the  Rome  region.  Near  bank- 
ruptcy, it  was  privatized  late  last  year.  Yockey 
bought  in  at  $1.71  on  news  that  Giorgio 
Brambilla  had  been  brought  in  from  prestigious  Credi- 
to  Bergamasco  to  run  the  place.  Banca  di  Roma  is  now 
trading  at  $2.27,  a  33%  premium.  But  with  a  forward 
p/e  of  just  13,  and  earnings  expected  to  grow  at  25%, 
Yockey  is  sitting  tight. 

A  non-Euro  Yockey  bet  is  Sabespe,  the  partially  priva- 
tized Brazilian  water  utility.  Scheduled  for  total  privatiza- 
tion this  summer,  it  was  postponed  as  the  government  fin- 
ished up  Telebras,  Brazil's  phone  company  monopoly.  As 
a  result,  Sabespe  stock  fell  50%,  and  Yockey  bought  it  at 
$0.17 — just  five  times  next  year's  earnings.  When  priva- 
tization does  come,  Yockey  expects  Sabespe  to  quickly 
double. 

Will  the  good  times  keep  rolling  in  Europe?  Yockey  is 
too  smart  to  make  flat  predictions.  But  whether  they  do 
or  don't,  he  thinks  companies  in  the  early  stages  of  dereg- 
ulation will  continue  to  outperform  the  markets. 

Artisan  is  a  no-load  with  a  1.6%  annual  expense  ratio. 
Youth  precludes  it  from  Best  Buy  consideration  for  now,  but 
keep  your  eye  on  it.  Minimum  investment  is  $1,000.     H 
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AT  BEST     BUYS 


Have  a  feeling  that  a  sector  of  the 
economy  will  do  particularly  well? 
Choose  well,  and  a  fortune  can  be  made. 

Anti- 
diversity 
funds 


est  rat 


I  to 
hsiia 

tost 


Communications 

Bruce  Behrens  has  run  Flag  Investors  Communications 
Fund  for  14  years,  and  he's  never  seen  anything  like  the 
past  few  years.  And  that's  not  just  because  his  fund 
produced  a  whopping  33%  annualized  return  over 
the  past  three  years.  (The  fund's  load  kept  it  off  our 
Best  Buy  list.) 

What  used  to  be  a  bunch  of  widows-and-orphans  stocks 
have,  with  a  few  exceptions,  transformed  into  volatile 
growth  stocks.  In  the  past  year  and  a  half,  once-stodgy 
AT&T  stock  almost  doubled,  then  fell  8%  in  one  day  when 
the  costly  acquisition  of  TCI  was  announced. 

Income-paying  securities,  once  Behrens'  focus,  are  now 
few  and  far  between.  Returns  in  this  sector  are  now  tied 
to  capital  appreciation.  Despite  some  minor  bounces  the 
industry's  overall  direction — especially  in  the  U.S.  and 


Europe — has  been  up,  up,  up.  "You've  got  a  lot  of  wealth 
being  created  in  huge  companies,  plus  a  lot  of  new 
avenues  opening  up  for  new  young  upstarts,"  says 
Behrens. 

With  the  pace  of  deregulation  and  technological  inno- 
vation only  getting  faster,  telecom  funds'  racy  new  image 
is  here  to  stay.  -Scott  Woolley 


Fund 


Gabelli  Global  Interactive  Couch  Potato 
T  Rowe  Price  Media  &  Teiecomm 
Gabelli  Global  Telecommunications 


3-year 
annualized 
total  return 

Annual 
expenses 
per $100 

27.6% 

24.1 

24.3 

$1.78 
1.21 
1.78 

bstf 


his  [ 


*> 


loci 


Utility 

Utility  stock  funds'  reputation  as  a  conservative,  safe  haven 
for  widows  and  orphans  has  been  severely  eroded  the  past 
few  years  as  deregulation  becomes  an  increasing  reality.  Yet 
these  funds,  which  invest  primarily  in  electric  or  gas  com- 
panies (communications  utility  stock  funds  are  discussed 
above),  can  still  be  good  vehicles  for  income-minded 
investors.  A  few  produced  12-month  yields  of  close  to 
5% — second  only  to  REITs.  The  big  news,  though,  has  been 
double-digit  capital  appreciation  for  some  of  these  funds. 
Because  state  utility  commissions  were  once  as  careful 
to  protect  against  untoward  profits  as  they  were  to  pro- 
tect against  defaults,  utilities  tended  to  be  indistinguish- 
able and  security  analysis  was  limited  to  avoiding  the  rare 
blowup,  like  Public  Service  Co.  of  New  Hampshire  or  El 
Paso  Electric.  Now — under  deregulai  —the  landscape 
is  filled  with  potential  winners  and  lose  »    investors  have 


to  choose  a  utility  [stock]  today  as  carefully  as  they  choose 
any  other  stock,"  argues  Morgan  Stanley  Dean  Witter 
utility  analyst  Kit  Konolige.  This  is  where  the  advantages 
of  owning  mutual  funds  come  in,  what  with  their  built-in 
diversification  and  skilled  management. 

Keep  in  mind  that  despite  deregulation  even  the  most 


Fund 


5-year 
annualized 
total  return 


Annual 
expenses 
per $100 


Fidelity  Utilities  Fund 

15.6% 

$0.85a 

Vanguard  Special-Utilities  Income 

11.9 

0.44 

American  Century  Utilities 

13.6 

0.72 

Galaxy  ll-Utility  Index 

11.6 

0.40 

Copley  Fund 

9.6 

0.95 

a:  Net  of  absorption  of  expenses  by  fund  sponsor. 


line 
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diversified  portfolio  of  utility  stocks  has  a  bondlike  quali- 
ty in  that  it  is  sensitive  to  interest  rate  fluctuations.  Unlike 
bonds,  however,  utility  stock  prices  don't  need  lower  inter- 
est rates  for  their  prices  to  move  up.  Indeed,  given  the 


increasing  similarity  of  utilities  to  other  stocks,  we  rate 
these  utility  funds  using  our  standard  benchmarks,  giving 
consideration  to  performance,  adjusted  for  risk,  and  cost. 

-Eric  S.  Hardy 


Natural  resources 

T.  Rowe  Price  had  it  right  back  in  1969  when  he  named 
his  natural-resource-specific  mutual  fund  New  Era.  As  the 
cost  of  oil,  precious  metals  and  other  commodities 
climbed  in  the  1970s,  the  New  Era  fund  handily  beat  the 
market  averages. 

Now  we're  in  another  new  era,  one  that  favors  high- 
tech,  telecommunications  and  service-related  businesses. 
Even  the  top-performing  fund  in  the  natural  resource  cat- 
egory— Fidelity  Select  Energy  Service — failed  by  a  wide 
margin  to  keep  pace  with  the  roaring  s&P  500  over  the 
last  five  years. 

But  the  true  long-term  investor  doesn't  go  for  the  hot 
stocks.  He  or  she  goes  for  neglected  ones.  Charles  Ober, 
manager  of  the  New  Era  fund,  points  out  that  stocks  in 
his  portfolio  look  extraordinarily  cheap  relative  to  the 
market.  What's  more,  there  are  signs  that  commodity 


prices — around  $14  a  barrel  for  oil  and  $290  an  ounce  for 
gold — are  pretty  close  to  the  bottom.  "Because  a  lot  of 
these  commodities  have  fallen  below  the  cash  cost  of  your 
high-cost  producers,  you  are  seeing  a  contraction  in 
supply,"  Ober  says.  "I'm  not  suggesting  a  return  to  the 
golden  era,  but  I  am  more  optimistic  than  I've  been." 

-Christopher  Palmeri 


Fund 

5-year 

Annual 

annualized 

expenses 

total  return 

per $100 

T  Rowe  Price  New  Era 

13.9% 

$0.74 

American  Gas  Index 

12.1 

0.85 

Vanguard  Special-Energy 

12.6 

0.38 

Invesco  Strategic-Energy 

9.4 

1.46 

Short-term  fever? 


5      by  B.Grady 


Oh  you've  got  it  alright.  Between  the 
sandwich  you  downed  on  the  freeway 
to  make  that  meeting  on  the  opposite 
side  of  the  city,  and  the  mad  dash  home 
to  catch  enough  of  Tommy's  soccer 
game  so  as  not  to  be  late  for  Bridget's 
ballet  recital,  you're  knee-deep  in  it. 
Welcome10  the  snort  -term  wor\d. 


thinking  that  powers  every  other  facet 
of  your  life  has  finally  driven  into  your 
investment  psyche.  But  let's  remember 
why  you  invested  in  the  first  place:  for 
tomorrow.  It's  a  long-term  goal.  That's 
why  there's  a  straightforward  long-term 
discipline  behind  every  Kemper  Fund 


HERE'S  A  LONG-TERM 
BREAKTHROUGH. 


So    ^     that     short-term 


fever 


2P 


whajfo 


4w  vjas>  i&h 


Vfttoal    ™-me  ^ 

W  hy  it's  that  Kemper  Funds  long-term 
line  again.  Uh...  where  were  we?  Oh 
yeah.  Well,  with  experts  nervous  about 
how  the  market  can  continue  to  hit  new 
highs,  it's  no  wonder  the  short-term 

"/  couldn't  sit  through  my 
favorite  sitcom  for  more  than 
five  minutes... I  couldn't  even 

bring  myself  to  order  slow- 
roasted  chicken." 


\      .  „  nde  t    &       W' 

Ue\pmg  out    % 

x  of  an  active  market  is  what  Kemper's 

been  doing  for  nearly  50  years  now  — 

in  a  world  that's  become  increasingly 

short-term  focused.  If  their  long-term 

discipline  can  cut  through  an  everyday 

scenario  this  easily,  imagine  what 

Kemper  Funds  can  do  for  your  portfolio. 

Ask  your  financial  advisor  about 

the  long-term  thinking  behind  Kemper 

Funds.  Or  call  l-888-Kemper-7  ext.  917 

or  visit  www.kemper.com 


pure 
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KEMPER  FUNDS 

Long-term  investing  in  a  short-term  world5 

For  a  prospectus  containing  more  complete  information 
including  management  fees  and  expenses,  call  Kemper. 
Please  read  it  carefully  before  investing  or  sending 
money.  ©  1997  Zurich  Kemper  Distributors,  Inc. 
A  member  of  the  Q  Zurich  Group  1 034940 


▲TBEST     BUYS 


' 


Financial  services 

No-load  Invesco  Strategic  Financial  Services  returned  a 
compounded  25%  annually  over  the  past  five  years.  It  has 
been  a  star  performer  in  a  hot  sector. 

Be  careful.  Time  was  when  financial  stocks  were  thought 
dull  and  unworthy  of  a  high  p/e  ratio.  The  time  might 
come  again.  The  next  ten  years  for  the  financial  stocks 
probably  won't  be  as  good  as  what  we've  seen  this  decade. 

A  lot  of  the  heat  in  this  sector  has  been  generated 
by  merger  deals:  According  to  Houlihan  Lokey's 
Mergerstat  database,  $256  billion  in  banking  and  finance 
deals  were  announced  thus  far  in  1998 — ten  times  that 
sector's  M&A  activity  for  all  of  1994.  It's  hard  to  imagine 


that  feat  being  duplicated  over  the  next  few  years.  And 
financial  funds  can  gel  killed  in  down  markets.  Fidelity 
Select  Financial  Services  rates  an  A+  in  up  markets  but 
scores  a  D  in  bad  years. 

-John  H.  Christy 


Fund 


5-year 
annualized 
total  return 


Annual 
expenses 
per $100 


Invesco  Strategic-Financial  Services  25.0%  $1.30 

Century  Shares  Trust  19.9  0.82 


Precious  metals 

The  performance  of  gold  funds  has  been  absolutely 
leaden  since  the  early  1980s.  Even  the  contrarians  have 
gotten  tired  of  waiting  for  a  turn. 

But  a  few  still  cling  to  the  faith.  "Everything  in  life 
is  cyclical,"  says  a  weary  Jean-Marie  Eveillard,  manager  of 
the  $26  million  (assets)  SoGen  Gold  Fund  as  well  as  the 
superb  SoGen  International  Fund.  Gold  has  slid  nearly 
26%  from  its  1996  average  price  under  a  deluge  of  sales 
by  central  banks  in  countries  like  Belgium,  Australia  and 
the  Netherlands.  The  next  few  months  will  determine 
whether  or  not  the  market  will  turn,  he  predicts. 

Eveillard  bases  his  optimistic  case  for  gold  on  the  fact 
that,  except  for  central-bank  selling,  demand  for  gold  for 
jewelry  and  industrial  purposes  exceeds  current  produc- 
tion. Thus  when  the  central  banks  have  finished  unload- 
ing, the  price  of  gold  should  snap  back. 


In  addition,  gold  is  a  kind  of  insurance  against  a  real 
international  monetary  panic.  So  far,  institutions  like  the 
IMF  and  monetary  authorities  like  Alan  Greenspan  have 
patched  a  series  of  international  crises,  but  Eveillard  ques- 
tions what  lies  ahead:  "Maybe  there  will  be  a  hole  they 
won't  be  fast  enough  to  plug."  Could  be. 

-Kerry  A.  Dolan 


Fund 

5-year 
annualized 
total  return 

Annual 
expenses 
per $100 

US  Global  Investors-World  Gold 

-6.2% 

$1.58 

Scudder  Gold  Fund 

-3.6 

1.73 

Vanguard  Special-Gold  &  Prec 

-9.5 

0.62 

American  Century  Global 

-12.0 

0.71 

Midas  Fund 

-12.0 

1.90a 

a:  Net  of  absorption  of  expenses  by  fund  sponsor. 


Health  care 

Valuations  for  the  big  drug  companies  are  flying  high. 
Everybody  is  betting  large  on  the  next  Viagra.  Pfizer 
(maker  of  Viagra)  and  Warner-Lambert  are  both  trading 
at  around  60  times  earnings.  Minor  drug  companies  are 
even  worse.  Some  product-poor  biotech  outfits  with  more 
pipe  dreams  than  pipeline  are  trading  at  well  over  a  hun- 
dred times  earnings.  All  this  makes  life  difficult  for  Ed 
Owens.  His  $6.3  billion  Vanguard  Specialized-Health 
Care  fund,  our  number  one  Best  Buy  in  this  specialty 
sector,  has  provided  shareholders  a  21%  compounded 
annual  return  since  its  1984  inception.  But  pharmaceuti- 
cal sales  are  expected  to  grow  just  6%  a  year  for  the  next 
few  years,  and  a  continuance  of  these  20  plus  returns 
seems  unsustainable. 

If  Owens  can't  deliver  in  this  environment,  who  can? 


Of  the  39  funds  devoted  to  health  care  that  Morningstar, 
Inc.  tracks,  only  2  made  our  Best  Buy  list,  Invesco's  and 
Vanguard's.  Owens  says  making  money  in  health  care  isn't 
done  by  heavy  trading  but  by  figuring  out  when  to  jump 
off  a  long,  lucrative  ride  and  hop  on  another.  Time  to  hop 
off  and  find  something  less  gravity-defying? 

-Stephan  Herrera     M 


Fund 

5-year 
annualized 
total  return 

Annual 
expenses 
per $100 

Vanguard  Special-Health  Care 
Invesco  Strategic-Health  Sciences 

28.1% 
23.9 

$0.40 
1.32 
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TRUTH  In  Labeling  .  This  philosophy  adds  an  important  dimension  to  evaluating 
mutual  funds.  Because  as  it  turns  out,  many  funds  aren't  managed  the  way  they're 
defined.  But  we  think  it's  vital  that  investors  know  their  money  is  invested  according 
to  strict  guidelines.  Otherwise  it's  impossible  to  create  a  balanced  portfolio  and  keep 
long-term  financial  goals  on  track.That's  why  at  Putnam,  when  we  establish  a  fund's 
investment  strategy,  we  stick  with  it.  So  when  asking  for  professional  advice  about 
mutual  funds,  annuities,  or  retirement  plans,  ask  about  Putnam.  Because  to  us,  the 
value  of  having  clear  boundaries  is  immeasurable. 


PUTNAM 

INVESTMENTS 


BOSTON-LONDON-TOKYO 


A  TIME  ~  HONORED  TRADITION   IN   MONEY   MANAGEMENT* 


ii  i  iiiiiiiiiiiiiiiiiiiiiiiiiiiinii mi i!  ninnnm ::iii iiniiiiiiiiiiniinniii iiiiiiiiiiiiniiiiiiniii iiniiiiiiniiiiii .1  iiiiiiiiiiiiiinniiiiiiiniilililillilllllilllllinili 

For  more  information  about  the  Putnam  Family  of  Funds,  including  investment  policies,  charges,  and  expenses,  ask  your  financial  ai 
Please  read  it  carefully  before  you  invest  or  send  money.  Putnam  Mutual  Funds  Corp.,  Member.  NASD. 
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AT  BEST     BUYS 


If  you  can  handle  wide  swings,  consider  technology  funds. 
Here's  one  with  an  excellent  short-term  record. 

"We  were  jarred  awake" 


By  Mary  Beth  Grover 


Dresdner  RCM  Global  Technology  Fund  managers  Walter  Price  and  Huachen  Chen 
Finding  Internet  bargains  overseas. 


If  you  want  to  keep  up  with  the  market,  buy  an  index 
fund.  If  you  want  excitement,  buy  a  technology  fund.  The 
highs  are  intoxicating,  the  lows  are  devastating. 

In  1995  the  merely  average  technology  fund  was  up 
40.2%.  Last  year,  on  the  other  hand,  technology  funds  were 
up  just  8.1%  and  lagged  the  market  by  a  depressing  25.3 
percentage  points.  As  they  are  prone  to  do,  investors  flee 
from  a  group  that  lags  the  market  for  even  a  year.  So  tar 
this  year  $633  million  has  flowed  out  of  tech  funds,  esti- 
mates Chicago-based  Morningstar,  Inc. 
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Which  makes  Dresdner  rcm  Global  Technology  Fund 
worth  looking  at.  It  is  managed  by  Walter  Price  and 
Huachen  Chen.  Since  its  inception  at  the  end  of  1995,  the 
fund  has  returned  an  average  of  34.5%  per  year,  4.4  per- 
centage points  ahead  of  the  market  and  16.5  percentage 
points  ahead  of  its  peers. 

More  important,  the  folks  at  Dresdner  RCM  Global 
Technology  Fund  know  how  to  stay  on  an  even  keel:  In 
the  fourth  quarter  of  1997,  when  Asia's  unraveling  pushed 
the  average  technology  fund  down  an  ugly  14.6%,  Price 
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How  many  fund  companies 

would  expose  themselves 

to  this  kind  of  risk? 

( Publish  returns  on  every  equity  fund  they  offer?  Not  many.) 

Most  fund  companies  hype  their  stars  and  hide  their  duds.  Janus  offers  twelve 
equity  funds,  and  not  a  dud  among  them. 

So  here  they  are.  All  twelve.  Revealing  consistently  strong  performance  over  time, 
from  conservative  to  aggressive,  thanks  to  top-flight  stock  picking  by  every  fund 
manager  at  Janus.  ^— ■>. 

Trying  to  get  somewhere  by  making  I  KiM       JANUS 

smart  investments?  The  way  to  get  there 
starts  right  here. 


Get  there. 


nM  i«gjfflrita 

Janus  Fund  12 1 
Janus  Twenty  Fund  (4  85 
Janus  Venture  Fund*  14 
Janus  Enterprise  Fund 
Janus  Mercury  Fund  (5 
Janus  Olympus  Fund 
Janus  Special  Situations  Fund  0: 
Janus  Worldwide  Fund  (5/91) 
Janus  Overseas  Fund*  (5/94) 
Janus  Growth  and  Income  Fund 
Janus  Balanced  Fund  (9/92) 
Janus  Equity  Income  Fund  (6/96) 


Year  to  Date 

Hear 

3  Year 

5  Year 

21.50% 

31.99% 

25.60% 

19.22% 

35.82% 

47.21% 

35.93% 

23.59% 

14.81% 

30.40% 

15.87% 

14.15% 

16.80% 

28.30% 

20.14% 

17.78% 

30.91% 

37.16% 

24.33% 

24.17% 

28.52% 

39.46% 

— 

— 

21.19% 

42.61% 

— 

— 

24.78% 

26.36% 

28.86% 

23.60% 

22.51% 

21.93% 

28.49% 

— 

21.95% 

37.45% 
25.45% 

33.66% 

22.64% 

15.68% 

22.29% 

16.62% 

20.57% 

35.62% 

— 

19.61% 
23.70% 
16.53% 


16.80% 

28.30% 

20.14% 

17.78%         - 

30.91% 

37.16% 

24.33% 

24.17%         - 

28.52% 

39.46% 

— 

—            — 

Life  of  Fund 

17.38% 
19.54% 
16.96% 
20.76% 
25.11% 
31.49% 
46.31% 
22.17% 
21.99% 
22.06% 
17.60% 
35.16% 


*Closed  to  new  investors.  Average  annual  total  returns 
for  periods  ended  June  30, 1998.  Your  return  and  princi- 
pal value  will  vary,  and  shares  may  be  worth  mote  or  less 
at  redemption  than  at  purchase.  Total  return  includes 
reinvestment  of  dividends  and  capital  gains.  Call  or  visit 

www.janus.com 
1-800-568-8184 

our  Web  site  for  a  prospectus  containing  more  complete 
information,  including  expenses.  Please  read  all  the 
materials  carefully  before  you  invest  or  send  money.  Past 
performance  does  not  guarantee  future  results.  Janus 
Distributors,  Inc.  Member  NASD.                 FORB  422 

▲  T  BEST     BUYS 


The  general  belief  was  that 
Oracle's  Larry  Ellison  was 
going  to  crush  PeopleSoft. 
Price  commissioned  a  study. 
It  showed  that  customers 
thought  highly  of  PeopleSoft 
and  its  products. 
Price  bought  PeopleSoft. 


and  Chen's  fund  was  down  just 
5.7%.  They  began  selling  their 
semiconductor  stocks  in  August 
after  Dresdner  rcm's  economist 
in  Hong  Kong  predicted  disaster 
during  the  company's  daily  con- 
ference call.  Says  Price,  "We  were 
jarred  awake.  It  was  easy  for 
people  in  the  U.S.  to  brush  it  off, 
but  he  was  in  the  middle  of  it." 

rcm  has  been  owned  by  Dresd- 
ner, the  German  bank,  since 
1996.  Dresdner  rcm  Global 
Technology  is  a  small  fund — just 
$10  million  in  assets.  But  the 
company  manages  $64  billion  in 
total — $10  billion  in  mutual 
funds  and  $54  billion  in  institu- 
tional money.  Prior  to  1996 
rcm's  funds  were  available  only  to 
individuals  with  $10  million  to 
invest  and  institutions  with  $20 
million  (see  "The  Sleuth,"  Aug.  2, 
1993). 

Price,  50,  joined  rcm  in  1974; 
Chen,  40,  in  1984.  Price  came 
from  Boston-based  Colonial 
Management  Associates,  where 
he  had  been  following  technolo- 
gy. Chen  was  an  engineer  for 
Intel.  Dresdner  rcm  supplements 
its  own  and  Wall  Street's  work 
with  research  done  by  Grassroots 
Research,  a  worldwide  network 
the  company  put  together  in 

1984  to  query  customers  of  the  companies  in  which  rcm 
is  considering  investing.  "Wall  Street  analysts  might  get  on 
the  phone  a  lot  with  a  company's  salesmen,  but  not  its  cus- 
tomers," says  Price. 

In  1996  Price  became  interested  in  buying  PeopleSoft, 
after  learning  from  sap  that  PeopleSoft  was  its  most  respect- 
ed competitor.  The  general  belief  was  that  Oracle's  Larry 
Ellison  was  going  to  crush  PeopleSoft.  Price  commissioned 
a  study.  It  showed  that  customers  thought  highly  of 
PeopleSoft  and  its  products.  Price  bought  PeopleSoft.  His 

Good  Buys 


j 


Fund 


3-year 
annualized 
total  return 


Assets 
6/30/98 
($mil) 


Tax 
efficiency 


Firsthand-Technology  Value 

33.9% 

$195 

- 

$1.95 

none 

Fidelity  Select-Software  &  Comp 

26.0 

626 

D 

1.42  a 

3.00% 

Fidelity  Select-Computers 

22.2 

732 

F 

1.34a 

3.00 

•  Invesco  Strategic-Technology 

21.1 

1.139 

D 

1.34 

none 

Fidelity  Select-Electronics 

20.1 

1.961 

F 

1.12a 

3.00 

•  T  Rowe  Price  Science  &  Technology 

17.0 

3.899 

C 

0.94 

none 

•  Best  Buy. 

3:  Net  of  absorption  of  expenses  by  fund  sponsor. 


The  low-load  and  no-load  funds  above  beat  the.   peers  over  the  past  three  years. 


average  price  was  $24.  The  stock 
recently  traded  at  $39.  He  sold 
Oracle,  on  the  other  hand,  in  the 
high  30s.  The  stock  recently 
traded  at  $27. 

These  days  the  Internet  is  on 
Price's  mind.  "Just  as  the  PC  cre- 
ated tremendous  value  for  in- 
vestors in  the  1980s  and  early 
1990s,  the  Internet  will  create 
value  for  investors  over  the  next 
ten  years.  Traffic  is  growing  by 
100%  a  year,"  he  says. 

But  in  the  U.S.  everyone  is 
onto  the  stocks;  less  so  overseas. 
"We  get  undiscovered  companies 
at  low  valuations,"  says  Price,  who 
has  been  buying  shares  of  Paris- 
based  Atos  and  London-based 
CMC.  "In  Europe,"  he  says, 
"Internet  companies  are  viewed 
with  more  skepticism.  They  trade 
at  2  to  4  times  revenues,  versus  5 
to  25  times  revenues  for  U.S. 
companies."  Price  and  Chen  cur- 
rently have  1 6%  of  assets  in  for- 
eign technology  stocks. 

Cash  is  at  13%  of  assets,  but 
Price  and  Chen  are  beginning  to 
put  the  cash  to  work  in  the  chip 
industry,  hard  hit  by  that  Asian  flu 
they  sidestepped  last  fall:  "This  is 
probably  the  worst  downturn  that 
the  industry  has  seen  in  the  last 
20  years,  but  we  absolutely 
believe  in  Moore's  Law — and  price  elasticity,"  notes  Price. 
As  the  Internet  gains  popularity,  users,  they  reckon,  will 
want  faster  machines.  They've  been  nibbling  at  U.S.  chip- 
makers  Intel,  Texas  Instruments  and  Micron  Technology, 
and  in  Korea  at  Samsung.  "They're  still  down  about  50% 
from  their  highs,  but  they'll  make  new  ones." 

The  fund's  largest  holding,  at  3.6%  of  assets,  is  San  Jose, 
Calif.-based  Uniphase  Corp.,  a  maker  of  fiber-optic 
telecommunications  components.   "You  can  multiply 
the  capacity  of  a  fiber-optics  line  by  a  factor  of  five  just  by 
changing  lasers  at  the  endpoints,"  says 
Price.  "They  want  to  be  the  Intel  to 
the  optical  communications  compa- 
nies like  Lucent,  Alcatel  and  Ciena." 
The  stock  recently  traded  at  $50.  Price 
expects  it  to  hit  $70  within  the  next 
six  months. 

The  fund  is  sold  without  any  sales 
charge.  Besides  San  Francisco-based 
Dresdner  RCM,  it  is  available  through 
Fidelity  FundsNetwork,  Schwab  One- 
Source  and  Jack  White.  The  expense 
ratio  is  on  the  high  side — 1.75% — but 
this  is  typical  for  tech  funds.  Bl 
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Annual 
expenses 
per $100 


Maximum 
sales 
charge 
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Search  The  Developing  World 

And  You  Will  Find  More  Bargains 

Than   In  Any  Single  Nation. 


Templeton  Developing  Markets  Trust 


■  At  Templeton,  we  believe  that  potentially 
rewarding  investment  opportunities  exist  in  the 
emerging  capital  markets  of  countries  such 

as  Brazil,  Argentina,  South  Africa,  Poland 
and  Russia.  As  the  international  trend 
toward    more    Western-style,    free- 
market   economies   continues,    such 
countries  may  experience  high  rates 
of  economic  growth. 

■  Templeton's  Emerging  Markets 
Equity  Research  Group  takes  advan- 
tage of  this  potential  by  utilizing 
a  global  office  network  to  research 

investment    opportunities    I 
in  each  targeted  country. 
This   group   operates   out 
of   a    variety    of    research 
offices  around   the  world  and 
includes  2  5  analysts  and  portfolio 


managers  supported  by  more  than   150  consul- 
tants. They   investigate   each   country's   political 
climate,  market  conditions  and  company 
management  styles.  Templeton  Developing 
Markets  Trust  is  designed  for  investors 
seeking  long-term  capital  appreciation 
and  focuses  on  countries  with: 
Rapid  Growth  in  Developing  Markets 
Privatization  and  Economic  Reform 

Expansion  of  Developing  Capital  Markets 
and  Thus  Stock  markets 

■  Mail  in  the  postage-paid  card  or 
call  Templeton  today  for  more  infor- 
mation. 

There  are  special  risks  of  investing  in  developing  markets  such 
as  higher  volatility,  currency  fluctuation  and  political  uncertainty. 


Franklin  Templeton  Distributors,  Inc. 
www.franklin-templeton.com 


y&l 


.  Mark  Mobius,  Managing  Director 
Templeton  Asset  Management  Ltd. 


CALL    1  -800-FR  AN  KLI  N    EXT.    T386 


YES!  I  would  like  a  free  prospectus  containing  more  complete  information  on  the 
Templeton  Developing  Markets  Trust,  including  sales  charges  and  expenses.  I  will 
read  it  carefully  before  I  invest  or  send  money. 
□   I  am  currently  a  Templeton  shareholder. 

Name 

^^ ' FranklirfTempletorf 

City/State/Zip 

100    Fountain    Parkway 

Daytime  Phone St.  Petersburg,  FL  337  1 6-1  205 

A  Member  of  the  Franklin  Templeton  Group,  Serving  Investors  for  Over  50  Years 


AT  FUND     SURVEY 


1 


Mutual  funds  are  popping  up  everywhere, 
thanks  in  part  to  Michael  Miola.  Many  will  bomb 
but  a  few  may  emerge  as  exceptional  winners. 

Greenfield  funds 


By  Leigh  Gallagher 

Twenty  years  of  poring  over  the  books  of  money  man- 
agers led  Michael  Miola  to  conclude  that  there  was  lots 
of  investment  talent  out  there  that  just  wasn't  accessible 
to  ordinary  investors.  Many  money  managers  specialize 
in  running  money  for  wealthy  investors  and  only  want 
large  accounts;  the  cost  and  bother  of  dealing  with  small 
investors  is  just  too  much  trouble.  Or  they  arc  relative- 
ly unknown  and  can't  attract  enough  money  on  their 
own  to  make  their  business  profitable. 

Miola's  Long  Island,  New  York-based  Amei     in  Data 
Services  (ads)  acts  as  an  administrator  and  di       butor 
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ADS'  Michael  Miola 
Got  a  decent  track 
record?  Start  a  fund. 


for  talented  money 
managers  who  can't  or 
don't  want  to  run  back 
offices  and  get  involved 
in  marketing. 

There's  Michael  Guir- 
linger,  a  schoolteacher 
back  in  the  1970s,  who 
has  spent  the  past  five 
years  at  the  Columbus, 
Ohio-based  Banc  Stock 
Group  making  a  fortune 
for  his  clients  by  buying 
stocks  of  small  commu- 
nity banks.  Because  man- 
aging small  accounts  was 
such  a  hassle,  he  would 
not  touch  ones  with  less 
than  $100,000.  Miola 
solved  the  problem  for 
Guirlinger. 

With  Miola  taking 
care  of  the  paperwork, 
Guirlinger  opened  the 
Banc  Stock  Group  Fund 
on  Aug.  1,  1997.  Re- 
turns have  been  phe- 
nomenal, up  37%  since 
then,  compared  with 
25%  for  the  average 
financial  sector  fund  and 
21%  for  the  market.  It 
still  has  only  $2 1  million 
in  assets,  but  you  can  bet 
that  record  is  going  to 
bring  in  a  lot  more. 

Another  Miola  client, 
Amerindo    Investment 
Advisors,  is  run  out  of 
San  Francisco  and  New 
York  by  Drexel  Burn- 
ham   Lambert  veteran 
Alberto  Vilar  and  applied  mathematics  Ph.D.  Gary 
Tanaka.  By  1996,  Amerindo  had  $3  billion  in  institu- 
tional money,  but  with  a  minimum  investment  of  $10 
million,  it  wasn't  getting  any  retail  business. 

In  October  1996  Miola  helped  turn  out  the 
Amerindo  Technology  Fund.  Within  five  months  the 
fund  had  lost  50%.  In  the  past  year,  it  has  recouped  37%. 
Hey,  technology  is  risk)'.  Customers  seem  to  understand. 
The  fund  had  $20  million  in  assets  at  its  debut,  and 
$43.6  million  at  the  end  of  July.  Individuals  who  like  to 
shoot  craps  just  might  find  this  fund  interesting. 
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"This  business  is  not  for  the 
meek,"  Miola  says,  picking  up  a 
folder  full  of  applications  from 
would-be  fund  managers.  Of  175 
applications,  he'll  probably  start 
hinds  for  less  than  20.  He's  seen 
S300  million  mutual  funds  slip  to  $9 
million.  He  doesn't  want  clients  like 
that.  Bad  for  the  reputation. 

Before  accepting  work,  Miola 
demands  a  reasonable  record.  His 
clients  pay  about  550,000  in  upfront 
costs,  and  must  have  $100,000  in 
seed  capital  per  SEC  requirements. 
Annual  recurring  fees  for  back-office 
operations — administration,  fund 
accounting  and  stock  transfer — run 
upwards  of  $45,000.  Under  Miola's 
model,  it's  not  until  assets  reach  $5 
million  that  a  fund  can  even  hope 
to  turn  cash-flow-positive  for  the 
manager. 

In  theory,  anyone  can  start  a 
mutual  fund,  but  Miola  has  words  of 
advice  for  the  novice:  Think  twice. 
"I  don't  try  to  turn  people  off,  but 
they  have  to  go  into  this  with  their 
eyes  open,"  Miola  says.  He  said  no 


How  do  you  start 

a  fund? 

ADS  assisted  these  newcomers  with  their  launch 

and  back-office  chores.  It  is  too  early  to  tell 

whether  any  of  them  will  become  star  performers. 

Fund 

Assets  (Smil) 

Amerindo  Technology 

$44 

Chaconia  Income  &  Growth 

30 

Canandaigua  Equity 

22 

The  Banc  Stock  Group 

21 

Avalon  Capital  (closed-end) 

17 

Lake  Forest  Core  Equity 

10 

Croft-Leominster  Income 

10 

t  Lake  Forest  Money  Market 

8 

Millennium  Growth  &  Income 

7 

Millennium  Growth 

4 

WWW.Internet 

3 

to  the  retired  West  Coast  electrician 
who  was  proud  of  his  record  manag- 
ing his  401  (k)  plan.  "The  lawyer  will 
charge  him;  the  service  providers  will 
charge  him;  they'll  deplete  his  capi- 
tal, and  away  he'll  go,"  he  says. 

Miola's  stable  produces  losers  as 
well  as  winners,  but  it's  a  good  place 
to  look  if  you  want  to  seek  out 
promising  small  funds.  For  a  list  of 
his  funds  see  the  table  above.        H 
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The  Ultimate  Choice 


for  the  Largest 
Selection  of  Mutual  Funds 


Jack  White 


Charles  Schwab 


800  + 

No 

Transaction 

Fee 

Funds 


Comparisons  as  of  8/12/97 


I  believe  investors  should 
have  access  to  any  investment 
they  choose.  That's  why  we've 
created  the  ultimate  selection 
of  mutual  funds." 

Jack  White,  Chairman 


Please  call  for  information  about  our  Mutual  Fund  Network  and  NoFee 
Network  bs  well  as  our  comprehensive  scope  of  investor-oriented  services. 

JdckWhite 

www.jackwhiteco.com 

1  •  800  •  431  •  3500 

9191  Towne  Centre  Drive,  Second  Floor  •  San  Diego,  California  92122 

CTnrtnj    Recognized  as  the  #1  Discount  Broker  In  The  Nation  for  three 
consecutive  years  (1994,1995, 1996)  by  SmartMoney,  The  Wall 
Street  Journal  Magazine  of  Personal  Business 

One  of  the  Nation's  First  Discount  Brokers  With 
Continuous  Management  Since  1 973 

Jack  White  is  a  division  of  Waterhouse  Securities,  Inc.,  Member  NYSE/SIPC 


▲TFUND     SURVEY 


Why  buy  all  your  stocks  at  the  corner  of  Wall  and  Broad? 
With  the  capitalist  revolution  spreading, 
there  are  tremendous  opportunities  abroad. 

Comparison  shoppers 


By  Thomas  Easton 

John  Templeton  made  a  name  by  fol- 
lowing a  simple  principle:  best  stock  at 
the  best  price,  wherever  that  might  be. 
How  archaic.  These  days  fund  managers 
live  under  the  tyranny  of  tic-tac-toe 
boxes  tied  to  investment  styles.  Success 
is  beating  an  obscure  index,  like  mid-cap 
blend  or  small-cap  European  growth. 

Whatever  happened  to  just  owning 
the  best  stock  at  the  best  price? 

Two  respected  sponsors  have  gone 
back  to  the  old  Templeton  mode, 
recently  launching  similarly  named 
funds:  J. P.  Morgan's  Global  50  and 
Deutsche  Bank's  Top  50  World.  The 
idea  is  to  package  the  best  stock  ideas 
from  everywhere,  with  no  geographic, 
size  or  industry  restrictions.  If  an  analyst 
proposes  buying  a  U.S.  stock,  he  will 
have  to  convince  the  managers  not  only 
that  the  stock  is  a  good  buy  but  also  that 
it  is  one  of  the  50  best  buys  in  the  whole 
darned  world. 

A  dumb  idea?  We  don't  think  so.  Neither  do  the  folks 
who  work  at  Morgan.  Some  10%  of  the  $100  million  in 
the  U.S. -registered  portion  of  Morgan's  $200  million 
fund  is  from  employees  who  ponied  up  their  own  money 
when  the  fund  was  opened  in  May.  Employees  also  hold 
significant,  though  percentage-wise  far  smaller,  holdings 
in  Deutsche's  $3.5  billion  fund  and  in  its  $12  million  fund 
registered  in  the  U.S. 

The  freedom  each  of  these  has  leads  to  an  interesting  dif- 
ference, most  strikingly  that  the  German-based  Deutsche 
Bank  seems  to  have  more  confidence  in  the  U.S.  than  does 
the  U.S. -based  Morgan.  More  than  half  of  Deutsche 
Bank's  assets  are  in  the  bluest  American  blue  chips:  Coca- 
Cola,  Gillette,  Colgate,  Procter  &  Gamble,  with  the  bal- 
ance filled  by  familiar  multinationals  like  SAP  and  Unilever. 

Deutsche  manager  Volker  Dosch,  36,  wants  winners. 
Disappoint  and  they're  gone,  as  has  been  the  case  this  year 
with  Eastman  Kodak,  Boeing,  Mobil  and  three  companies 
with  even  heavier  exposure  to  Asia:  Canon,  Toyota  and 
Louis  Vuitton  (through  luxury  goods  exports). 

Morgan's  fund  is  no  carbon  copy.  Only  15%  in 
and  failing  a  major  dive  in  U.S.  stock  prices,  that 
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tion  certainly  won't  grow.  While  60%  of 
the  $200  million  portfolio  is  now  in 
Europe,  comanager  Andrew  Cormie, 
36,  has  just  returned  from  two  weeks  in 
Australia  and  the  Far  East,  and  both  he 
and  the  other  comanager,  Thomas 
Madsen,  42,  are  about  to  leave  for 
Japan.  They  will  be  looking  for  either 
local  bargains  or  insight  into  companies 
elsewhere  whose  shares  have  been 
affected  by  Asia  but  whose  operations 
remain  strong. 

"There  is  a  lot  of  opportunity  that  is 
developing  in  Asia  and  Latin  America," 
says  Madsen.  He  awaits  signs  that  the 
declines  are  finished,  but  he  thinks  that 
time  may  be  near. 

The  objective  of  the  Morgan  fund  is 
a  sort  of  global  arbitrage.  It  avoids  the 
giant  pharmaceutical  companies,  the 
largest  industrial  sector  in  Deutsche 
Bank's  fund,  because  its  managers  think 
the  stocks  are  too  expensive.  So  Morgan  seeks  undiscov- 
ered companies  in  the  health  business.  One  of  its  holdings, 
English  medical  devices  manufacturer  Smith  &  Nephew,  is 
an  example.  A  similar  company,  Indiana- based  DePuy,  was 
recently  sold  by  Roche  of  Switzerland  to  Johnson  &  John- 
son for  double  Smith  &  Nephew's  current  valuation. 

Same  idea  with  ypf,  a  well-run  Argentine  oil  company. 
At  its  current  share  price,  reserves  are  valued  at  $3  a  barrel, 
compared  with  between  $9  and  $10  for  British  Petroleum 
or  Exxon.  News  Corp.  is  in  the  Global  50  fund  because  it 
is  cheaper  and  growing  faster  than  the  U.S. -based  enter- 
tainment conglomerate  Time  Warner.  After  witnessing 
South  African  Breweries  crunch  international  competitors 
in  Eastern  Europe,  the  Morgan  managers  added  the  stock 
to  the  fund.  Manager  Madsen  is  an  incorrigible  compari- 
son shopper:  "If  you  want  to  buy  something,  there's  always 
somewhere  it's  cheaper  and  better,"  says  Madsen. 

The  shopping  process,  however,  isn't  without  cost. 
Deutsche  Bank  charges  $1.60  per  $100  in  assets,  slightly 
above  our  average;  Morgan  $1.50  per  $100,  slightly 
below.  Both  are  far  more  expensive  than  the  average 
domestic  fund.  Either  or  both  of  these  might  well  be 
the  relatively  high  charges.  B 
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KJur  new  San  Francisco  office  is  committed 
to  enhancing  wealth.  Especially  yours. 


iTuthough  our  San  Francisco  office  is  new,  U.S. Trust  is  one  of  America's  most 
experienced  wealth  management  advisors.  For  over  145  years,  through  bear  markets,  bull 
markets,  wars  and  recessions,  we  have  provided  our  clients  with  insightful  investment  advice 
that  has  enabled  them  to  grow  their  assets. 

The  hallmarks  of  our  approach  are  an  unwavering  focus  on  each  client's  specific 
objectives,  a  tax-intelligent  investment  process  and  a  comprehensive  array  of  wealth 
management  services,  including  private  banking,  fiduciary  services  and  financial  planning. 
Now,  U.S.  Trust  is  committed  to  enhancing  the  wealth  of  entrepreneurs,  corporate 
executives  and  others  in  the  Bay  Area.  For  information  more  specific  to  your  needs  and 
objectives,  please  contact  Jay  S.  Welker,  Senior  Vice  President  at  415-743-9000. 


US 


A  TRADITION  OF  GROWING  ASSETS 


NEW  YORK   BOCA  RATON    COSTA  MESA   DALLAS   GARDEN  CITY  GREENWICH    HOUSTON    LOS  ANGELES    MORRISTOWN    NAPLES 
PALM  BEACH    PORTLAND    PRINCETON    SAN  FRANCISCO    STAMFORD    VERO  BEACH    WASHINGTON  D.C.    WEST  HARTFORD 
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AT  FUND     SURVEY 


For  all  their  virtues,  mutual  funds  are  potential 
tax  traps.  Here  are  ways  to  cope. 

Mutual  fund  tax  traps 


By  Anne  Granfield 

Two-thirds  of  all  mutual  fund  assets  are  held  in  taxable 
accounts,  according  to  the  Washington,  D.C. -based 
Investment  Company  Institute.  Which  means  that  mutual 
fund  owners  are  making  a  mighty  contribution  to  those 
federal  tax  surpluses  the  politicians  are  enjoying. 

If  you  wonder  why  your  mutual  funds  aren't  making 
you  as  rich  as  the  published  figures  say  you  should  be, 
blame  taxes.  When  a  fund  sells  a  stock  for  a  profit,  it  passes 
the  tax  bill  on  to  you,  making  the  fund  look  good — but 
making  you  less  rich. 

Here  are  some  tips  for  minimizing  the  tax  bite: 
■  Be  careful  to  choose  the  best  method  for  calculating  the 
basis  of  shares  you  sell.  When  you  sell  shares  of  a  mutual 
fund,  you  only  pay  tax  on  your  gain.  But  if  you  put 
money  in  more  than  once,  or  if  you  reinvest  dividends, 
your  shares  will  have  different  cost  bases. 

Uncle  Sam  allows  three  methods  for  determining  cost 
if  you  don't  sell  all  of  your  shares  at  once.  The  simplest  is 
"average  cost,"  in  which  your  basis  is  the  average  of  all 
the  shares  purchased.  Many  large  fund  families — includ- 
ing Fidelity,  Vanguard  and  Schwab — will  figure  your  basis 
for  you  using  this  method.  The  only  drawback  is  that 
once  you  have  chosen  it,  you  can't  switch  for  future  sales. 

The  second  method  is  FIFO — for  "first  in,  first  out."  It 
assumes  that  the  first  shares  you  bought  were  the  first  you 
sold.  In  a  rising  market,  this  usually  results  in  the  biggest 
taxable  gain  to  the  investor.  But  it  could  make  sense  if  you 
need  a  gain  to  sop  up  a  big  loss. 

Finally,  there's  the  "specific  identification"  method  of 
determining  cost:  The  taxman  allows  you  to  specificallv 


choose  which  shares  to  sell.  Here  you  can  customize  your 
gain.  But  watch  out:  The  IRS  says  that  you  must  instruct 
the  mutual  fund  or  broker  at  the  time  you  sell  shares,  not 
later.  Make  sure  you  receive  a  follow-up  confirmation — 
in  writing — from  your  broker. 

■  Don't  throw  away  records  of  old  transactions.  For  too 
many  investors,  old  shares  mean  gray  hairs.  What  hap- 
pens is  that  when  they  sell  shares  purchased  long  ago, 
there's  no  record  of  the  original  cost  or  the  reinvested 
distributions. 

If  you're  already  stuck,  your  fund  may  be  able  to 
dredge  up  copies  of  ancient  transactions,  but  it  may 
charge  for  the  service  (Vanguard  asks  for  $10  per  year  for 
statements  prior  to  1997).  Or  it  may  be  possible  to  gather 
the  figures  from  old  tax  returns. 

Meanwhile,  save  what  you  have.  Louis  Grassi,  manag- 
ing partner  of  New  York  accounting  firm  Grassi  &  Co., 
recommends  using  personal  finance  software  like  Quick- 
en to  keep  track:  "It's  an  hour  of  pain  today  to  save 
countless  hours  later." 

■  Remember  to  include  reinvested  dividends  in  your  cost 
basis.  Repeat  after  us:  When  you  reinvest  dividends,  cost 
basis  goes  up.  Says  cpa  Grassi:  "I've  had  this  with  a 
number  of  clients.  They'll  keep  good  records  of  purchas- 
es, but  not  reinvestment.  Most  people  are  underestimat- 
ing what  their  cost  basis  is.  The  poor  record-keeping  is  to 
the  irs'  advantage." 

■  Don't  write  checks  against  your  mutual  fund  unless  it's  a 
money  market  fund.  If  you  write  a  check  to  buy  a  new  car 
or  make  a  college  tuition  payment,  you've  just  sold  shares, 
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and  that's  a  taxable  event.  "It's  a 
recurring  problem  with  people  who 
use  their  mutual  hinds  as  checking 
accounts,"  says  Janice  Johnson,  a 
tax  accountant  based  in  New  York. 
"I  had  one  client  write  120  checks 
in  one  year — the  paperwork  was 
horrendous." 

■  Remember  that  a  fund  exchange  is  a 
fund  sale.  Thus,  it's  taxable.  "People 
think  that  because  they  can  make 
intrafund  transfers  with  no-load  or 
redemption  charges,  it's  not  taxable, 
but  it  is,"  says  Grassi. 

He  recently  had  a  client  who  was  a 
long-term  investor  in  a  fund  that  had 
done  well  for  years  but  performed 
poorly  in  the  last  year.  So  he  switched 
his  money  to  another  fund  in  the 
same  family  that  was  "hot,"  only  to 
find  he  had  a  big  tax  bill  at  year-end. 

■  Don't  forget  to  adjust  your  with- 
holding or  estimated  tax  payment  if 
you  make  a  biji  sale.  David  Mangefri- 
da,  partner  at  Ernst  &  Young,  cites  a 
common  example:  "Let's  sav  you  sell 

If  you  wonder  why  your 
mutual  funds  aren't  making 
you  as  rich  as  the  published 
figures  say  you  should  be, 
blame  taxes.  When  a  fund 
sells  a  stock  for  profit,  it 
passes  the  tax  bill  on  to  you, 
making  the  fund  look  good — 
but  making  you  less  rich. 


something  in  February  you've  held  a 
long  time  and  it  has  a  lot  of  built-in 
*gain.  It  doesn't  occur  to  most 
people  that  they'd  better  adjust  their 
withholding  or  by  the  time  they  get 
to  the  end  of  the  year  they  may  have 
underpaid  by  so  much  that  they 
actually  owe  a  penalty." 
■  Don't  buy  into  a  fund  right  before 
the  vear-end  distribution.  By  law, 
mutual  funds  must  pay  out  most  of 
their  realized  income  to  investors 
each  year.  This  typically  occurs  in 
December.  Delay  large  purchases  in 
mutual  funds  until  after  the  year- 
end  distribution — or  you  may  owe 
taxes  on  an  investment  you  just 
bought.  ■■ 
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IMPRESSIVE  PERFORMANCE 
FROM  A  CONSERVATIVE  FUND 


T.  Rowe  Price  Equity  Income 
Fund,  one  of  our  most  conser- 
vative stock  funds,  has  outper- 
formed its  Lipper  Category 
Average.  To  seek  substantial 
income  and  long-term  capital 
growth  with  reduced  risk,  the 
fund  invests  in  dividend- paying 
stocks  of  established  companies. 

Past  performance  cannot 
guarantee  future  results.  No 
sales  charges. 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

1-800-541-8457 

www.tiowepnce.com 


How  $10,000  Invested  6/30/88 
Would  Have  Grown  vs.  Competitors 


I  Equity  Income  Fund 
]  Lipper  Equity  Income  Fund 
Average 


2,637 -J 
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Invest  Willi  Confidence 
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•  Ik 


19-39%  19.60%,  and  15.61%  are  the  fund's  average  annual  total  returns  for  the  1-,  5-,  and  10-year  periods 
ended  6/  50/98,  respectively,  Figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distribu- 
tions Investment  return  and  principal  value  will  vary,  and  shares  may  be  worth  more  or  less  at  redemption  than  at  original 
purchase  (  Source:  l.ipper  Analytical  Services,  Inc.)  Read  the  prospectus  carefully  before  investing.  T.  Rowe  Price 
Investment  Services,  Inc.,  Distributor,  eifo43289 


Laucala  Island. 


Vacation  in  a  private  paradise,  as  tropical  and  seclud- 
ed as  any  undiscovered  island.  Visit  Laucala,  a  FORKS 
Magazine  South  Pacific  Property  in  the  Fiji  Isles, 

This  pristine  paradise  offers  the  world's  finest 
scuba  diving  and  snorkeling.  Windsurf.  Sail. 
Play  tennis.  Waterski.  Go  deep-sea  fishing  on 
board  the  island's  private  fishing  boat.  Relax  by 
the  pool.  Do  it  all.  Or  do  nothing  at  all. 

Laucala  is  the  ultimate  vacation  experience  — 
the  finest  amenities  without  the  formalities.  All 
this  for  just  $2,495  pp  for  8  days  and  7  nights 
(plus  Fiji  tax).  And  that  includes  everything.  With 
its  own  private  runway  and  daily  scheduled  com- 
mercial flight,  Laucala  is  the  perfect  getaway. 

For  more  information, 
call  1-8Q0-F0RBES-5. 
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Concerned  About  Taxes? 


WE      CAN      HELP 


At  Muhlenkamp,  we  manage  money 

to  maximize  after  tax  returns. 

In  9  years,  we've  paid  only  2  capital 

gains  distributions,  totaling  36?. 


MUHLENKAMP  FUND  AVERAGE  ANNUAL 
RETURNS  FOR  PERIODS  ENDED  6/30/98 

ONE  YEAR 

32.9% 

THREE  YEAR 

32.0% 

FIVE  YEAR 

21.3% 

LIFE  OF  FUND 

SINCE  11/88 

17.7% 

>  100%  No  Load  >  Low  Turnover 
FOR  A  PROSPECTUS 

CALL  1-800-860-3863 

www.muhlenkamp.com 

ES  Muhlenkamp  Fund 

Please  read  the  prospectus  carefull)  before  you  invesi  Pasl  performance 

does  no!  guarantee  future  results  Fund  shares  when  redeemed  ma\  he 
worth  more  or  less  than  original  cost. 
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The  rules 


By  James  M.  Clash 

Performance  matters,  but  just  as  important  in  a  mutual 
fund  is  how  the  manager  achieves  it.  That's  why  we 
include,  in  addition  to  return,  risk  and  cost  measures  in 
the  following  fund  tables. 

Risk,  the  first  column,  is  most  important,  with  the  U.S. 
market  at  record  levels.  We  measure  it  by  how  a  fund  has 
actually  performed  in  down  markets — a  simple  grade 
from  A+  to  F.  You'll  notice  that  many  funds  rated  A  in 
up  markets  get  C  or  lower  in  down  ones.  That's  because 
they  often  buy  risky  securities  that  do  well  in  bull  mar- 
kets but  get  clobbered  in  bear  ones. 

Look  at  mfs  Emerging 
Growth  (p.  182),  a  fund 
that  buys  newer,  high- 
growth  company  issues.  It 
returned  a  whopping  252% 
from  October  1990  to  Jan- 
uary 1994,  over  three  times 
the  market — but  was  off 
40%  in  the  crash  of  1987,  a 
third  more  than  the  market. 
Talk  about  volatility.  Our  A+ 
Up,  and  F  Down  grades  for 
the  fund  reflect  that. 

Cost,  the  other  big  con- 
sideration, is  composed  of 
two  variables:  load — a  one- 
time sales  charge — and 
expenses — the  annual  charge 
against  a  fund's  assets  from 
management  overhead  (see  explanation  below). 

To  appear  in  our  survey,  a  fund  must  be  around  for  at 
least  three  years  and  have  assets  of  $50  million  (junk,  tax- 
able and  muni  bond  funds  require  $100  million).  For  tax- 
able bond  and  municipal  bond  funds,  we  think  0.75%  in 
annual  expenses  is  plenty,  so  any  fund  higher  is  excluded. 

As  in  school,  our  risk  grading  is  done  on  a  curve.  The 
top  5%  get  A+;  the  next  15%,  A;  the  next  25%,  B;  the 
next  25%,  C;  the  next  25%,  D;  and  the  remaining  5%,  F. 

Funds  (with  the  exception  of  domestic  and  foreign 
stocks)  and  junk  bonds  must  be  around  for  five  years  to 
receive  a  grade.  For  domestic  and  foreign  stock  funds,  we 
go  back  four  market  cycles;  funds  around  for  just  three 
cycles  get  a  flagged  grade.  Junk  bond  funds  need  only 
three  market  cycles;  those  aro  -nd  for  only  two  cycles  are 
flagged. 

Cycles  for  domestic  stock  ft.  ids  start  in  August  1987; 
for  foreign  stock,  December  1989;  for  emerging  markets, 
September  1990;  for  junk  funds,  February  1987.  For  all 
other  funds,  we  use  a  blend  of  up  n  onths  since  June 
1993  to  get  the  bull  grade,  and  a  blend  of  down  months 
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since  June  1993  to  get  the  bear  grade. 

Total  return:  This  number  assumes  all  distributions  of 
income  and  capital  gains  are  reinvested.  Annual  expenses 
have  been  deducted,  but  not  sales  loads. 

The  tax  efficiency  grade,  a  new  feature  this  year,  is 
important  if  you  hold  funds  in  a  taxable  account.  It  indi- 
cates how  much  return  you  actually  get  to  keep.  The 
higher  the  tax  grade,  the  better.  (For  this,  we  assume  an 
upper- middle -income  investor. ) 

Weighted    average    p/e    is    the    typical    trailing 
price/earnings  ratio  of  a  fund's  stock  portfolio.  A  higher 
number    suggests    a    riskier 
fund. 

Median  market  cap  shows 
the  typical  market  capitaliza- 
tion of  a  fund's  stock.  Small- 
stock  funds  have  market  caps 
of  under  $1  billion. 

Weighted  average  maturity 
indicates  interest  rate  risk  in  a 
bond  fund.  Generally,  hinds 
with  longer  maturities  are  more 
risky  than  those  with  shorter 
maturities.  That's  because  long 
bonds  are  usually  more  sensi- 
tive to  rate  fluctuations  than 
short  ones. 

Maximum    sales    charge 
shows  the  highest  commission 
collected  by  the  fund's  distrib- 
utor, including  back-end  exit 
charges.  In  most  cases,  this 
charge  is  reduced  or  eliminat- 
ed for  very  large  investments. 
(We  footnote  any  redemption 
fees  put  back  into  the  fund  for 
shareholders.) 
annual  expense  column  measures  how  much  of 
your  issets  are  consumed  each  year  in  management  fees 
and    iverhead.  The  number  is  very  important,  as  it  is 
1  perennially  chips  away  at  your  returns. 
1     a  buH  market  like  the  last  several  years,  an  addi- 
tioi    1  perce     ige  point  or  two  may  seem  insignificant  on 
309    t  I  returns.  But,  believe  us,  in  a  bear 

market  n  more  significant  piled  onto  negative 

returns.  Al  mber:  Those  extra  few  percentage 

poii.  s  lost  in  an  extended  bull  market  add  up 

and  leave  less  money  on  the  table  for  when  a  bear 
t  starts 

lata  m  Forbes' own  surveys,  Lipper  Analyt- 

ervices,  Inc  and  Morningstar,  Inc.  IB 
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IT'S  HERE   SOMEWHERE. 


Okay,  here's  the  key  you  need.  No,  wait — It's  this  one.  No  it's  not.  Is  this  the  one? 

In  business  as  in  life,  the  secret  to  success  is  finding  the  right  solution  for  every  problem.  Which  is  why 
you  need  United  HealthCare.  We  offer  the  broadest  range  of  services  in  the  health  care  industry  from  HMO, 
PPO  and  POS  plans  to  innovative  open  access  plans. 

And  we  continue  to  develop  new  products  and  services,  such  as  integrated  specialty  care  management 
and  multi-site  capabilities  that  allow  you  to  administer  and  manage  coverage  for  employees  in  over 
100  different  markets  as  easily  as  in  one. 

United  HealthCare  is  one  of  the  largest  health  care  companies  in  the  nation,  offering  solutions  to  more 
than  100,000  employer  groups  of  all  sizes,  including  45  of  the  top  100  ranked  FORTUNE'  500  companies. 

So  you  can  be  confident  that  United  HealthCare,  the  health  and  well-being  company,  can  help  you  find 
the  right  solution  to  fit  your  company's  health  benefits  needs.  For  more  information,  call  1-800-662-1264. 


UNiTEDhealthcare 


.unitedhealthcare.com 


▲▼FUND     SURVEY 

Stock  funds 


This  chart  is  a  picture  of  how  wonderful  investing  in 
stocks  can  be.  A  consequence  of  that  rise  has  been  that 
many  funds  either  have  paid  out  big  distributions  or  are 
sitting  on  a  powder  keg  of  unrealized  appreciation.  In 
response,  we've  added  a  tax  efficiency  measure  to  this 
table.  It  penalizes  funds  for  past  distributions  and  for 
accumulated  gains  that  would  have  to  be  distributed  if 
winning  positions  were  liquidated.  Unless  you  retain  a 


fund  in  a  tax-free  account,  pay  attention  to  the  tax  grade. 
To  be  sure,  a  loser  like  Comstock  Partners  Capital 
Value  is  a  model'of  tax  efficiency  because  there  have 
been  no  gains.  Where  the  grade  can  be  helpful  is  in 
choosing  between  funds  that  are  otherwise  closely 
matched.  As  always,  the  things  that  matter  are  perfor- 
mance in  both  good  and  bad  markets,  and  the  cost  of 
ownership. 


Rising  markets 
Declining  markets 


11/30/87  to 
5/31/90 


10/31/90  to 
1/31/94 


6/30/94  to 
2/18/97 


4/1 1/97  to 
6/30/98 


8/31/87  to 
11/30/87 


5/31/90  to 
10/31/90 


1/31/94  to 
6/30/94 


Ratio  scale 
(8/31/87  =  100) 


400 


2/18/97  to 
4/11/97 


300 


200 


The  Standard  &  Poor's  500  price  index, 
scaled  so  that  Aug.  31,  1987  is  100,  shows 
the  market  cycles  against  which  Forbes 
measures  U.S.  stock  fund  performance. 


50    *_-30%        +57% 


-16% 


+58% 


-8% 


+84% 


-10%       +54% 


MARKET 
PERFORMANCE  1 

UP        DOWN  1 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 

efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

■  B 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

C 

AAL  Capital  Growth  Fund-A/553-6319 

* 

29.2% 

B 

$2,936 

31.4 

$26.7 

4.00% 

$0.98 

AAL  Equity  lncome-AV553-6319 

* 

17.7 

- 

212 

26.8 

11.4 

4.00 

1.11 

AAL  Mid  Cap  Stock-A/553-6319 

—  * 

18.6 

A 

662 

28.5 

2.4 

4.00 

1.30 

B 

D 

AARP  Growth-Capital  Growth/225-2470 

13.9% 

28.1 

B 

1,462 

26.2 

25.1 

none 

0.88 

D 

A 

AARP  Growth-Growth  &  Income/225-2470 

14.3 

26.2 

B 

7,726 

23.4 

14.3 

none 

0.68 

Accessor  Growth  Fund-Advisor/759-3504 

—  * 

29.8 

C 

120 

33.6 

94.2 

none 

0.93 

Accessor  Small  to  Mid  Cap-Advisor/759-3504 

—  * 

31.1 

C 

199 

17.7 

2.0 

none 

1.25 

Accessor  Value  &  lncome-Advisor/759-3504 

* 

27.7 

C 

122 

14.7 

16.3 

none 

1.08 

A 

C 

Acorn  Fund/922-6769 

15.2 

22.9 

D 

3,967 

29.3 

0.7 

none 

0,86 

C 

C 

Addison  Capital  Shares/526-6397 

12.5 

25.7 

F 

82 

21.3 

6.3 

none 

1.75 

Advantus  Cornerstone  Fund-AA      6005 

—  * 

22.8 

_ 

143 

24.4 

7.1 

5.00 

1.09a 

Advantus  Enterprise  Fund-A/66b 

—  * 

12.8 

_ 

54 

33.8 

0.9 

5.00 

1.26a 

C 

C 

Advantus  Horizon  Fund-A/665-6005 

13.0 

25.9 

D 

71 

37.4 

22.3 

5.00 

1.39a 

0 

B 

AIM  Advisor-Large  Cap  Value-A/347 

13.2 

23.9 

D 

202 

23.5 

19.6 

5.50 

1.46a 

c 

A 

AIM  Blue  Chip-A/347-1919 

14.3 

29.0 

A 

1,577 

32.4 

18.3 

5.50 

1,27a 

Three-year  return  6/30/95  trnugh  6/30/98   ■ 
period.  tClosed  to  new  invesiors.  §Distributot  m 
back-end  load  that  reverts  to  distributor  NA.  Not 
Sources  Forbes:  Upper  Analytical  Services;  Morm, 

r  three  periods  only,  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full 
'demption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes 
not  available.  'Formerly  AAL  Utilities  Fund. 

Rules,  page  160.  For  more  funds:  www.forbes.coi; 

162 
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▲  ▼STOCK     FUNDS  /Fund  Survev 


MARKET 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

performance! 

UP 

:cv,r.  I 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

A+ 

D 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

AIM  Equity-Aggressive  Growth/347-1919 

17.0% 

16.6% 

A 

$3,624 

34.0 

$0.8 

t 

$1.06a 

D 

A 

AIM  Equity-Charter-A/347-1919 

14.1 

23.9 

C 

5,447 

31.5 

10.9 

5.50% 

1.09a 

A 

F 

AIM  Equity-Constellation-A/347-1919 

15.7 

17.6 

A 

15,183 

34.8 

2.8 

5.50 

1.09a 

B 

C 

AIM  Equity-Weingarten-A/347-1919 

14.2 

24.6 

0 

7,423 

31.9 

7.8 

5.50 

1.05a 

AIM  Global  Consumer  Prods  &  Svcs-A/347-1919 

—  * 

33.8 

- 

203 

29.4 

2.4 

4.75 

1.99 

■  0 

■  C 

AIM  Mid  Cap  Growth-AV347-1919 

* 

13.6 

D 

488 

35.7 

2.9 

5.50 

1.48 

C 

D 

AIM  Select  Growth-A/347-1919 

10.6 

21.0 

D 

695 

34.6 

7.3 

5.50 

1.13 

B 

D 

AIM  Summit  Fund/347-1919 

13.8 

24.4 

C 

1,953 

32.3 

8.4 

** 

0.68 

A 

C 

AIM  Value  Fund-A/347-1919 

18.0 

22.7 

A 

16,743 

26.6 

19.0 

5.50 

1.04a 

Alger  Fund-Capital  Appreciation-A/992-3863 

• 

27.6 

- 

304 

38.1 

16.0 

4.75 

1.46 

A 

D 

Alger  Fund-Grov/th-A/992-3863 

15.7 

23.3 

- 

475 

NA 

NA 

4.75 

1.26 

Alger  Fund-MidCap  Growth-A/992-3863 

—  * 

21.0 

A 

216 

33.8 

6.3 

4.75 

1.37 

A 

■  D 

Alger  Fund-Small  Capitalization-A/992-3863 

—  * 

6.4 

A 

595 

35.6 

1.9 

4.75 

1.36 

B 

0 

Alliance  Fund-A/221-5672 

13.7 

22.4 

F 

1,323 

25.3 

4.1 

4.25 

1.03 

C 

B 

Alliance  Growth  &  lncome-A/221-5672 

13.4 

27.8 

D 

1,913 

27.8 

21.2 

4.25 

0.88 

Alliance  Growth  Fund-A/221-5672 

—  * 

27.2 

A 

6,593 

33.9 

17.5 

4.25 

1.17 

Alliance  Premier  Growth-A/221-5672 

* 

34.0 

A 

3,547 

33.6 

54.9 

4.25 

1.57 

B 

0 

Alliance  Quasar  Fund-A/221-5672 

13.0 

30.9 

D 

1,914 

25.1 

0.8 

4.25 

1.56 

A+ 

F 

Alliance  Technology  Fund-A/221-5672 

16.3 

19.7 

C 

2,552 

42.3 

10.4 

4.25 

1.67 

C 

C 

Amcap  Fund/421-9900 

13.4 

24.3 

F 

5,245 

33.6 

15.0 

5.75 

0.68 

A+ 

F 

Amer  Century-20th  Giftrust/345-2021 

16.0 

4.7 

A 

1,040 

42.8 

1.2 

none 

1.00 

B 

0 

Amer  Century-20th  Growth-l/345-2021 

13.0 

22.9 

F 

6,258 

33.1 

27.2 

none 

1.00 

C 

■  D 

Amer  Century-20th  Heritage-l/345-2021 

—  * 

16.9 

B 

1,329 

23.1 

1.9 

none 

1.00 

D 

C 

Amer  Century-20th  Select-l/345-2021 

12.0 

26.0 

F 

5,819 

31.9 

30.3 

none 

1.00 

A+ 

D 

Amer  Century-20th  Ultra-lnv/345-2021 

18.9 

25.7 

B 

27,527 

27.3 

13.1 

none 

1.00 

A 

F 

Amer  Century-20th  Vista-l/345-2021 

9.8 

6.1 

A 

1,371 

27.6 

2.1 

none 

1.00 

American  Century  Equity  Growth-lnv/345-2021 

—  * 

32.0 

C 

1,552 

22.8 

19.6 

none 

0.71 

American  Century  Equity  lnc-lnv/345-2021 

—  * 

22.6 

- 

337 

20.8 

2.2 

none 

1.00 

American  Century  Inc  &  Growth-lnv/345-2021 

—  * 

31.2 

B 

3,187 

24.5 

30.3 

none 

0.71 

American  Century  Utilities/345-2021 

—  * 

22.7 

B 

221 

24.4 

19.5 

none 

0.72 

American  Century  Value  Fund-lnv/345-2021 

—  * 

22.8 

- 

2,579 

22.0 

2.9 

none 

1.00 

■  F 

■  A 

American  Gas  Index/343-3355 

—  * 

20.8 

B 

234 

24.4 

4.6 

none 

0.85 

D 

A 

American  Growth  Fund-D/525-2406 

9.5 

12.2 

D 

132 

27.0 

44.7 

5.75 

1.55 

D 

A 

American  Mutual  Fund/421-9900 

12.9 

22.0 

D 

10,401 

24.6 

20.9 

5.75 

0.58 

D 

B 

American  National  Growth/231-4639 

10.9 

20.3 

F 

194 

24.8 

12.7 

5.75 

0.96 

D 

A 

American  National  Income/231-4639 

12.1 

20.9 

F 

220 

22.0 

9.9 

5.75 

1.05 

American  Performance  Equity/554-3862 

* 

28.7 

F 

209 

30.0 

34.7 

5.00 

1.05a 

America's  Utility  Fund/382-0016 

* 

16.7 

B 

156 

18.6 

5.0 

none 

1.30 

■  D 

■  B 

AmSouth  Equity  Fund-Classic/554-3862 

* 

23.6 

C 

1,051 

25.0 

15.1 

4.50 

1.27a 

■  C 

■  C 

AmSouth  Regional  Equity-Classic/554-3862 

—  * 

21.1 

B 

155 

25.0 

2.3 

4.50 

1.30a 

C 

C 

Amway  Mutual  Fund/346-2670 

12.3 

24.0 

D 

162 

24.3 

16.8 

none 

1.15 

F 

A+ 

Analytic  Optioned  Equity/374-2633 

11.3 

20.7 

D 

55 

18.2 

25.7 

none 

1.34 

C 

D 

API  Trust-Growth/544-6060 

9.5 

15.2 

C 

78 

30.3 

12.9 

none 

2.18a 

Aquinas  Equity  Income/935-3004 

—  * 

22.3 

- 

66 

22.8 

7.5 

none 

1.37 

Arch-Growth  &  Inc  Equity-lnv  A/554-3862 

* 

23.9 

- 

62 

28.2 

8.7 

4.50 

1.04a 

■  C 

■  C 

Ariel  Appreciation  Fund/292-7435 

* 

29.2 

C 

242 

24.9 

2.6 

none 

1.33 

C 

C 

Ariel  Growth  Fund/292-7435 

13.8 

26.3 

F 

191 

26.5 

1.4 

none 

1.25 

Artisan  Small  Cap  Fund/344-1770 

—  * 

17.9 

- 

304 

17.4 

0.3 

t 

1.29 

Three-year  return  6/30/95  through  6/30/98.  "Fund  rated  for  three  periods 

only;  maximum 

allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for 

full  period.  tClosed  to  new  investors.  **  Available  only  through  monthly  contractual  plan. 

a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  i 

pplicableor  not 

available. 

'Formerly  GT  Global  America 

Mid  Cap  Growth. 

Sources:  Forbes:  Upper  Analytical  Services;  Morningstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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AT 

STOCK     FUNDS  /Fund  Survey 

MARKET 

Fund/800  phone                                               Annualized  total  return 

Tax 

Assets 

Weighted 

Median 

Maximum 

Annual  . 

PERFORMANCE  | 

8/31/87 

3-year 

efficiency 

6/30/98 

average 

market 

sales 

expenses 

UP 

DOWN  I 

to 
6/30/98 

($mil) 

P/E 

cap 
($bil) 

charge 

per 
$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

» 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Atlas  Growth  &  lncome-A/933-2852 

* 

26.2% 

C 

$23« 

35.6 

$10.8 

none 

$1.10 

Atlas  Strategic  Growth-A/933-2852 

—  * 

25.4 

- 

92 

21.2 

6.3 

none 

1.21 

B 

c 

Babson  Enterprise  Fund/996-2862 

13.6% 

20.8 

F 

220 

23.2 

0.2 

t 

1.08 

Babson  Enterprise  Fund  11/996-2862 

—  * 

24.2 

B 

92 

25.1 

0.7 

none 

1.28 

C 

c 

Babson  Growth  Fund/996-2862 

12.1 

26.6 

D 

451 

35.5 

19.4 

none 

0.83 

B 

c 

Babson  Value  Fund/996-2862 

13.7 

25.1 

A 

1,747 

23.6 

10.0 

none 

0.97 

A 

■  D 

Baron  Asset  Fund/992-2766 

—  * 

26.6 

A 

5,545 

25.5 

1.3 

none 

1.30 

Baron  Growth  &  Income/992-2766 

—  * 

26.6 

- 

479 

36.5 

1.7 

none 

1.40 

D 

B 

Bartlett  Basic  Value-P/822-5544 

11.9 

22.2 

F 

135 

NA 

5.0 

4.75% 

1.09a 

BB&T  Growth  &  Income  Stock-A/228-1872 

—  * 

24.3 

B 

77 

21.1 

9.2 

4.50 

1.07a 

Bear  Stearns  S&P  Stars-A/766-4111 

* 

26.5 

- 

189 

31.0 

33.1 

5.50 

1.50a 

C 

B 

Berger  Growth  &  Income/333-1001 

12.1 

20.0 

A 

345 

36.7 

9.2 

none 

1.51 

A 

C 

Berger  One  Hundred/333-1001 

16.4 

16.4 

C 

1,708 

27.1 

6.6 

none 

1.41 

C 

A 

Berger  Small  Cap  Value-lnv/333-1001 

13.9 

26.0 

D 

116 

24.4 

0.4 

none 

1.66 

Berger  Small  Company  Growth/333-1001 

—  * 

24.2 

- 

833 

43.1 

1.0 

none 

1.67 

C 

C 

Berwyn  Fund/992-6757 

10.5 

14.8 

C 

92 

18.1 

0.2 

t 

1.20 

BlackRock-lndex  Equity-lnv  AV227-7236 

—  * 

29.2 

B 

198 

28.0 

42.4 

3.00 

0.65a 

■  D 

■  C 

BlackRock-Large  Cap  Growth  Eq-lnv  AV227-7236 

—  * 

28.9 

B 

51 

35.9 

59.1 

4.50 

1.36 

BlackRock-Large  Cap  Value  Eq-lnv  AV227-7236 

* 

26.2 

D 

96 

21.3 

21.6 

4.50 

1.31 

BlackRock  Select  Equity-lnv  A/227-7^36 

—  * 

28.5 

- 

78 

28.8 

54.9 

4.50 

1.33 

BlackRock  Small  Cap  Growth-lnv  A/227-7236 

—  * 

22.3 

- 

127 

45.0 

0.8 

4.50 

1.36 

BlackRock  Small  Cap  Value  Eq-lnv  AV227-7236 

—  * 

22.7 

C 

73 

18.2 

0.8 

9.00 

1.18 

B 

B 

Wm  Blair-Growth/742-7272 

14.9 

22.3 

C 

696 

27.0 

4.4 

none 

0.83 

Bonnel  Growth  Fund/426-6635 

—  * 

23.5 

- 

108 

32.9 

2.3 

none 

1.77 

Boston  1784  Growth  &  Income/252-1784 

—  * 

24.3 

A 

578 

37.7 

20.0 

none 

0.90a 

Bramwell  Growth  Fund/272-6227 

—  * 

26.6 

- 

206 

37.0 

16.7 

none 

1.72 

Brandywine  Blue  Fund/656-3017 

—  * 

17.1 

A 

516 

33.3 

4.5 

none 

1.08 

A 

D 

Brandywine  Fund/656-3017 

15.1 

15.9 

C 

6,538 

34.0 

4.1 

none 

1.04 

Brenton  Value  Equity/554-3862 

—  * 

23.1 

- 

59 

27.1 

26.1 

4.50 

1.21a 

Brinson  US  Equity/448-2430 

* 

27.9 

- 

661 

26.4 

10.6 

none 

0.80a 

BT  Investment-Small  Cap/730-1313 

—  * 

17.5 

- 

243 

36.1 

0.7 

none 

1.25a 

D 

A+ 

Burnham  Fund-A/874-3863 

12.0 

23.5 

C 

156 

29.5 

52.5 

5.00 

1.30 

Caldwell  &  Orkin  Market  Oppor/237-7073 

_* 

29.8 

c 

264 

27.3 

5.0 

none 

1.22 

California  S&P  500  Index/225-8778 

—  * 

30.0 

A 

103 

27.7 

43.0 

none5 

0.20a 

California  S&P  Midcap  Index/225-8778 

—  * 

23.5 

C 

52 

28.6 

2.8 

none5 

0.40a 

Calvert  Capital  Accumulation-A/368-2748 

—  * 

20.9 

- 

87 

35.9 

4.9 

4.75 

1.79a 

D 

■  C 

Calvert  Social  lnv-Equity-A/368-2748 

—  * 

18.5 

B 

168 

27.9 

7.6 

4.75 

1.17a 

0 

A+ 

Capital  Income  Builder/421-9900 

13.8 

21.0 

B 

8,729 

23.1 

13.3 

5.75 

0.65 

D 

C 

Capstone  Growth  Fund/262-6631 

11.4 

23.9 

D 

75 

30.8 

54.8 

none 

1.20 

D 

B 

Cardinal  Fund/848-7734 

12.8 

26.4 

F 

288 

33.3 

36.6 

4.50 

1.06 

B 

C 

Century  Shares  Trust/321-1928 

16.2 

32.7 

C 

462 

16.8 

8.1 

none 

0.82 

A+ 

D 

CGM  Capital  Development/345-4048 

16.8 

26.7 

F 

752 

27.0 

1.7 

t 

1.07 

CGM  Realty  Fund/345-4048 

—  * 

23.5 

_ 

546 

24.0 

0.9 

none 

1.04 

A 

■  C 

Chase  Vista  Capital  Growth-A/648-4782 

—  * 

22.9 

C 

1,395 

24.1 

3.2 

5.75 

0.79a 

A 

■  C 

Chase  Vista  Growth  &  lncome-A/648-4782 

—  * 

23.7 

c 

2,249 

25.6 

10.5 

5.75 

1.27a 

Chase  Vista  Large  Cap  Equity-A/648-4782 

* 

27.3 

- 

61 

18.2 

20.5 

5.75 

0.80 

Chase  Vista  Small  Cap  Equity-A/648-4782 

—  * 

26.3 

- 

274 

30.0 

0.9 

5.75 

1.36 

Chesapeake  Aggressive  Growth/430-3863 

—  * 

12.3 

B 

579 

29.6 

1.8 

t 

1.39 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  penoc 

s  only,  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset  r 

nini- 

mum  for  full  period.  tClosec  ;o  new  investors    §Distnbutor 

may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a: 

Net  of  absorption  of  expenses  by 

fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA: 

Net  applicable 

or  not  available.  'Formerly  Compass  Capital  Balanced. 

formerly  Compass 

Growth  Equity.  'Formerly  Compass  Value  Equity   ''Formerly  Compass  Small  Cap  Value  Equity.  5Annu< 

1  $10  account  maintenance  fee. 

Sources:  Forbes:  Upper  Analytical  Services:  Morningstar,  Inc 

Rules,  page  160.  For  more  funds:  www.forbes   nm/funds 
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AT 

STOCK     FUNDS  /Fund  Survey 

MARKET 
PERFORMANCE  1 

UP        DOWN  1 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 

efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

* 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Chesapeake  Growth  Fund-A/430-3863 

—  * 

15.6% 

- 

$51 

32.2 

$2.0 

3.00% 

$1.52a 

Chicago  Trust  Growth  &  Income/992-8151 

—  * 

30.3 

- 

370 

36.1 

13.2 

none 

1.10a 

D 

D 

CitiFunds  Large  Cap  Growth-AV721-1899 

9.5% 

26.9 

C 

338 

40.1 

32.7 

none 

1.05a 

Citizens  Emerging  Growth/223-7010 

* 

25.4 

- 

88 

45.4 

3.7 

none 

1.90 

Citizens  Index  Fund/223-7010 

—  * 

31.8 

- 

341 

35.8 

30.3 

none 

1.57 

B 

A 

Clipper  Fund/776-5033 

15.8 

24.6 

D 

970 

23.4 

11.5 

none 

1.10 

Cohen  &  Steers  Realty  Shares/437-9912 

—  * 

19.7 

B 

2,773 

34.4 

2.0 

none 

1.06a 

Colonial  Global  Utilities-A/426-3750 

—  * 

18.3 

A 

188 

27.4 

10.7 

5.75 

1.32 

B 

D 

Colonial  Select  Value-A/426-3750 

14.8 

27.2 

D 

709 

29.6 

3.7 

5.75 

1.30 

C 

D 

Colonial  Small  Cap  Value-A/426-3750 

10.3 

21.2 

A 

811 

18.2 

0.8 

5.75 

1.36 

Colonial  US  Stock-A/426-3750 

—  * 

26.4 

D 

994 

19.5 

13.0 

5.75 

1.45 

Columbia  Common  Stock/547-1707 

—  * 

26.4 

B 

921 

27.5 

23.5 

none 

0.76 

B 

B 

Columbia  Growth  Fund/547-1707 

15.6 

28.2 

F 

1,690 

29.8 

24.7 

none 

0.66 

Columbia  Real  Estate  Equity/547-1707 

—  * 

22.9 

- 

171 

12.2 

1.8 

none 

0.95 

A 

D 

Columbia  Special  Fund/547-1707 

14.6 

16.4 

D 

1,098 

31.0 

1.2 

none 

1.00 

F 

A+ 

Comstock  Partners  Capital  Value-A/645-6561 

-2.4 

-15.9 

A 

92 

27.9 

0.5 

4.50 

1.35 

Concert  Invest-Emerging  Growth-A2/451-2010 

—  * 

21.4 

- 

234 

35.3 

5.1 

5.00 

1.69 

D 

B 

Concert  Invest-Growth  &  lnc-A2/451-2010 

12.6 

23.9 

F 

1,449 

25.5 

14.9 

5.00 

1.12 

C 

C 

Concert  lnvest-Growth-AV451-201G 

13.1 

25.8 

F 

4,462 

27.1 

18.1 

5.00 

1.13 

D 

A 

Concert  Social  Aware-A/451-2010 

12.6 

19.8 

D 

430 

29.8 

16.3 

5.00 

1.19 

Lincoln  Navigator  is  the  first  full-size  sport  utility  to  take  luxury  deep  into  the  great  outdoors.  With  four  standard  leather-trimmed  bucket  seats  and  rear  b   - 


LINCOLN 


AT  STOCK     FUNDS  /Fund  Survey 


MARKET 
PERFORMANCE 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median      Maximum 
market         sales 

cap          charge 

($bil) 

Annual 

expenses 

per 

$100 

UP 

A 

^3 

F 

A+ 

Copley  Fund/424-8570 

10.4% 

16.6% 

A 

$87 

20.2 

$5.9            none 

$0.95 

D 

A 

Cowen  Income  +  Growth-A/262-7116 

11.0 

18.6 

D 

57 

17.5 

20.7            4.75% 

1.35 

■  B 

■  D 

Cowen  Opportunity  Fund-A/262-7116 

—  * 

12.7 

D 

53 

27.4 

0.9            4.75 

1.44 

■  B 

■  B 

Crabbe  Huson  Equity  Fund-Primary/638-3148 

* 

15.4 

B 

349 

23.5 

4.4           none 

1.42 

D 

A 

Crabbe  Huson  Special  Fund-Primary/638-3148 

10.6 

1.5 

A 

212 

31.3 

0.7           none 

1.50a 

CrestFunds-Value  Fund-lnv  A/273-7827 

—  * 

24.7 

D 

60 

27.0 

11.7            4.50 

1.03a 

Cutler  Equity-lncome/943-6786 

—  * 

27.2 

C 

77 

30.8 

26.1           none 

1.20 

Davis  Financial  Fund-A '243-1575 

—  * 

37.5 

C 

901 

22.2 

16.0            4.75 

1.07 

C 

C 

Davis  Growth  Opportunity-A/243-1575 

12.8 

19.9 

B 

137 

33.6 

4.0            4.75 

1.27 

A 

B 

Davis  New  York  Venture-A/243-1575 

17.7 

28.4 

B 

10,697 

25.0 

31.5            4.75 

0.89 

Davis  Real  Estate-A/243-1575 

* 

22.4 

- 

411 

33.1 

1.2            4.75 

1.18 

Delafield  Fund/676-6779 

—  * 

20.0 

- 

162 

23.4 

0.9            none 

1.29a 

D 

B 

Delaware  Group  Decatur  lncome-A/523-4640 

12.2 

24.5 

F 

2,238 

24.9 

15.1            4.75 

0.90 

D 

B 

Delaware  Group  Decatur  Tot  Ret-A/523-4640 

13.2 

25.6 

F 

1,258 

25.1 

15.1            4.75 

1.14 

B 

0 

Delaware  Group  DelCap-A/523-4640 

12.9 

18.2 

0 

729 

38.7 

3.6            4.75 

1.40 

Delaware  Group  Devon  Fund-A/523-4640 

—  * 

29.2 

- 

180 

24.8 

7.0            4.75 

1.28a 

B 

B 

Delaware  Group  Small  Cap  Val-A/523-4640 

15.2 

22.6 

B 

411 

19.4 

0.9            4.75 

1.33 

A+ 

F 

Delaware  Group  Trend-A/523-4640 

15.2 

19.6 

D 

553 

37.3 

1.0            4.75 

1.34 

DG  Equity  Fund/748-9991 

—  * 

29.0 

B 

770 

33.2 

61.4            3.50 

0.99 

DG  Opportunity  Fund/748-9991 

—  * 

18.4 

- 

115 

27.6 

0.6            3.50 

1.20a 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods 

only,  maximum  allowable  grade  A.  'Fund  not  in  operat 

on  or  did  not  meet  asset 

ninimum  for 

full  period    ''Closed  to  new  investors    §0istributor  may 

mpose  redemptior 

fee  whose  proceeds  revert  to  the  fund. 

a:  Net  of  absorption  of  expenses  by  fund 

sponsor. 

b:  Includes  back-end  load  that  reverts  to  distributor   NA 

Not  applicable  or 

not  available.  'Formerly  Landmark  Equity.  'Formerly  Common  Sense  funds. 

Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 

Rules,  page  160.  For  more  funds:  wvrw.forbes.com/tunds 

i  rich  wood  accents— even  on  its  steering  wheel.  Call- 1 888  2ANYWHERE,  visitwww.lincolnvehicles.com  or  see  an  authorized  Lincoln  Navigator  dealer. 


avigator  from  Lincoln.  What  a  luxury  | 


should  be. 


AT 

STOCK     FUNDS  /Fund  Survey 

HSU 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

■jjk^j 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

c 

B 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Dodge  &  Cox  Stock  Fund/621-3979 

14.1% 

24.1% 

B 

$4*766 

21.8 

$10.2 

none 

$0.57 

Domini  Social  Equity/762-6814 

* 

30.3 

A 

475 

31.4 

47.4 

none 

1.23 

B 

B 

Dreyfus  Appreciation  Fund/645-6561 

14.8 

31.1 

A 

2,978 

30.3 

67.9 

none 

0.87 

■  B 

■  B 

Dreyfus  Disciplined  Stock/645-6561 

—  * 

30.7 

B 

2,432 

28.8 

34.7 

none 

1.00 

D 

B 

Dreyfus  Fund/645-6561 

9.6 

14.8 

F 

2,658 

22.6 

14.9 

none 

0.71 

Dreyfus  Growth  &  Income/645-6561 

—  * 

16.1 

B 

1,909 

24.5 

16.3 

none 

1.06 

D 

B 

Dreyfus  Growth  Opportunity/645-6561 

9.5 

18.2 

F 

496 

22.6 

16.6 

none 

1.06 

Dreyfus  Large  Company  Value/645-6561 

—  * 

26.0 

- 

164 

23.8 

15.2 

none 

1.28 

Dreyfus  MidCap  Index/645-6561 

* 

23.3 

B 

263 

28.8 

3.0 

none 

0.50 

B 

D 

Dreyfus  New  Leaders/645-6561 

12.9 

20.0 

D 

865 

26.7 

1.7 

none 

1.12 

F 

C 

Dreyfus  Premier  Aggress  Growth-A/645-6561 

1.5 

-lO.i 

A 

199 

34.6 

0.1 

5.75% 

1.20 

D 

B 

Dreyfus  Premier  Core  Value-AV645-6561 

12.1 

23.6 

F 

618 

23.6 

10.8 

5.75 

1.14a 

D 

A 

Dreyfus  Premier  Value-A/645-6561 

10.6 

18.5 

D 

249 

22.9 

16.6 

5.75 

1.18 

■  B 

■  C 

Dreyfus  S&P  500  Index/645-6561 

* 

29.5 

A 

1,938 

30.3 

44.7 

none 

0.50 

Dreyfus  Small  Company  Value/645-6561 

* 

27.6 

- 

465 

23.0 

0.5 

t 

1.13 

C 

C 

Dreyfus  Third  Century/645-6561 

14.2 

29.6 

F 

952 

34.8 

26.1 

none 

1.03 

D 

A 

Eaton  Vance  Growth  &  lncome-A2/225-6265 

12.8 

26.6 

F 

162 

25.0 

23.1 

5.75 

1.04 

D 

C 

Eaton  Vance  Growth  Fund-A/225-6265 

11.4 

25.0 

C 

217 

30.5 

13.4 

5.75 

1.04 

C 

D 

Eaton  Vance  Special  Equities-A/225-6265 

11.4 

21.5 

F 

82 

34.2 

2.3 

5.75 

1.12 

F 

A+ 

Eaton  Vance  Utilities-A3/225-6265 

9.6 

18.7 

D 

449 

23.8 

16.4 

5.75 

1.14 

C 

B 

Eclipse  Trust-Equity/872-27 10 

14.3 

28.1 

F 

211 

19.8 

0.4 

none 

1.09 

Eclipse  Trust-Growth  &  Income/872-2710 

* 

22.5 

- 

122 

23.9 

3.4 

none 

0.97 

C 

■  C 

Elite  Growth  &  Income/423-1068 

* 

25.5 

C 

85 

30.8 

5.7 

none 

1.22 

B 

■  D 

Enterprise  Group-Cap  Apprec-A/432-4320 

—  * 

21.0 

D 

135 

41.2 

9.2 

4.75 

1.65 

D 

■  A 

Enterprise  Group-Equity  lncome-A/432-4320 

—  * 

23.9 

C 

144 

25.5 

18.1 

4.75 

1.50a 

A 

C 

Enterprise  Group-Growth-A/432-4320 

16.5 

32.9 

A 

1,044 

37.8 

63.9 

4.75 

1.43 

Enterprise  Group-Small  Co  Value-A/432-4320 

—  * 

23.3 

- 

135 

25.7 

0.7 

4.75 

1.75a 

F 

A 

EquiTrust-Value  Growth-A4/247-4170 

8.3 

11.5 

D 

112 

23.4 

3.3 

5.00b 

1.65 

ESC  Strategic  Small  Cap-A/261-3863 

* 

26.2 

- 

149 

14.1 

0.4 

t 

1.65a 

A 

F 

Evergreen  Aggressive  Growth-A/235-0064 

13.2 

18.8 

A 

207 

27.9 

3.6 

4.75 

1.27 

D 

C 

Evergreen  Blue  Chip-A/235-0064 

11.1 

26.4 

0 

395 

22.1 

20.1 

4.75 

1.20 

C 

C 

Evergreen  Fund-A/235-0064 

12.0 

23.4 

C 

958 

23.5 

0.8 

4.75 

1.44 

D 

A 

Evergreen  Fund  for  Total  Return-A/235-0064 

13.0 

25.8 

B 

182 

20.7 

8.5 

4.75 

1.27 

B 

B 

Evergreen  Growth  &  lncome-A/235-0064 

15.0 

24.8 

A 

1,369 

21.9 

2.2 

4.75 

1.48 

F 

A 

Evergreen  Income  &  Growth-A/235-0064 

9.6 

16.4 

B 

73 

18.8 

2.0 

4.75 

1.52 

B 

D 

Evergreen  Omega  Fund-AV235-0064 

14.6 

23.0 

C 

318 

32.4 

16.3 

4.75 

1.31 

Evergreen  Small  Cap  Equity  lnc-A/235-0064 

—  * 

22.9 

- 

216 

15.1 

0.3 

4.75 

1.60 

A 

F 

Evergreen  Small  Company  Growth-AV235-0064 

11.6 

8.9 

- 

1,203 

25.8 

0.7 

4.75 

1.06 

C 

C 

Evergreen  Strategic  Growth-AV235-0064 

11.7 

24.2 

D 

941 

30.8 

22.8 

4.75 

1.10 

F 

A+ 

Evergreen  Utility  Fund-AV235-0064 

11.1 

17.8 

C 

144 

18.6 

4.5 

4.75 

0.98a 

D 

B 

Evergreen  Value  Fund-A/235-0064 

12.8 

21.9 

F 

834 

23.8 

22.3 

4.75 

0.94 

B 

D 

Excelsior-Blended  Equity-A7446-1012 

14.2 

27.5 

A 

626 

31.4 

59.9 

none 

0.95a 

D 

B 

Excelsior-Income  &  Growth/446-1012 

11.5 

18.0 

C 

119 

26.5 

4.7 

none 

1.04a 

Excelsior-Small  Cap-A8/446-1012 

* 

4.3 

A 

57 

25.6 

0.7 

none 

0.93a 

Excelsior-Value  &  Restructuring-A'/446-1012 

—  * 

30.2 

A 

567 

26.9 

10.2 

none 

0.86a 

Fairport  Midwest  Growth/332-6459 

—  * 

19.2 

- 

81 

19.4 

2.2 

none 

1.38a 

B 

B 

FAM  Value  Fund/932-3271 

14.7 

23.0 

B 

366 

21.2 

0.6 

none 

1.22 

■  C 

■  B 

Fasciano  Fund/848-6050 

* 

25.5 

B 

96 

27.5 

0.9 

none 

1.30 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  tor  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  mini- 
mum for  full  period.  tClosed  to  new  investors.  §Oistnbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  a-.  Net  of  absorption  of  expenses  by 
fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Dreyfus  Core  Value.  'Formerly  Eaton  Vance 
Traditional  Stock.  -'Formerly  Eaton  Vance  Traditional  Total  Return  'Formerly  FBL  Value  Growth.  'Formerly  Keystone  funds.  Reflects  performance  of  ABT  Utility  prior  to  June 
1995  merger  'Formerly  Excelsior  Equity.  "Formerly  Excelsior  Early  Life  Cycle.  'Formerly  Excelsior  Business  &  Industry. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningst.u.  Inc. 
Rules,  page  160.  For  more  funds:  www.forbes.com/tunds 
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The  Leader  in  Fund  Indexing 


Use  The  Power  Of  Indexing 
To  Seek  Competitive  Performance 


W 


ith  Vanguard's  stock  index  funds,  you  can  use  the  power  of  indexing  to 
achieve  the  competitive  performance  many  of  today's  investors  are  seeking. 


Vanguard  is 

the 

pioneer  and 

leader  in   indexing. 

With 

over  20   index 

fun 

ds  an 

d  nearly 

$100  billion 

in 

index 

assets. 

The  Added  Advantages  of  Indexing 

Potentially  Lower  Taxes.  Because  they  tend  to  "buy  and  hold"  securities,  these 
funds  generally  distribute  only  modest  capital  gains  to  shareholders,  making  them 
among  the  most  tax-efficient  funds  available. 

Relative  Performance  Predictability. 

Unlike  actively  managed  funds,  index 
funds  can  be  expected  to  perform  closely 
in  line  with  the  specified  target  index, 
rising  or  falling  by  the  same  order 
of  magnitude. 

Nine  Ways  to  Match  the  U.S.  Equity  Markets 

•  Total  Stock  Market  Portfolio  •  Small  Capitalization  Stock  Portfolio 

•  500  Portfolio  •  Value  Portfolio 

•  Extended  Market  Portfolio  •  Small  Capitalization  Value  Stock  Portfolio 

•  Mid  Capitalization  Stock  Portfolio     •  Growth  Portfolio 

•  Small  Capitalization  Growth  Stock  Portfolio 

The  More  You  Know 

For  more  information  on  the  power  of  indexing,  call  for  our  free  kit.  It  includes  a 
Vanguard  Index  Trust  prospectus  with  more  complete  information  on  distribution 
charges  and  other  expenses.  Please  read  it  carefully  before  investing. 

We  believe  the  more  you  know  about  investing,  the  more  you'll  want  to  know 
about  Vanguard. 

For  A  Free  Information  Kit 

Call  1-800-962-5040 


www.vanguard.com 


THEtonguarclGROuB 

"Standard  &  Poors,"  "S&P,"  "S&P  500,"  "Standard  &  Poor's  500,"  "500,"  "S&P  SmallCap  600,"  "Standard  &  Poor's  SmaUCap  600,"  "S&P  SmallCap 
600/BARRA  Growth  Index,"  "S&P  SmaUCap  600/BARRA  Value  Index,"  "S&P  MidCap  400  Index"  and  "Standard  &  Poor's  MidCap  400"  are  regis- 
tered trademarks  of  The  McGraw-Hill  Companies,  Inc.,  or  BARRA,  Inc.  and  have  been  licensed  for  use.  Vanguard  Index  Trust  is  neither  sponsored 
by  nor  affiliated  with  Standard  &  Poor's  or  BARRA,  Inc.  "Wilshire  4500"  and  "Wilshire  5000"  are  registered  trademarks  of  Wilshire  Associates. 
"Russell  2000"  is  a  registered  trademark  of  the  Frank  Russell  Company.  ©  1998  Vanguard  Marketing  Corp.,  Distributor 
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STOCK     FUNDS  /Fund  Survey 

§^^■^^■■■■■■■■■■■■■■■■■1 

■■■■■■■■ 

■■H 

■>•' 

■■■■■■ 

rhh 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Soil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

■r^E3 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

V 

c 

B 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Federated  American  Leaders-A/34 1-7400 

14.1% 

27.6% 

C 

S3J45 

19.6 

$7.3 

5.50% 

$1.14 

c 

C 

Federated  Capital  Appreciation-A/341-7400 

13.0 

26.9 

B 

223 

29.3 

10.2 

5.50 

1.26a 

B 

D 

Federated  Growth  Strategies-A/341-7400 

13.7 

28.0 

D 

699 

18.1 

7.0 

5.50 

1.18a 

Federated  Mid-Cap  Fund/341-7400 

* 

22.8 

C 

91 

28.4 

3.0 

none 

0.60a 

Federated  Mini-Cap  Fund-lnst/341-7400 

* 

17.1 

C 

146 

24.6 

0.7 

none 

0.81a 

C 

B 

Federated  Stock  Trust/341-7400 

13.1 

28.3 

D 

1,516 

18.9 

31.7 

none 

0.96a 

D 

A+ 

Federated  Utility-A/341-7400 

12.8 

19.0 

D 

1,586 

23.0 

5.0 

5.50 

1.25 

Fidelity  Advisor  Equity  Growth-T/522-7297 

—  * 

24.3 

B 

5,098 

34.5 

0.0 

3.50 

1.29a 

Fidelity  Advisor  Equity  lncome-T/522-7297 

* 

22.8 

A 

3,631 

21.4 

15.7 

3.50 

1.21a 

A 

■  C 

Fidelity  Advisor  Growth  0ppors-T/522-7297 

—  * 

23.7 

B 

25,527 

24.9 

23.3 

3.50 

1.27a 

D 

A 

Fidelity  Advisor  Strategic  0ppor-T/522-7297 

11.7 

15.6 

B 

657 

26.5 

0.5 

3.50 

1.23a 

■  A 

■  A 

Fidelity  Blue  Chip  Growth/544-8888 

* 

23.9 

B 

16,781 

34.1 

33.7 

3.00 

0.70a 

C 

C 

Fidelity  Capital  Appreciation/544-8888 

13.0 

20.2 

C 

2,657 

31.3 

3.6 

none 

0.70a 

A 

C 

Fidelity  Contrafund/544-8888 

18.8 

25.7 

C 

35,443 

31.9 

11.7 

3.00 

0.67a 

A 

C 

Fidelity  Destiny  Portfolio  1/544-8888 

16.7 

25.5 

F 

6,745 

27.4 

31.7 

** 

0.34 

A 

C 

Fidelity  Destiny  Portfolio  11/544-8888 

17.3 

25.6 

0 

4,420 

27.8 

31.4 

** 

0.50 

■  B 

■  C 

Fidelity  Disciplined  Equity/544-8888 

—  * 

25.2 

C 

3,176 

25.8 

11.2 

none 

0.66a 

Fidelity  Dividend  Growth/544-8888 

* 

30.8 

A 

6,996 

31.3 

32.3 

none 

0.87a 

Fidelity  Emerging  Growth/544-8888 

—  * 

22.5 

B 

2,346 

38.0 

5.6 

3.00 

1.06a 

C 

B 

Fidelity  Equity-lncome/544-8888 

14.1 

25.8 

C 

25,025 

24.6 

21.2 

none 

0.65a 

Fidelity  Equity-Income  11/544-8888 

—  * 

24.9 

r 

19,083 

25.5 

49.4 

none 

0.67a 

Fidelity  Export  &  Multinational/544-8888 

—  * 

27.5 

- 

454 

34.4 

4.3 

3.00 

0.90a 

Fidelity  Fifty  Fund/544-8888 

* 

21.1 

- 

193 

33.1 

4.2 

3.00  • 

0.80a 

C 

B 

Fidelity  Fund/544-8888 

14.8 

29.5 

D 

8,742 

29.3 

34.7 

none 

0.55a 

B 

B 

Fidelity  Growth  &  Income/544-8888 

17.3 

28.5 

B 

45,347 

30.2 

43.8 

none 

0.68a 

A 

D 

Fidelity  Growth  Company/544-8888 

16.3 

21.4 

B 

10,752 

34.0 

11.1 

none 

0.65a 

Fidelity  Large  Cap  Stock/544-8888 

—  * 

26.6 

- 

176 

29.3 

16.0 

none 

0.84a 

■  A 

■  A 

Fidelity  Low-Priced  Stock/544-8888 

* 

24.2 

C 

11,383 

19.3 

0.7 

3.00 

0.96a 

B 

C 

Fidelity  Magellan  Fund/544-8888 

15.6 

22.1 

D 

74,613 

32.2 

33.1 

t 

0.61a 

Fidelity  Mid-Cap  Stock/544-8888 

* 

23.6 

- 

1,873 

31.6 

3.5 

none 

0.86a 

Fidelity  New  Millennium/544-8888 

* 

28.7 

A 

1,615 

26.1 

2.1 

t 

0.94a 

B 

D 

Fidelity  OTC  Portfolio/544-8888 

14.8 

21.2 

C 

4,484 

36.3 

3.7 

3.00 

0.76a 

D 

A+ 

Fidelity  Real  Estate  Investment/544-8888 

11.8 

19.2 

B 

1,835 

29.9 

1.6 

none 

0.84a 

B 

C 

Fidelity  Retirement  Growth/544-8888 

13.3 

20.9 

D 

4,743 

34.0 

20.5 

none 

0.59a 

Fidelity  Select-Air  Transportation/544-8888 

* 

21.0 

A 

115 

17.4 

1.8 

3.00 

1.87a 

B 

D 

Fidelity  Select-Automotive/544-8888 

11.7 

17.5 

B 

74 

16.3 

5.0 

3.00 

1.56a 

B 

D 

Fidelity  Select-Biotechnology/544-8888 

13.9 

16.3 

B 

511 

40.7 

2.0 

3.00 

1.47a 

Fidelity  Select-Brokerage  &  lnv/544-8888 

—  * 

42.3 

A 

919 

23.2 

6.5 

3.00 

1.29a 

D 

A 

Fidelity  Select-Chemicals/544-8888 

11.8 

14.2 

D 

51 

23.3 

2.0 

3.00 

1.67 

A+ 

D 

Fidelity  Select-Computers/544-8888 

16.0 

22.2 

F 

732 

35.0 

22.2 

3.00 

1.34a 

Fidelity  Select-Const  &  Housing/544-8888 

—  * 

25.0 

C 

79 

20.0 

1.5 

3.00 

2.43a 

Fidelity  Select-Consumer  Industries/544-8888 

—  * 

29.8 

A 

94 

36.0 

20.5 

3.00 

1.97a 

Fidelity  Select-Defense  &  Aero/544-8888 

—  * 

25.6 

B 

56 

17.9 

3.6 

3.00 

1.71a 

Fidelity  Select-Develop  Commun/544-8888 

* 

12.3 

D 

247 

34.7 

1.3 

3.00 

1.55a 

Fidelity  Select-Electronics/544-8888 

—  * 

20.1 

F 

1,961 

35.3 

5.3 

3.00 

1.12a 

F 

A 

Fidelity  Select-Energy/544-8888 

8.6 

18.0 

C 

148 

22.6 

9.9 

3.00 

1.53a 

D 

B 

Fidelity  Select-Energy  Service/544-8888 

9.1 

32.6 

B 

768 

22.0 

2.5 

3.00 

1.22a 

A+ 

D 

Fidelity  Select-Financial  Services/544-8888 

18.5 

38.0 

F 

704 

22.5 

22.9 

3.00 

1.29a 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for 
full  period.  tClosed  to  new  investors.  §Distnbut    may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  "Available  only  through  monthly  contractual  plan. 
a:  Net  of  absorption  of  expenses  by  fund  sponsor.          iudes  back-end  load  tha'  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Sales  charge  waived  through 
December  1998. 

Sources:  Forbes:  Upper  Analytical  Services:  Mornr 

Rules,  page  160.  For  more  funds:  www.forbes.co. 
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LG    makes    it    work    better 


ypj?s 


Electronics 


WE  PUT  PEOPLE  FIRST 

I  echnology  today  doesn't  stand  still.  Neither 
do  we.  At  LG  Electronics,  we're  always  working  to 
deliver  better  products  and  higher  performance.  Products  like  our  revolutionary  new 
Flatron™  monitor.  With  its  geometrically  flat  screen,  it  eliminates  distortion  and  reduces  glare  up 
to  25%  over  conventional  flat  square  screens.  Or  our  high-speed,  high-capacity  CD-ROM  and 
DVD-ROM  drives.  Or  our  more  powerful,  more  portable  Phenom  Handheld  PCs.  At  LG  Electronics, 
we  have  people  all  around  the  world  making  technology  more  efficient  and  more  affordable  than 
ever  before.  See  how  LG  is  making  it  work  for  you.  Call  1-800-243-0000  or  visit  www.lgeus.com. 

©  1998  LG  Electronics  U.S.A.,  Inc.  All  trademarks  and/or  registered  trademarks  are  property  of  their  respective  owners. 
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STOCK     FUNDS  /Fund  Survey 

^■■HHi 
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Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 

efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bii) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

- 

B 

A 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Fidelity  Select-Food  &  Agriculture/544-8888 

16.5% 

22.7% 

C 

$Z5£ 

30.3 

$15.2 

3.00% 

$1.48a 

A 

A 

Fidelity  Select-Health  Care/544-8888 

19.6 

32.2 

F 

2,472 

40.9 

56.7 

3.00 

1.18a 

A+ 

C 

Fidelity  Select-Home  Finance/544-8888 

22.5 

37.1 

D 

1,663 

21.3 

2.7 

3.00 

1.19a 

A 

B 

Fidelity  Select-lnsurance/544-8888 

17.3 

34.0 

A 

127 

19.0 

7.0 

3.00 

1.43a 

A 

D 

Fidelity  Select-Leisure/544-8888 

15.4 

29.0 

C 

335 

37.8 

8.4 

3.00 

1.39a 

A 

B 

Fidelity  Select-Medical  Delivery/544-8888 

18.0 

22.7 

D 

196 

35.5 

5.6 

3.00 

1.53a 

Fidelity  Select-Multimedia/544-8888 

—  * 

21.6 

B 

145 

32.6 

13.1 

3.00 

1.71 

Fidelity  Select-Natural  Gas/544-8888 

—  * 

13.0 

A 

54 

30.6 

3.1 

3.00 

1.78a 

A+ 

■  D 

Fidelity  Select-Regional  Banks/544-8888 

* 

38.4 

D 

1,399 

23.4 

22.9 

3.00 

1.24a 

A 

D 

Fidelity  Select-Retailing/544-8888 

18.1 

32.2 

A 

436 

40.5 

12.7 

3.00 

1.55a 

A+ 

F 

Fidelity  Select-Software  &  Comp/544-8888 

18.8 

26.0 

D 

626 

48.8 

10.4 

3.00 

1.42a 

A 

D 

Fidelity  Select-Technology/544-8888 

15.0 

19.6 

D 

637 

39.2 

10.0 

3.00 

1.30a 

B 

B 

Fidelity  Select-Telecommun/544-8888 

17.9 

24.0 

D 

779 

42.3 

22.7 

3.00 

1.48a 

D 

A+ 

Fidelity  Select-Utilities  Growth/544-8888 

15.2 

25.3 

F 

341 

32.9 

19.3 

3.00 

1.30a 

Fidelity  Small  Cap  SelectorV544-8888 

—  * 

18.5 

A 

853 

21.0 

0.8 

3.00 

0.97a 

Fidelity  Stock  Selector/544-8888 

* 

24.7 

C 

2,033 

23.2 

13.6 

none 

0.66a 

B 

D 

Fidelity  Trend  Fund/544-8888 

11.3 

17.3 

D 

1,536 

34.6 

3.0 

none 

0.59a 

D 

■  A 

Fidelity  Utilities  Fund/544-8888 

—  * 

24.3 

D 

1,783 

27.3 

12.0 

none 

0.85a 

C 

B 

Fidelity  Value  Fund/544-8888 

13.8 

21.0 

B 

7,831 

26.9 

4.5 

none 

0.64a 

59  Wall  Street-US  Equity/625-5759 

A 

22.9 

B 

78 

32.7 

11.0 

none 

1.15 

First  American  Equity  lndex-A/637-2548 

—  * 

29.4 

A 

90 

30.3 

44.7 

4.50 

0.60a 

First  American  Large  Cap  Value-A2/637-2548 

—  * 

24.7 

C 

147 

24.4 

16.5 

4.50 

1.05a 

■  C 

■  A 

First  American  MidCap  Value-A3/637-2548 

—  * 

23.9 

D 

94 

20.1 

2.0 

4.50 

1.14a 

First  American  Regional  Equity-A/637-2548 

* 

18.9 

A 

75 

22.5 

0.6 

4.50 

1.15 

B 

C 

First  Eagle  Fund  of  America-Y/451-3623 

16.7 

33.2 

F 

387 

26.4 

5.4 

none 

1.50 

■  D 

■  C 

First  Investors  Blue  Chip-A/22 1-3846 

—  * 

25.0 

C 

465 

19.7 

33.5 

6.25 

1.39a 

First  Investors  Growth  &  lncome-A/221-3846 

—  * 

25.0 

- 

319 

31.8 

38.4 

6.25 

1.40 

First  Investors  Special  Situations-A/221-3846 

—  * 

13.7 

A 

229 

27.7 

1.2 

6.25 

1.53a 

First  Investors  Utilities  lncome-A/221-3846 

—  * 

18.0 

A 

137 

24.1 

5.2 

6.25 

1.44 

First  Omaha  Equity  Fund/662-4203 

—  * 

18.8 

C 

306 

17.6 

7.3 

none 

1.03a 

■  B 

■  C 

Firstar-Equitylndex-Retail4/982-8909 

—  * 

29.4 

B 

109 

30.5 

45.0 

4.00 

0.63a 

■  D 

■  A 

Firstar-Growth  &  lnc-Retail4/982-8909 

* 

30.2 

B 

185 

32.4 

11.0 

4.00 

1.12a 

■  B 

■  D 

Firstar-SpecialGrowth-RetailV982-8909 

—  * 

20.4 

B 

168 

34.2 

3.4 

4.00 

1.12a 

Firsthand-Technology  Value/5 

—  * 

33.9 

- 

195 

39.8 

0.3 

none 

1.95 

C 

A 

Flag  Investors  Communications-A5/767-3524 

18.0 

33.0 

D 

903 

41.2 

30.4 

4.50 

1.11 

■  C 

■  F 

Flag  Investors  Emerging  Growth-A/767-3524 

—  * 

19.1 

A 

82 

36.0 

0.5 

4.50 

1.44 

Flag  Investors  Equity  Partners-A/767-3524 

—  * 

27.1 

- 

241 

25.2 

10.0 

4.50 

1.29 

Flag  Investors  Real  Estate  Secs-A/767-3524 

—  * 

19.2 

- 

52 

31.3 

1.9 

4.50 

1.25a 

■  F 

■  A 

Flex-funds-Muirfield/325-3539 

—  * 

13.9 

D 

116 

25.9 

52.2 

none 

1.29 

FMC  Select  Fund/932-7781 

* 

26.4 

- 

111 

NA 

NA 

none 

1.10a 

■  B 

■  F 

Fortis  Advantage-Capital  Apprec-A/800-2638 

* 

12.8 

A 

139 

41.0 

1.9 

4.75 

1.54 

C 

C 

Fortis  Capital  Fund-A/800-2638 

12.6 

21.6 

D 

415 

40.8 

10.9 

4.75 

1.14 

C 

D 

Fortis  Fiduciary  Fund-A/800-2638 

12.9 

22.1 

D 

104 

41.0 

10.7 

4.75 

1.40 

B 

D 

Fortis  Growth  Fund-A/800-2638 

12.2 

18.1 

C 

830 

41.3 

8.2 

4.75 

1.07 

D 

A 

Founders  Blue  Chip/525-2440 

12.8 

23.6 

F 

587 

23.7 

21.2 

none 

1.09 

■  A 

■  D 

Founders  Discovery  Fund/525-2440 

* 

17.9 

C 

229 

27.0 

0.3 

none 

1.54 

B 

■  D 

Founders  Frontier  Fund/525-2440 

* 

15.0 

F 

198 

27.6 

1.0 

none 

1.57 

A 

C 

Founders  Growth  Fund/525-2440 

16.0 

28.1 

C 

2,344 

27.3 

10.7 

none 

1.06 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  lor  three  periods  only;  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset 
minimum  for  lull  period.  tC    sed  to  new  investors.  §Oistnbutor  may  impose  redemption  tee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by 
fund  sponsor,  b:  Includes  bac.  .nd  load  that  reverts  to  distributor   NA:  Not  applicable  or  not  available    'Formerly  Fidelity  Small  Cap  Stock,  formerly  First  American 
Stock  'Formerly  First  American  S    cial  Equity.  'Formerly  Portico  Funds.  5For  prospectus  call  888-884  2675.  'Formerly  Flag  Investors  Telephone. 
Sources:  Forbes;  Upper  Analytic^   devices;  Morningstar,  Inc. 

Rules,  page  160.  For  more  funds  www.forbes.com/tunds 
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$1.09  Million 


| 

American  Century's  Growth  Fund 

Average  Annual  Total  Returns  As  Of  June  30,  199S 

35.6%     18.2%     16.9%    19.0% 

Hear                    5  Years                  10  Years             Life  of  Fund* 

6/30/71 

r 

r 

$10,000 

w* 

■ 

^^ 

June  30, 1971 


June  30, 1998 


Time  Well  Spent 


Obviously,  we  can't  assure  you  that  American  disciplined  approach  we  used  the  last  27  years. 

Century's  Growth  Fund  will  turn  $10,000  into  Call  American  Century  at  1-800-345-2021  to 

a  million  dollars  over  the  next  27  years.  But  find  out  more  about  a  growth  fund  that  can 

we  can  assure  you  we'll  continue  the  same,  make  very  good  use  of  your  time. 


Please  ask  for  a  prospectus  ivith  more  complete  information,  including  charges  and  expenses.  Be  sure  to  read  it  carefully  before  you  invest. 
Please  consult  a  prospectus  for  information  about  other  share  classes.  Natural!}/,  past  performance  can't  guarantee  future  results.  These  figures 
are  for  investor  class  shares  and  assume  all  dividends  weie  reinvested.  Investment  return  ami  the  value  of  your  principal  will  fluctuate,  and  the 
final  value  of  your  investment  may  be  more  or  less  than  what  you  started  with.  'Although  the  Growth  Fund's  initial  inception  date  was  10/31/58, 
its  performance  for  the  period  shown  corresponds  with  American  Century's  implementation  of  its  current  investment  philosophy  and  practices 
on  6/30/71.  ©1998  American  Century  Services  Corporation,  Funds  Distributor,  Inc.  fbs 


American 
Century 


www.americancentury.com 


1-800-345-202  1 


AT 

STOCK     FUNDS  /Fund  Survey 

.    .         4- 

mmmmmm 

MARKET 

Fund/800  phone                                                 1 

Annualized  total  return 

Tax 

Assets 

Weighted 

Median 

Maximum 

Annual 

PERFORMANCE  | 

8/31/87 

3-year 

efficiency 

6/30/98 

average 

market 

sales 

expenses 

UP 

down! 

to 

6/30/98 

($mil) 

P/E 

cap 

($bil) 

charge 

per 
$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

• 

B 

D 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Founders  Special  Fund/525-2440 

13.6% 

16.8% 

F 

$328 

16.0 

$2.5 

none 

$1.32 

Fountain  Square  Mid  Cap-A/334-0483 

* 

19.1 

A 

225 

25.9 

2.0 

4.50% 

1.00 

Fountain  Square  Quality  Growth-A/334-0483 

—  * 

27.1 

A 

530 

31.2 

22.9 

4.50 

1.00 

A+ 

D 

FPA  Capital  Fund/982-4372 

18.0 

25.0 

D 

810 

23.7 

0.5 

t 

0.83 

D 

A 

FPA  Paramount  Fund/982-4372 

11.6 

11.0 

0 

572 

27.0 

1.5 

6.50 

0.90 

D 

A 

FPA  Perennial  Fund/982-4372 

12.1 

20.0 

F 

52 

19.0 

1.1 

6.50 

1.16 

D 

A 

Franklin  Asset  Allocation/342-5236 

10.9 

16.3 

A 

101 

29.3 

16.2 

5.75 

1.12 

■  B 

■  B 

Franklin  Balance  Sheet  Invest/342-5236 

—  * 

21.0 

A 

1,649 

25.9 

0.4 

t 

0.87 

Franklin  California  Growth-l/342-5236 

—  * 

23.7 

A 

868 

30.8 

1.9 

5.75 

0.99 

C 

B 

Franklin  DynaTech  Fund-l/342-5236 

12.8 

19.4 

B 

224 

35.4 

56.7 

5.75 

1.01 

C 

D 

Franklin  Equity  Fund-l/342-5236 

11.2 

24.7 

F 

665 

33.0 

10.6 

5.75 

0.89 

■  D 

■  A 

Franklin  Equity  lncome-l/342-5236 

—  * 

19.4 

B 

508 

22.8 

9.2 

5.75 

0.90 

Franklin  Global  Utilities-l/342-5236 

* 

21.6 

B 

242 

29.3 

6.3 

5.75 

1.03 

D 

A 

Franklin  Growth  Fund-l/342-5236 

13.0 

20.6 

A 

1,909 

29.0 

16.6 

5.75 

0.87 

D 

A 

Franklin  Mutual  Series-Beacon-l/342-5236 

15.0 

22.0 

C 

7,305 

24.7 

4.4 

5.75 

1.09a 

Franklin  Mutual  Series— Discovery-l/342-5236 

—  * 

23.9 

B 

5,929 

23.2 

1.7 

5.75 

1.33a 

C 

A 

Franklin  Mutual  Series-Qualified- 1/342 - 5 J :.  :■ 

14.9 

22.0 

D 

6,407 

24.3 

5.4 

5.75 

1.10a 

C 

A 

Franklin  Mutual  Series-Shares-l/342-5236 

14.7 

22.2 

F 

10,779 

24.3 

5.4 

5.75 

1.07a 

Franklin  Natural  Resources-l/342-5236 

—  * 

13.8 

- 

52 

24.2 

1.5 

5.75 

0.96a 

Franklin  Real  Estate  Secs-l/342-5236 

* 

19.6 

- 

483 

27.5 

1.3 

5.75 

1.00a 

D 

A 

Franklin  Rising  Dividends-l/342-5236 

12.6 

24.9 

B 

526 

21.3 

2.2 

5.75 

1.38 

Franklin  Small  Cap  Growth-l/342-5236 

* 

20.5 

A 

4,743 

33.2 

0.8 

5.75 

0.89 

F 

A+ 

Franklin  Utilities  Fund-l/342-5236 

10.5 

14.3 

B 

2,068 

21.2 

5.0 

4.25 

0.77 

Fremont  Growth  Fund/548-4539 

—  * 

26.1 

C 

178 

22.7 

11.3 

none 

0.82 

Fremont  US  Micro-Cap/548-4539 

* 

26.0 

- 

156 

30.9 

0.1 

none 

1.89 

C 

C 

Fundamental  Investors/421-9900 

14.1 

24.6 

D 

12,339 

25.5 

18.8 

5.75 

0.63 

C 

A 

Gabelli  Asset  Fund/422-3554 

16.0 

25.5 

D 

1,615 

26.8 

4.5 

none 

1.38 

Gabelli  Equity  Income/422-3554 

* 

23.6 

D 

90 

23.2 

17.2 

none 

1.78 

B 

■  C 

Gabelli  Growth  Fund/422-3554 

—  * 

31.2 

F 

1,608 

33.9 

21.9 

none 

1.43 

Gabelli  Small  Cap  Growth/422-3554 

—  * 

22.8 

C 

362 

24.1 

0.4 

none 

1.62 

■  B 

■  B 

Gabelli  Value  Fund/422-3554 

—  * 

27.8 

F 

787 

29.7 

2.5 

5.50 

1.42 

Galaxy  Equity  Growth-Retail  A/628-0414 

—  * 

26.5 

B 

350 

33.2 

34.1 

3.75 

1.38 

Galaxy  Equity  Income-Retail  A/628-0414 

* 

23.2 

B 

219 

28.0 

33.2 

3.75 

1.43 

■  D 

■  B 

Galaxy  Equity  Value-Retail  A/628-0414 

* 

25.1 

D 

275 

25.6 

15.2 

3.75 

1.40 

Galaxy  Growth  &  Income-Retail  A/628-0414 

—  * 

23.9 

C 

277 

26.9 

13.5 

3.75 

1.28a 

Galaxy  Small  Cap  Value-Retail  A/628-0414 

—  * 

24.7 

C 

98 

23.6 

0.4 

3.75 

1.31a 

Galaxy  Small  Co  Equity-Retail  A/628-0414 

—  * 

16.9 

A 

152 

32.4 

0.3 

3.75 

1.53a 

Galaxy  II— Large  Company  Index/628-0414 

—  * 

29.8 

B 

665 

30.3 

44.7 

none 

0.40 

Galaxy  II— Small  Company  Index/628-0414 

* 

21.3 

F 

382 

25.6 

0.8 

none 

0.40 

Galaxy  II— Utility  Index/628-0414 

—  * 

19.4 

A 

56 

22.9 

9.1 

none 

0.40 

F 

A+ 

Gateway  FundV354-6339 

9.7 

11.7 

A 

376 

30.6 

84.3 

none 

1.00 

GE  Funds-US  Equity-A/242-0134 

—  * 

27.6 

- 

521 

28.4 

26.1 

5.75 

1.03a 

GE  Funds-Value  Equity-AV242-0134 

—  * 

28.3 

- 

71 

27.0 

31.9 

5.75 

1.35 

C 

D 

Gintel  Fund/243-5808 

11.1 

24.7 

C 

182 

17.8 

1.6 

none 

1.80 

■  C 

■  B 

GMO  Trust-Pelican  Fund/3 

* 

22.7 

D 

240 

24.3 

10.2 

none 

0.95a 

■  B 

■  B 

Goldman  Sachs  Capital  Growth-A/292-4726 

* 

28.3 

F 

1,747 

33.1 

37.1 

5.50 

1.40a 

Goldman  Sachs  Core  US  Equity-A/292-4726 

—  * 

28.1 

B 

648 

25.3 

37.1 

5.50 

1.30a 

Goldman  Sachs  Growth  &  lnc-A/292-4726 

* 

23.7 

B 

1,957 

19.6 

7.3 

5.50 

1.27a 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  tor  three  periods 

only;  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  mini- 

mum  for  full  period    tClosec  to  new  investors.  §Distr:hutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  a. 

Net  of  absorption  of  expenses  by 

fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor  NA:  Not 

applicable  or  not  available 

'Formerly  Gateway  Index  Plus,  formerly  Investors  Trust 

-Value. 

3For  prospectus  call  617-346-7600. 

Sources:  Forbes:  Upper  Analytical  Services:  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  www.lorbes.com/funds 
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lou  know 


more 


of  a  road  by  having 

travelled  it 

than  by  all  the 

conjectures  and 

descriptions 

in  the  world. 

-milium  Hcizlilt 


9 

ZURICH 


Drawing  on  years  of  experience  to  help  you  cover  new  ground.  Providing  you  with 

innovative  insurance,  financial  protection  and  investment  management.  Globally.  And  locally. 

The  Zurich  Group.  Building  relationships,  solution  bv  solution. 


Zurich-American  •  800-382-2150  •  www.zurichamerican.com 


AT 

STOCK     FUNDS  /Fund  Survey 

■I^H^Hi 

MARKET 

Fund/800  phone                                               / 

Annualized  total  return 
8/31/87        3-year 
to 

p  /in /no 

Tax 
efficiency 

Assets 

6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Sbil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

PERFORMANCE  | 

UP 

DOWN  I 

B/3U/38 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

• 

B 

D 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Founders  Special  Fund/525-2440 

13.6% 

16.8% 

F 

$328 

16.0 

$2.5 

none 

$1.32 

Fountain  Square  Mid  Cap-A/334-0483 

—  * 

19.1 

A 

225 

25.9 

2.0 

4.50% 

1.00 

Fountain  Square  Quality  Growth-A/334-0483 

—  * 

27.1 

A 

530 

31.2 

22.9 

4.50 

1.00 

A+ 

D 

FPA  Capital  Fund/982-4372 

18.0 

25.0 

D 

810 

23.7 

0.5 

t 

0.83 

D 

A 

FPA  Paramount  Fund/982-4372 

11.6 

11.0 

D 

572 

27.0 

1.5 

6.50 

0.90 

D 

A 

FPA  Perennial  Fund/982-4372 

12.1 

20.0 

F 

52 

19.0 

1.1 

6.50 

1.16 

D 

A 

Franklin  Asset  Allocation/342-5236 

10.9 

16.3 

A 

101 

29.3 

16.2 

5.75 

1.12 

■  B 

■  B 

Franklin  Balance  Sheet  Invest/342-5236 

—  * 

21.0 

A 

1,649 

25.9 

0.4 

t 

0.87 

Franklin  California  Growth-l/342-5236 

—  * 

23.7 

A 

868 

30.8 

1.9 

5.75 

0.99 

C 

B 

Franklin  DynaTech  Fund-l/342-5236 

12.8 

19.4 

B 

224 

35.4 

56.7 

5.75 

1.01 

C 

D 

Franklin  Equity  Fund-l/342-5236 

11.2 

24.7 

F 

665 

33.0 

10.6 

5.75 

0.89 

■  D 

■  A 

Franklin  Equity  lncome-l/342-5236 

* 

19.4 

B 

508 

22.8 

9.2 

5.75 

0.90 

Franklin  Global  Utilities-l/342-5236 

—  * 

21.6 

B 

242 

29.3 

6.3 

5.75 

1.03 

D 

A 

Franklin  Growth  Fund-l/342-5236 

13.0 

20.6 

A 

1,909 

29.0 

16.6 

5.75 

0.87 

D 

A 

Franklin  Mutual  Series-Beacon-l/342-5236 

15.0 

22.0 

C 

7,305 

24.7 

4.4 

5.75 

1.09a 

Franklin  Mutual  Series— Discovery-l/342-5236 

—  * 

23.9 

B 

5,929 

23.2 

1.7 

5.75 

1.33a 

C 

A 

Franklin  Mutual  Series-Qualified-l/342-5236 

14.9 

22.0 

D 

6,407 

24.3 

5.4 

5.75 

1.10a 

C 

A 

Franklin  Mutual  Series-Shares-l/342-5236 

14.7 

22.2 

F 

10,779 

24.3 

5.4 

5.75 

1.07a 

Franklin  Natural  Resources-l/342-5236 

—  * 

13.8 

- 

52 

24.2 

1.5 

5.75 

0.96a 

Franklin  Real  Estate  Secs-l/342-5236 

—  * 

19.6 

- 

483 

27.5 

1.3 

5.75 

1.00a 

D 

A 

Franklin  Rising  Dividends-l/342-5236 

12.6 

24.9 

B 

526 

21.3 

2.2 

5.75 

1.38 

Franklin  Small  Cap  Growth-l/342-5236 

—  * 

20.5 

A 

4,743 

33.2 

0.8 

5.75 

0.89 

F 

A+ 

Franklin  Utilities  Fund-l/342-5236 

10.5 

14.3 

B 

2,068 

21.2 

5.0 

4.25 

0.77 

Fremont  Growth  Fund/548-4539 

—  * 

26.1 

C 

178 

22.7 

11.3 

none 

0.82 

Fremont  US  Micro-Cap/548-4539 

—  * 

26.0 

- 

156 

30.9 

0.1 

none 

1.89 

C 

C 

Fundamental  Investors/421-9900 

14.1 

24.6 

D 

12,339 

25.5 

18.8 

5.75 

0.63 

C 

A 

Gabelli  Asset  Fund/422-3554 

16.0 

25.5 

0 

1,615 

26.8 

4.5 

none 

1.38 

Gabelli  Equity  Income/422-3554 

—  * 

23.6 

D 

90 

23.2 

17.2 

none 

1.78 

B 

■  C 

Gabelli  Growth  Fund/422-3554 

—  * 

31.2 

F 

1,608 

33.9 

21.9 

none 

1.43 

Gabelli  Small  Cap  Growth/422-3554 

* 

22.8 

C 

362 

24.1 

0.4 

none 

1.62 

■  B 

■  B 

Gabelli  Value  Fund/422-3554 

—  * 

27.8 

F 

787 

29.7 

2.5 

5.50 

1.42 

Galaxy  Equity  Growth-Retail  A/628-0414 

—  * 

26.5 

B 

350 

33.2 

34.1 

3.75 

1.38 

Galaxy  Equity  Income-Retail  A/628-0414 

—  * 

23.2 

B 

219 

28.0 

33.2 

3.75 

1.43 

■  D 

■  B 

Galaxy  Equity  Value-Retail  A/628-0414 

* 

25.1 

D 

275 

25.6 

15.2 

3.75 

1.40 

Galaxy  Growth  &  Income-Retail  A/628-0414 

— -* 

23.9 

C 

277 

26.9 

13.5 

3.75 

1.28a 

Galaxy  Small  Cap  Value-Retail  A/628-0414 

—  * 

24.7 

C 

98 

23.6 

0.4 

3.75 

1.31a 

Galaxy  Small  Co  Equity-Retail  A/628-0414 

* 

16.9 

A 

152 

32.4 

0.3 

3.75 

1.53a 

Galaxy  II— Large  Company  Index/628-0414 

—  * 

29.8 

B 

G65 

30.3 

44.7 

none 

0.40 

Galaxy  ll-Small  Company  Index/628-0414 

—  * 

21.3 

F 

382 

25.6 

0.8 

none 

0.40 

Galaxy  II— Utility  Index/628-0414 

—  * 

19.4 

A 

56 

22.9 

9.1 

none 

0.40 

F 

A+ 

Gateway  Fund'/354-6339 

9.7 

11.7 

A 

376 

30.6 

84.3 

none 

1.00 

GE  Funds-US  Equity-A/242-0134 

—  * 

27.6 

- 

521 

28.4 

26.1 

5.75 

1.03a 

GE  Funds-Value  Equity-A2/242-0134 

—  * 

28.3 

- 

71 

27.0 

31.9 

5.75 

1.35 

C 

D 

Gintel  Fund/243-5808 

11.1 

24.7 

C 

182 

17.8 

1.6 

none 

1.80 

■  C 

■  B 

GMO  Trust-Pelican  Fund/3 

—  * 

22.7 

0 

240 

24.3 

10.2 

none 

0.95a 

■  B 

■  B 

Goldman  Sachs  Capital  Growth-A/292-4726 

—  * 

28.3 

F 

1,747 

33.1 

37.1 

5.50 

1.40a 

Goldman  Sachs  Core  US  Equity-A/292-4726 

—  * 

28.1 

B 

648 

25.3 

37.1 

5.50 

1.30a 

Goldman  Sachs  Growth  &  lnc-A/292-4726 

—  * 

23.7 

B 

1,957 

19.6 

7.3 

5.50 

1.27a 

Three-year  return  6/30/95  through  6/30/98   ■  Fund  rated  for  three  periods 

only;  maximum  allowable  grade  A.  *Fu 

nd  not  in  operation  or  did  not 

meet  asset 

nini- 

mum  for  full  period.  tCloser  to  new  Investors.  §Distributor 

may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a: 

Net  of  absorptio 

l  of  expenses  by 

fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable 

x  not  available 

.  'Formerly  Gateway  Index  Plus,  formerly  Investors  Trust-Value. 

3For  prospectus  call  617-346-7600 

Sources:  Forbes;  Upper  Analytical  Services;  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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You  know  more 

of  a  road  by  having 

travelled  it 

than  by  all  the 

conjectures  and 

descriptions 

in  the  world. 

-  W  Uliam  Hazttit 


ZURICH 


Drawing  on  years  of  experience  to  help  you  cover  new  ground.  Providing  you  with 

innovative  insurance,  financial  protection  and  investment  management.  Globally.  And  locally. 

The  Zurich  Group.  Building  relationships,  solution  by  solution. 


Zurich-American  •  800-382-2150  •  www.zurichamerican.com 


AT  STOCK     FUNDS  /Fund  Survey 


'^■■■■■■■■i 


MARKET 
PERFORMANCE  1 

Fund/800  phone                                             Annualized  total  return 

8/31/87        3-year 

to 
6/30/98 

Tax         Assets 

efficiency     6/30/98 

($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 
expenses    1 
per 
$100 

UP        DOWN  1 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

• 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Goldman  Sachs  Small  Cap  Value-A/292-4726 

—  * 

21.8% 

A 

•$516 

24.2 

$0.4 

5.50% 

$1.54a 

Government  Street  Equity/443-4249 

* 

24.8 

A 

78 

29.4 

21.9 

none 

0.86 

Govett  Smaller  Companies-A/82 1-0803 

* 

0.9 

A 

88 

25.7 

0.7 

4.95 

1.95a 

D 

B 

Gradison  Established  Value/869-5999 

12.1% 

19.3 

C 

553 

21.1 

5.0 

none 

1.10 

Gradison  Growth  &  Income/869-5999 

* 

22.8 

- 

63 

26.6 

17.7 

none 

1.49a 

C 

B 

Gradison  Opportunity  Value/869-5999 

12.4 

21.8 

D 

174 

19.6 

0.5 

none 

1.31 

F 

A+ 

Greenspring  Fund/366-3863 

11.6 

16.6 

B 

183 

20.5 

0.4 

none 

1.00 

Griffin  Growth  &  lncome-A/676-4450 

—  * 

24.3 

- 

366 

23.7 

10.8 

4.50 

0.83a 

Griffin  Growth  Fund-A/676-4450 

—  * 

21.0 

- 

97 

34.8 

3.0 

4.50 

0.98a       I 

B 

C 

Growth  Fund  of  America/421-9900 

14.2 

20.8 

A 

14,180 

30.9 

15.0 

5.75 

0.72 

C 

C 

Growth  Fund  of  Washington/648-4782 

11.9 

27.9 

B 

71 

22.9 

10.0 

5.75 

1.23 

A 

C 

Guardian  Park  Avenue-A/221-3253 

16.3 

29.3 

D 

3,215 

25.6 

26.7 

4.50 

0.79 

A 

■  D 

Hancock  Emerging  Growth-A/225-5291 

—  * 

17.7 

A 

693 

38.0 

0.8 

5.00 

1.33 

C 

D 

Hancock  Growth  Fund-A/225-5291 

11.6 

20.1 

C 

655 

35.8 

13.6 

5.00 

1.44 

Hancock  Independence  Equity-A/225-5291 

—  * 

29.0 

A 

375 

29.2 

33.5 

5.00 

1.44 

A+ 

B 

Hancock  Regional  Bank-A/225-5291 

22.3 

35.8 

B 

7,400 

21.9 

4.0 

t 

1.25 

D 

A 

Hancock  Sovereign  lnvestors-A/225-5291 

12.8 

22.8 

B 

2,571 

26.1 

15.1 

5.00 

1.06 

A+ 

F 

Hancock  Special  Equities-A/225-5291 

15.0 

12.4 

A 

1,429 

41.4 

1.2 

5.00 

1.42 

Hancock  Special  Opportunities-A/225-5291 

* 

19.8 

- 

309 

31.5 

2.5 

5.00 

1.60 

Hancock  Special  Value/225-5291 

* 

16.0 

- 

68 

26.1 

0.8 

5.00 

0.99a 

■  A 

■  D 

Harbor  Capital  Appreciation/422-1050 

—  * 

27.3 

A 

3,947 

26.0 

31.4 

none 

0.68 

C 

D 

Harbor  Growth  Fund/422-1050 

9.6 

16.8 

0 

111 

26.0 

1.3 

none 

0.99 

■  D 

■  B 

Harbor  Value  Fund/422-1050 

* 

24.8 

D 

190 

22.2 

5.3 

none 

0.77 

Haven  Fund/844-4836 

* 

22.1 

- 

86 

27.2 

6.2 

none 

1.26 

Heartland  Group-Small  Cap  Contrar/432-7856 

—  * 

11.3 

- 

206 

16.7 

0.1 

t 

1.25 

A 

C 

Heartland  Group-Value/432-7856 

14.0 

19.0 

B 

2,148 

18.9 

0.1 

t 

1.11 

Heitman  Real  Estate-Advisor/638-7983 

* 

20.1 

- 

75 

29.3 

0.6 

4.75 

1.70 

C 

B 

Heritage  Capital  Appreciation-A/421-4184 

14.6 

31.0 

F 

132 

28.5 

26.1 

4.75 

1.41 

Heritage  Series-Small  Cap  Stock-A/421-4184 

—  * 

27.1 

A 

360 

21.0 

0.5 

4.75 

1.21 

Milliard  Lyons  Growth  Fund-A/444-1854 

* 

25.6 

A 

87 

25.9 

6.4 

4.75 

1.24 

HomeState  Pennsylvania  Growth/982-8909 

—  * 

24.2 

A 

136 

26.0 

0.6 

4.75 

1.57 

Homestead  Value  Fund/258-3030 

* 

22.9 

A 

453 

22.3 

15.5 

none 

0.79 

B 

C 

Hotchkis  &  Wiley-Equity  Income/236-4479 

12.7 

22.9 

F 

175 

18.1 

9.9 

none 

0.85 

B 

D 

Hotchkis  &  Wiley-Small  Cap/236-4479 

11.6 

21.9 

C 

95 

17.0 

0.3 

none 

0.94 

C 

C 

HSBC  Growth  &  Income/634-2536 

12.7 

25.6 

0 

97 

32.2 

52.5 

5.00 

0.85a 

D 

A 

Wayne  Hummer  Growth/621-4477 

11.6 

21.2 

B 

139 

24.4 

3.6 

none 

0.96 

D 

C 

IAA  Trust  Growth/245-2100 

11.3 

20.1 

D 

160 

26.8 

16.0 

none 

1.02a 

IAI  Emerging  Growth/945-3863 

* 

12.7 

F 

131 

44.7 

1.1 

none 

1.24 

D 

B 

IAI  Growth  &  Income/945-3863 

11.1 

22.8 

F 

90 

28.6 

9.6 

none 

1.25 

IAI  Midcap  Growth/945-3863 

—  * 

14.8 

F 

61 

31.5 

3.7 

none 

1.25 

D 

B 

IAI  Regional  Fund/945-3863 

13.3 

19.1 

F 

470 

27.0 

1.2 

none 

1.22 

ICAP  Discretionary  Equity/1 

—  * 

27.2 

- 

200 

17.9 

29.5 

none 

0.80a 

ICAP  Equity  Fund/1 

* 

28.4 

_ 

641 

17.9 

29.5 

none 

0.80a 

IDEX  Aggressive  Growth-A/851-9777 

* 

21.9 

- 

59 

33.9 

17.5 

5.50 

1.85 

A 

D 

IDEX  Growth  Fund-A/851-9777 

17.1 

30.6 

C 

879 

39.1 

59.1 

5.50 

1.61 

■  C 

■  B 

IDS  Blue  Chip  Advantage-A/437-4332 

+ 

27.1 

C 

2,347 

27.9 

66.9 

5.00 

0.78 

B 

D 

IDS  Discovery  Fund-A/437-4332 

11.7 

18.3 

D 

1,104 

25.3 

1.5 

5.00 

1.07 

IDS  Diversified  Equity  lncome-A/437-4332 

—  * 

20.4 

B 

2,597 

22.2 

34.3 

5.00 

0.85 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only,  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 
for  full  period.  tClosed  tc  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund 
sponsor,  b:  Includes  back  end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'For  prospectus  call  888-221-4227. 
Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 
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3orr|e'time?  what  separates  work  prom  relaxation  is  miles-  of"  traj-pc. 


sometime?  it'?  jus"t  a  door. 


Embassy  Suites"  hotel  is  the  perfect  environment  for  business  travelers.  After 

working  late  in  one  room  of  your  suite,  a  restful  night's  sleep  is  just  next 

door.  Enjoy  our  evening  reception.*  Stretch  out  in  an  open  atrium.  Then  recharge 

in  the  morning  with  a  free,  cooked-to-order  breakfast.  Your  satisfaction 

is  100%  guaranteed.  Stay  at  Embassy  Suites  hotel  on  your  next  business       UlYlDnuu  I 

trip.  And  shorten  the  distance  between  work  and  relaxation.  3U1 1  ±1^ 

www.embassy-suites.com 
-subiect » st«e .nd  loci  uws.©  1998.  Piomus  HoKis.  inc.  What  a  difference  a  stay  makes5."     1-800-EMBASSY 


AT 

STOCK     FUNDS  /Fund  Survey 

^^^^^^^^_ 

■aH^HHHllVHBHHHVV 

■■■■■■■■■■■■■■■a 

MARKET 

Fund/800  phone 

Annualized  total  return 

Tax 

Assets 

Weighted 

Median 

Maximum 

Annual 

PERFORMANCE  | 

8/31/87 

3-year 

efficiency 

6/3D/98 

average 

market 

sales 

expenses 

UP 

DOWN  | 

to 
6/30/98 

($mil) 

P/E 

cap 

($bil) 

charge 

per 
$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

C 

c 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

IDS  Equity  Select-A/437-4332 

13.0% 

26.8% 

F 

$i;L67 

27.8 

$33.1 

5.00% 

$0.83 

c 

B 

IDS  Equity  Value-A/437-4332 

13.7 

22.0 

D 

2,678 

22.9 

34.2 

5.00 

0.85 

A 

D 

IDS  Growth  Fund-A/437-4332 

15.1 

26.7 

C 

4,717 

32.0 

43.4 

5.00 

0.89 

D 

B 

IDS  Managed  Allocation-A/437-4332 

11.4 

14.4 

D 

2,878 

25.1 

53.5 

5.00 

0.80 

B 

B 

IDS  New  Dimensions-A/437-4332 

16.7 

27.2 

B 

13,081 

29.2 

65.7 

5.00 

0.81 

D 

C 

IDS  Progressive  Fund-A/437-4332 

9.4 

19.5 

C 

637 

22.4 

1.6 

5.00 

1.06 

D 

B 

IDS  Stock  Fund-A/437-4332 

13.2 

23.0 

F 

3,457 

26.5 

51.4 

5.00 

0.77 

B 

D 

IDS  Strategy  Aggressive-A/437-4332 

11.8 

24.6 

C 

1,472 

34.7 

8.2 

5.00 

1.01 

■  D 

■  A 

IDS  Utilities  lncome-A/437-4332 

—  * 

22.2 

D 

1,174 

23.4 

31.7 

5.00 

0.87 

Invesco  Diversified-Small  Co  Value/525-8085 

—  * 

18.1 

- 

63 

21.3 

0.9 

none 

1.25 

A 

D 

Invesco  Dynamics  Fund/525-8085 

14.2 

25.2 

F 

1,382 

37.8 

5.6 

none 

1.08 

B 

D 

Invesco  Growth  Fund/525-8085 

13.1 

27.7 

D 

886 

25.6 

95.6 

none 

1.07 

C 

A 

Invesco  Industrial  Income/525-8085 

14.4 

21.4 

D 

5,083 

23.2 

20.9 

none 

0.90 

Invesco  Small  Co  Growth/525-8085 

—  * 

19.7 

F 

286 

34.0 

0.7 

none 

1.48 

F 

A 

Invesco  Strategic— Energy/525-8085 

5.0 

20.9 

A 

163 

16.7 

2.9 

none 

1.46 

A+ 

C 

Invesco  Strategic— Finl  Svcs/525-8085 

22.6 

37.8 

F 

1,684 

19.0 

13.4 

none 

1.30 

A 

D 

Invesco  Strategic-Health  Sci/525-8085 

19.6 

30.0 

C 

1,216 

39.3 

56.7 

none 

1.32 

A 

D 

Invesco  Strategic— Leisure/525-8085 

17.0 

19.4 

C 

267 

58.0 

6.4 

none 

1.70 

A+ 

D 

Invesco  Strategic-Technology/525-8085 

17.9 

21.1 

D 

1,139 

36.0 

3.7 

none 

1.34 

D 

A 

Invesco  Strategic— Utilities/525-8GS5 

12.6 

21.3 

C 

182 

18.6 

10.2 

none 

1.22a 

Invesco  Value-Total  Return/525-8085 

* 

19.6 

A 

2,761 

22.1 

16.5 

none 

0.86 

Invesco  Value-Value  Equity/525-8085 

—  * 

23.8 

C 

446 

23.7 

18.1 

none 

1.29 

D 

A 

Investment  Co  of  America/421-9900 

13.8 

25.4 

D 

45,601 

27.6 

33.1 

5.75 

0.56 

D 

C 

Ivy  Growth  Fund-A/456-51 11 

10.8 

18.2 

C 

344 

30.1 

4.8 

5.75 

1.38 

D 

B 

Ivy  Growth  with  lncome-A/456-5111 

12.5 

21.5 

B 

100 

26.4 

6.6 

5.75 

1.59 

Ivy  US  Emerging  Growth-A/456-5111 

—  * 

17.7 

A 

125 

41.8 

0.6 

5.75 

1.67 

Janus  Enterprise  Fund/525-8983 

* 

20.1 

A 

594 

23.7 

2.8 

none 

1.03 

B 

A 

Janus  Fund/525-8983 

16.9 

25.6 

B 

22,718 

24.2 

11.7 

none 

0.85 

Janus  Growth  &  Income/525-8983 

* 

33.7 

A 

2,870 

23.9 

15.5 

none 

0.92 

Janus  Mercury  Fund/525-8983 

—  * 

24.3 

A 

2,355 

23.9 

6.4 

none 

0.92 

A 

D 

Janus  Twenty  Fund/525-8983 

19.4 

35.9 

C 

9,294 

28.1 

47.8 

none 

0.89 

C 

B 

Janus  Venture  Fund/525-8983 

14.7 

15.9 

C 

1,252 

21.5 

0.7 

t 

0.91 

C 

B 

JP  Morgan  US  Equity/521-5411 

14.8 

26.1 

F 

452 

30.4 

22.2 

none 

0.80 

B 

F 

JP  Morgan  US  Small  Company/521-5411 

10.9 

20.0 

F 

257 

25.2 

1.1 

none 

1.01a 

Jundt  Growth  Fund-A/543-62 17 

—  * 

17.8 

C 

86 

45.4 

15.1 

5.25 

2.18 

A+ 

D 

Kaufmann  Fund/274-1520 

19.4 

19.1 

A 

5,715 

37.4 

1.3 

none§ 

1.89a 

D 

■  C 

Kemper  Blue  Chip-A/621-1048 

—  * 

26.0 

D 

599 

27.0 

15.1 

5.75 

1.20 

■  C 

■  C 

Kemper  Contrarian  Fund-A/62 1-1048 

—  * 

25.3 

C 

239 

21.2 

32.7 

5.75 

1.35 

■  A 

■  D 

Kemper-Dreman  High  Return-A/621-1048 

—  * 

30.2 

A 

4,567 

20.9 

31.0 

5.75 

1.22 

C 

C 

Kemper  Growth  Fund-A/621-1048 

13.2 

21.0 

D 

2,898 

30.4 

14.9 

5.75 

1.05 

Kemper  Small  Cap  Value-A/621-1048 

—  * 

20.8 

A 

1,206 

18.1 

0.7 

5.75 

1.32 

B 

D 

Kemper  Small  Cap  Equity-A/621-1048 

12.1 

16.9 

D 

976 

31.7 

0.9 

5.75 

0.86 

B 

D 

Kemper  Technology  Fund-A/621-1048 

12.7 

19.0 

1,333 

41.5 

7.3 

5.75 

0.90 

Kiewit  Equity  Fund-K/254-3948 

—  * 

24.6 

- 

110 

30.0 

53.5 

none 

0.80a 

C 

B 

Lazard-Equity-Open/823-6300 

14.5 

24.5 

C 

90 

21.0 

24.2 

none 

1.22a 

Lazard-Small  Cap-Open/823-6300 

—  * 

18.5 

D 

120 

17.0 

0.9 

none 

1.14a 

Legg  Mason  Amer  Leading  Cos-P/822-5544 

* 

24.5 

- 

210 

NA 

23.6 

none 

1.95a 

B 

D 

Legg  Mason  Special  lnvest-P/822-5544 

13.9 

23.6 

A 

1,566 

NA 

0.9 

none 

1.86 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A. 

"Fund  not  in  operation  or  did  not  meet  asset  mini- 

mum  for  full  period.  tCiosed  to  new  investors.  §Distnbutor  may  impose  redemption 

fee  whose  proceeds  revert  to  the  fund.  < 

i:  Net  of  absorption  of  expenses  by 

sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available. 

Sources:  Forbes;  I  oper  Analytical  Services;  Morningstar.  Inc. 

Rules,  page  160.  Foi  more  funds:  www.forbes.com/funds 
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BLUE  CHIPS. 


IM  BLUE  CHIP  FUND  A  company's  admission  into  the  AIM  Blue  Chip  Fund 
oes  not  come  easy.  Only  those  ranked  at  the  top  of  their  industries  are  wel- 
come.   And    being    an    industry 


AIM  Blue  Chip  Fund 


30.85y-      22.47%      17.10" 
*23.65%     *21.10"     *16.44" 

incudes  maiimum  5  50%  sales  charge     Average  Annual  Total  Return  as  of  6  50  98 


leader    is    no    guarantee    that    a 
company  is  "blue-chip"  enough. 

Our     disciplined     strategy 
searches  out  only  the  best  growth 


nd  value  stocks.  Which   means  we  accept  only  those  companies  that  have 
rowing  earnings  or  are  undervalued  among  blue-chip  companies. 

It  is  a  strategy  that  seeks  performance  through  discipline.  A  strategy 
esigned  to  create  a  fund  full  of  the  kind  of  companies  that  will  make  you 
eel  more  confident  in  your  investments.  This  is  as  blue  as  it  gets. 


Invest  with  DISCIPLINE 
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www.aimfunds.com 


MUTUAL    FUNDS 

"ast  performance  cannot  guarantee  comparable  future  results. 

'•ALL  YOUR  FINANCIAL  CONSULTANT  for  more  complete  information  about  the  Fund/inckding  charges  ani  expenses,  a  Fund  prospectus  anJ  Investors 
-Ude.  Performance  figures  are  historical  and  reflect  reinvested  distributions  and  changes  in  net-asset  value  for  Class  A  shares.  Investment  return  ana  principal  value  wi'ff  vary  so 
hat  you  may  have  a  gain  or  loss  when  you  sell  snares.  Please  read  the  prospectus  carefully  before  you  invest  or  send  money.  AIM  and  design  is  a  registered  trademark  of  A I M 
tanogement Group Inc.  A I M Distributors,  Inc.  1 998 


AT 

STOCK     FUNDS  /Fund  Survey 

= 

^■■■■H 

v-ffl| 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 
to 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Sbil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

PERFORMANCE  | 

UP 

DOWN   1 

B/3U/30 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

« 

1 

c 

c 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Legg  Mason  Total  Return-P/822-5544 

12.8% 

28.1% 

C 

•$711 

NA 

$14.8 

none 

$1.88 

A 

0 

Legg  Mason  Value  Trust-P/822-5544 

16.3 

39.4 

A 

5,525 

NA 

26.0 

none 

1.73 

C 

B 

Lexington  Corp  Leaders  Trust/526-0056 

13.9 

25.3 

F 

540 

27.6 

25.1 

none 

0.62 

' 

D 

B 

Lexington  Growth  &  Income/526-0056 

12.0 

27.9 

F 

247 

29.8 

15.0 

none 

1.17 

1 

F 

A+ 

Lindner  Dividend  Fund-lnvestor/995-7777 

11.6 

13.2 

C 

1,618 

12.9 

2.5 

none 

0.60 

: 

D 

A 

Lindner  Growth  Fund-lnvestor/995-7777 

10.0 

11.2 

F 

1,003 

20.6 

0.6 

none 

0.44 

Lindner/RybackSmall-Cap-lnvest/995-7777 

—  * 

21.9 

- 

54 

17.8 

0.2 

none 

0.96 

LKCM  Small  Cap  Equity/688-5526 

—  * 

22.0 

- 

284 

23.4 

0.7 

none 

0.95 

B 

A 

Longleaf  Partners  Fund/445-9469 

17.5 

25.8 

C 

3,652 

30.9 

4.3 

t 

0.94 

■  D 

■  C 

Longleaf  Partners  Small-Cap/445-9469 

—  * 

28.7 

A 

1,255 

32.0 

1.1 

t 

1.09 

Loomis  Sayles  Core  Value-Retail/633-3330 

—  * 

24.0 

C 

75 

22.8 

11.0 

none 

1.10a 

: 

Loomis  Sayles  Small  Cap  Vaiue-R/633-3330 

—  * 

25.7 

C 

393 

22.5 

0.9 

none 

1.25a 

■1 

D 

B 

Lord  Abbett  Affiliated  Fund-A/874-3733 

12.7 

23.5 

F 

8,949 

18.6 

33.8 

5.75% 

0.65 

A 

D 

Lord  Abbett  Devel  Growth-A/874-3733 

13.5 

25.9 

F 

904 

27.0 

0.5 

5.75 

1.06 

1 

Lord  Abbett  Growth  &  lncome-A/874-3733 

_* 

23.6 

- 

171 

24.6 

36.5 

5.75 

1.29 

1 

D 

B 

Lord  Abbett  Mid-Cap  Value-A/874-3733 

12.4 

23.9 

F 

414 

23.7 

2.1 

5.75 

1.25 

: 

Lord  Abbett  Research-Large  Cap-A/874-3733 

—  * 

24.1 

A 

119 

25.5 

30.8 

5.75 

1.52 

i 

D 

B 

Lutheran  Brotherhood  Fund-A/328-4552 

12.4 

25.1 

C 

1,240 

31.4 

47.4 

4.00 

0.84a 

Lutheran  Brotherhood  Oppor  Growth-A/328-4552 

—  * 

9.0 

A 

271 

31.2 

0.9 

4.00 

1.29a 

Magna  Growth  &  Income/219-4182 

* 

28.2 

- 

88 

32.5 

56.7 

4.00 

0.98a 

A  di/an  tages. 


As  your  company  formulates  business  strategies 
for  the  21st  century,  no  location  offers  a  brighter 
future  than  Florida.  Larger  than  all  but  five  national 
economies  in  the  hemisphere,  Florida  is  perfectly 


impart 

Advantages. 


situated  within  the  800-million   consumer  mark'- 
of  the  Americas.  It  has  the  cultural  affinity,  interr 
tional    expertise,    world-class    transportation    ai|| 
telecommunications  infrastructure  to  compete  globa 
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AT 

STOCK     FUNDS     Fund  Survey 

MARKET 
PERFORMANCE 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 

($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

D 

A 

MainStay-CapitalAppreciation-A/624-6782 

15.5%         26.1% 

A 

$2,596 

37.2 

$23.0 

5.50% 

$1.09 

MainStay-Equity  Index/624-6782 

—  *         32.7 

A 

644 

29.7 

41.4 

3.00 

0.96a 

C 

B 

MainStay-Value  Fund-A/624-6782 

13.0           19.8 

B 

1,608 

21.8 

10.1 

5.50 

1.11 

B 

B 

Mairs  &  Power  Growth  Fund/304-7404 

16.3           28.3 

A 

557 

26.2 

4.9 

none 

0.84 

C 

B 

Managers  Capital  Appreciation/835-3879 

14.6           24.2 

F 

85 

40.4 

7.7 

none 

1.28 

C 

C 

Managers  Income  Equity/835-3879 

12.6           24.0 

F 

74 

19.2 

10.2 

none 

1.25 

A 

D 

Managers  Special  Equity/835-3879 

15.7            24.9 

B 

918 

23.6 

0.4 

none 

1.33 

C 

A 

MAP-Equity  Fund/559-5535 

15.1            28.4 

F 

109 

27.5 

14.6 

4.75 

0.82 

Marquis  Value  Equity-A/814-3396 

—  *         25.3 

- 

156 

19.9 

4.6 

3.50 

1.00 

Marshall  Equity  Income/236-8554 

—  *          24.3 

- 

541 

17.4 

18.6 

none 

1.19 

Marshall  Large-Cap  Growth  &  lnc/236-8554 

—  *         23.4 

B 

324 

25.1 

49.8 

none 

1.22 

Marshall  Mid-Cap  Growth/236-8554 

—  *         24.6 

- 

255 

38.0 

2.4 

none 

1.23 

Marshall  Mid-Cap  Value/236-8554 

—  *          17.9 

- 

172 

21.0 

3.4 

none 

1.24 

C 

B 

MAS-Equity  Fund-lnst  354-8185 

14.6            25.3 

F 

1,070 

26.9 

13.0 

none 

0.60 

■  A 

■  D 

MAS-Mid  Cap  Growth-lnst/354-8185 

—  *          33.1 

F 

625 

42.7 

2.6 

none 

0.60 

MAS-Mid  Cap  Value- Inst  354-8185 

—  *         33.1 

- 

457 

24.4 

2.3 

none 

0.86 

A 

0 

MAS-Small  Cap  Value-lnst/354-8185 

15.5           27.2 

0 

892 

22.5 

1.1 

t 

0.85 

B 

B 

MAS-Value  Fund-lnst/354-8185 

15.0           23.1 

C 

3,667 

17.7 

8.6 

none 

0.59 

F 

A+ 

Mathers  Fund/962-3863 

4.1             0.2 

A 

120 

16.5 

1.8 

none 

1.07 

■  D 

■  A 

Maxus  Equity  Fund/446-2987 

—  *         18.4 

C 

60 

25.6 

1.0 

none 

1.83 

Three-year  return  6/30/95  through  6/30/98   ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  r 
full  period    tClosed  to  new  investors   a.  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not  applicable  or  not  available 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 

ninimum  for 

Rules,  page  ISO.  For  more  funds:  www.forbes.com/funds 

This  mix  of  opportunity  and  lifestyle  is  what  smart  companies 
need  to  operate  cost-effectively  while  retaining  and  attracting  the 
best  and  brightest. To  put  Florida's  advantages  to  work  for  you,  call 
Enterprise  Florida  at  407-316-4600.  www.floridabusiness.com 
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STOCK     FUNDS  /Fund  Survey 

■M1MM 

■  i^HHH 

BUM 

MARKET 

Fund/800  phone                                             Annualized  total  return 

Tax 

Assets 

Weighted 

Median 

Maximum 

Annual 

PERFORMANCE  | 

8/31/87 

3-year 

efficiency 

6/30/98 

average 

market 

sales 

expenses 

UP 

DOWN  ■ 

to 
6/30/98 

($mil) 

P/E 

cap 

(Soil) 

charge 

per 
$100 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

- 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

McM  Funds-Equity  Investment/788-9485 

* 

30.3% 

- 

$128 

28.6 

$63.7 

none 

$0.75a 

Mentor  Capital  Growth-A/382-0016 

* 

30.6 

B 

338 

28.3 

16.7 

5.75% 

1.40 

B 

D 

Mentor  Growth  Portfolio-A/382-0016 

12.7% 

23.1 

D 

635 

26.2 

0.5 

5.75 

1.28 

F 

A+ 

Merger  Fund/343-8959 

8.1 

11.5 

B 

505 

32.2 

2.4 

t 

1.35 

B 

C 

Meridian  Fund/446-6662 

13.4 

17.4 

B 

297 

35.4 

1.3 

none 

0.95 

C 

B 

Merrill  Lynch  Basic  Value-D/637-3863 

13.6 

24.0 

B 

13,138 

20.9 

25.1 

5.25 

0.80 

D 

A 

Merrill  Lynch  Capital-D/637-3863 

12.4 

18.5 

C 

11,914 

26.1 

10.6 

5.25 

0.80 

D 

C 

Merrill  Lynch  Fund  for  Tomorrow-D/637-3863 

11.0 

18.5 

F 

312 

28.1 

13.6 

5.25 

1.23 

Merrill  Lynch  Fundamental  Growth-D/637-3863 

* 

29.7 

A 

1,062 

35.4 

34.1 

5.25 

1.24 

B 

B 

Merrill  Lynch  Growth-D/637-3863 

15.0 

15.8 

C 

6,867 

19.3 

3.1 

5.25 

1.06 

C 

D 

Merrill  Lynch  Special  Value-D/637-3863 

9.5 

22.9 

D 

1,197 

23.6 

0.5 

5.25 

1.27 

D 

■  A 

Merrill  Lynch  Strategic  Div-D/63  7-3863 

—  * 

24.4 

F 

210 

23.1 

9.6 

5.25 

1.15 

B 

C 

MFS  Capital  Opportunities-A/225-2606 

14.7 

28.6 

C 

1,508 

22.7 

19.1 

5.75 

1.29 

A+ 

F 

MFS  Emerging  Growth-A/225-2606 

17.7 

25.5 

A 

11,930 

35.2 

23.9 

5.75 

1.22 

C 

D 

MFS  Growth  0pportunities-A/225-2606 

12.4 

26.6 

F 

1,126 

30.5 

39.1 

5.75 

0.80 

C 

B 

MFS  Large  Capital  Growth-A/225-2606 

13.6 

27.9 

D 

764 

30.8 

29.7 

5.75 

1.29 

C 

D 

MFS  Managed  Sectors-A/225-2606 

12.0 

21.0 

F 

456 

28.7 

23.1 

5.75 

1.31 

A 

D 

MFS  Mass  Invest  Growth  Stock-A/225-2606 

15.8 

35.4 

F 

3,400 

38.2 

26.7 

5.75 

0.81 

B 

B 

MFS  Mass  Investors  Trust-A/225-2606 

15.1 

31.3 

F 

9,141 

28.0 

20.2 

5.75 

0.76 

MFS  Midcap  Growth-A/225-2606 

* 

19.8 

- 

138 

35.7 

1.8 

5.75 

1.52 

B 

C 

MFS  Research  Fund-A/225-2606 

14.5 

28.1 

B 

6,225 

26.9 

34.8 

5.75 

0.93 

MFS  Utilities  Fund-A/225-2606 

—  * 

27.7 

C 

506 

25.8 

4.6 

4.75 

1.07a 

MMA  Praxis  Growth/977-2947 

—  * 

20.9 

- 

129 

29.9 

13.1 

none 

1.64 

C 

C 

Monetta  Fund/666-3882 

12.0 

12.3 

B 

155 

31.2 

0.3 

none 

1.37 

Montag  &  Caldwell  Growth-N/992-8151 

* 

33.4 

- 

945 

40.8 

63.9 

none 

1.09a 

Montgomery  Growth  Fund-R/572-3863 

—  * 

20.8 

- 

1,385 

26.6 

6.0 

none 

1.25 

Montgomery  Small  Cap-R/572-3863 

* 

22.4 

F 

225 

29.6 

1.2 

t 

1.24 

Montgomery  US  Emerging  Growth-R/572-3863 

* 

22.3 

- 

392 

25.6 

0.5 

t 

1.70 

D 

C 

Morgan  Keegan  Southern  Cap/564-2113 

11.0 

26.6 

B 

88 

22.5 

17.4 

3.00 

1.95 

Morgan  Stanley  American  Value-A/421-5666 

—  * 

25.3 

- 

615 

23.1 

1.5 

5.75 

1.50a 

B 

C 

MSDW  American  Value-AV869-6397 

15.9 

27.5 

C 

5,060 

38.8 

13.1 

5.25 

0.88 

A 

F 

MSDW  Developing  Growth-AV869-6397 

12.2 

18.0 

B 

826 

35.5 

0.8 

5.25 

0.93 

C 

B 

MSDW  Dividend  Growth  Secs-AV869-6397 

14.0 

24.9 

B 

18,211 

25.8 

22.7 

5.25 

0.70 

MSDW  Growth-AV869-6397 

—  * 

20.1 

B 

876 

30.9 

44.7 

5.25 

1.33 

MSDW  Health  Sciences-AV869-6397 

—  * 

18.2 

A 

377 

38.3 

1.0 

5.25 

1.54 

MSDW  Mid-Cap  Growth-A'/869-6397 

* 

25.7 

- 

676 

37.9 

2.4 

5.25 

1.19 

F 

B 

MSDW  Natural  Resource  Development-A7869-6397 

8.8 

16.1 

B 

247 

25.4 

3.7 

5.25 

1.06 

■  F 

■  A 

MSDW  Utilities-AV869-6397 

—  * 

18.2 

C 

2,506 

25.5 

8.6 

5.25 

0.92 

■  C 

■  D 

MSDW  Value-Added  Market-Equity-AV869-6397 

—  * 

22.1 

A 

1,656 

25.9 

7.6 

5.25 

0.84 

D 

C 

MSB  Fund/661-3938 

11.8 

25.8 

F 

57 

30.5 

24.0 

none 

1.41a 

■  A 

■  D 

Muhlenkamp  Fund/860-3863 

* 

32.0 

A 

207 

17.3 

3.3 

none 

1.40 

Munder  Index  500-A/239-3334 

—  * 

29.7 

A 

341 

30.0 

44.7 

2.50 

0.39a 

Munder  Multi-Season  Growth-A/239-3334 

* 

26.7 

_ 

148 

30.4 

13.6 

5.50 

1.25a 

Nations-Capital  Growth-Invest  A/321-7854 

—  * 

26.0 

F 

110 

33.3 

22.8 

none§ 

1.20a 

Nations-Disciplined  Equity-lnv  A/321-7854 

* 

27.9 

- 

116 

24.8 

7.8 

nones' 

1.23a 

Nations-Emerg  Growth-Invest  A/321-7854 

—  * 

19.7 

D 

67 

30.5 

2.8 

none§ 

1.23a 

Nations-Equity  Income-Invest  A/321-7854 

—  * 

20.9 

F 

213 

23.4 

5.4 

nones' 

1.11a 

■  C 

■  B 

Nations-Value  Fund-Investor  A/321-7854 

—  * 

24.5 

F 

328 

23.4 

14.3 

none§ 

1.20a 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset 

minimum  for  full  period.  tClosed  to  new  investors   ^Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund. 

a:  Net  of  absorption  of  expenses 

by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor   NA:  Nit  applicable  or  not  available.  'Formerly  Dean  Witter  funds. 

Sources:  Forbes:  Upper  Analytical  Services;  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.com/iinds 
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MHMM 

MARKET 
PERFORMANCE  1 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

,'o^rl 

Standard  &  Poor's  500  stock  average 

15.2% 

30.1% 

c 

B 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Nationwide  Fund-A/848-0920 

15.4% 

35.1% 

F 

$2,137 

29.1 

$20.2 

5.50% 

$1.00 

c 

B 

Nationwide  Growth  Fund-A/848-0920 

13.1 

23.9 

D 

984 

36.7 

16.6 

5.50 

1.05 

Navellier  Aggress  Small  Cap  Equity/887-8671 

* 

15.9 

- 

58 

20.5 

0.3 

none 

1.71 

B 

B 

NIB  Focus  Fund/877-9700 

14.6 

22.7 

D 

1,834 

23.4 

8.1 

none 

0.83 

■  B 

■  D 

NIB  Genesis  Fund/877-9700 

* 

25.1 

A 

2,416 

23.4 

0.9 

t 

1.07a 

B 

C 

NIB  Guardian  Fund/877-9700 

14.1 

19.1 

B 

8,310 

25.2 

9.8 

none 

0.78 

C 

D 

NIB  Manhattan  Fund/877-9700 

12.5 

20.9 

D 

712 

42.3 

3.4 

none 

0.95 

C 

B 

NtB  Partners  Fund/877-9700 

14.2 

25.6 

D 

4,483 

22.4 

8.6 

none 

0.79 

NIB  Socially  Responsive/877-9700 

—  * 

24.5 

- 

115 

27.8 

6.7 

none 

1.16 

■  0 

■  B 

New  Century  Capital/1 

—  * 

22.2 

D 

94 

26.6 

16.8 

none 

1.38 

B 

C 

New  Economy  Fund/421-9900 

14.2 

23.9 

D 

5,951 

32.5 

14.3 

5.75 

0.81 

New  England  Capital  Growth-A/888-4823 

—  * 

20.5 

B 

216 

36.1 

15.1 

5.75 

1.48 

B 

C 

New  England  Growth  Fund-A/888-4823 

14.1 

27.0 

F 

1,814 

26.1 

33.4 

5.75 

1.11 

C 

B 

New  England  Growth  Oppors-A/888-4823 

13.9 

28.4 

F 

404 

19.7 

19.4 

5.75 

1.21 

New  England  Star  Advisers-A/888-4823 

—  * 

23.9 

- 

1,081 

31.8 

8.4 

5.75 

1.62 

C 

D 

New  England  Value  Fund-A/888-4823 

11.2 

22.2 

F 

452 

24.0 

7.8 

5.75 

1.23 

Newpoint  Equity  Fund/341-7400 

* 

24.2 

- 

57 

35.0 

43.0 

4.50 

1.11a 

N-A  Core  Growth-A/55 1-8045 

* 

19.8 

A 

296 

30.8 

2.5 

5.25 

1.57a 

N-A  Emerging  Growth-A/551-8045 

* 

17.4 

- 

431 

25.0 

0.4 

5.25 

1.89a 

A 

D 

N-A  Growth  Equity-A/225-1852 

12.6 

19.4 

F 

413 

41.6 

2.8 

5.00 

1.44 

N-A  Income  &  Growth-A/551-8045 

* 

21.9 

B 

186 

26.5 

3.0 

5.25 

1.57a 

B 

B 

Nicholas  Fund/227-5987 

15.2 

29.7 

D 

5,935 

31.4 

11.2 

none 

0.71 

C 

B 

Nicholas  11/227-5987 

13.7 

27.9 

F 

1,151 

32.6 

2.0 

none 

0.60 

B 

B 

Nicholas  Limited  Edition/227-5987 

15.6 

24.1 

F 

383 

30.9 

0.6 

none 

0.82 

D 

C 

North  American  Equity-lncome-A/872-8037 

10.5 

19.9 

C 

184 

17.5 

12.6 

4.75 

1.42a 

North  American  Growth  &  lnc-A/872-8037 

—  * 

27.6 

- 

246 

23.5 

52.5 

4.75 

1.34a 

Northeast  Investors  Growth  Fund/225-6704 

—  * 

32.9 

D 

153 

32.5 

33.4 

none 

0.97 

Northern  Funds-Growth  Equity/935-3004 

—  * 

27.3 

- 

521 

36.9 

34.7 

none 

1.00a 

Northern  Funds-Select  Equity/935-3004 

* 

28.7 

- 

141 

37.3 

49.4 

none 

1.00a 

Northern  Funds-Small  Cap  Growth/935-3004 

* 

20.6 

- 

356 

21.7 

0.5 

none 

1.00a 

0 

C 

Northstar  Growth  Fund-A/595-7827 

11.7 

21.2 

B 

100 

29.8 

13.1 

4.75 

1.37 

B 

D 

Northstar  Special  Fund-A/595-7827 

12.2 

16.0 

A 

303 

28.3 

1.5 

4.75 

1.43 

Oak  Value  Fund/622-2474 

—  * 

34.3 

A 

438 

27.3 

5.8 

none 

1.22a 

Oakmark  Fund/625-6275 

* 

24.1 

A 

8,705 

21.2 

16.8 

none 

1.03 

A 

F 

Oberweis  Emerging  Growth/323-6166 

11.8 

8.5 

B 

116 

36.0 

0.5 

none 

1.44 

One  Group  Disciplined  Value- A/480-41 11 

—  * 

22.6 

D 

60 

24.7 

3.2 

4.50 

1.22a 

One  Group  Equity  lndex-A/480-4111 

—  * 

29.4 

A 

572 

30.3 

44.7 

4.50 

0.60a 

One  Group  Growth  Opportunities-A/480-4111 

—  * 

25.9 

D 

188 

35.1 

4.0 

4.50 

1.26a 

One  Group  Income  Equity-A/480-4111 

* 

25.8 

C 

284 

27.2 

37.1 

4.50 

1.27a 

One  Group  Large  Co  Growth-A/480-4111 

* 

28.0 

- 

480 

38.7 

70.8 

4.50 

1.26a 

■  C 

■  B 

One  Group  Value  Growth-A/480-4111 

* 

28.1 

C 

107 

30.9 

32.3 

4.50 

1.24a 

B 

C 

Oppenheimer  Capital  Appreciation-A2/525-7048 

13.7 

28.1 

D 

1,811 

34.5 

10.2 

5.75 

1.02 

B 

C 

Oppenheimer  Disciplined  Value/525-7048 

14.4 

22.5 

C 

680 

22.7 

9.8 

5.75 

1.07 

A 

D 

Oppenheimer  Discovery  Fund-A/525-7048 

14.2 

17.5 

B 

1,614 

39.5 

0.8 

5.75 

1.20 

B 

B 

Oppenheimer  Growth  Fund-A/525-7048 

14.1 

20.9 

C 

2,122 

26.0 

4.5 

5.75 

1.00 

■  A 

■  C 

Oppenheimer  Main  St  Inc  &  Growth-A/525-7048 

—  * 

24.0 

A 

11,900 

30.9 

34.1 

5.75 

0.93 

Oppenheimer  Quest  Bal  Value-A/525-7048 

—  * 

22.2 

D 

169 

23.1 

22.2 

5.75 

1.58 

■  C 

■  C 

Oppenheimer  Quest  Small  Cap-A/525-7048 

* 

16.4 

A 

357 

20.3 

0.7 

5.75 

1.74 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for 
full  period.  tClosed  to  new  Investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor. 
b  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'For  prospectus  call  781-239-0445.  Reflects  performance  of  Oppenheimer 
Regency  prior  to  June  1991  merger. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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MARKET 

Fund/800  phone                                               Annualized  total  return 

Tax 

Assets      l 

rVeighted 

Median 

Maximum 

Annual 

PERFORMANCE  | 

8/31/87 

3-year 

efficiency 

6/30/98 

average 

market 

sales 

expenses 

UP 

DOWN  | 

to 
6/30/98 

15.2% 

($mil) 

P/E 

cap 

(Sbil) 

charge 

per 
$100 

Standard  &  Poor's  500  stock  average 

30.1% 

- 

c 

B 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Oppenheimer  Quest  Value-A/525-7048 

14.2% 

25.7% 

B 

$175.72 

21.7 

$9.9 

5.75% 

$1.60 

c 

B 

Oppenheimer  Total  Return-A/525-7048 

14.4 

25.7 

D 

3,720 

33.4 

13.4 

5.75 

0.89 

B 

D 

Pacific  Horizon-Aggress  Growth-A/346-2087 

12.8 

18.8 

D 

216 

30.1 

0.4 

4.50 

1.46a 

Pacific  Horizon-Blue  Chip-A/346-2087 

—  * 

29.9 

- 

389 

28.7 

43.0 

4.50 

1.18a 

A 

B 

PaineWebber  Finl  Svc  Growth-A/647-1568 

19.6 

34.7 

F 

543 

21.6 

3.4 

4.50 

1.17 

D 

A 

PaineWebber  Growth  &  lncome-A/647-1568 

12.7 

28.1 

B 

1,410 

27.5 

9.8 

4.50 

1.09 

B 

D 

PaineWebber  Growth  Fund-A/647-1568 

13.1 

23.6 

C 

375 

39.0 

11.2 

4.50 

1.20 

PaineWebber  MidCap-AV647-l 568 

—  * 

17.3 

- 

232 

NA 

NA 

4.50 

1.51 

PaineWebber  Small  Cap-A/647-1568 

—  * 

19.4 

B 

145 

20.8 

0.3 

4.50 

1.25 

Papp  America-Abroad/421-4004 

* 

27.6 

A 

350 

26.5 

24.4 

none 

1.07 

■  C 

■  B 

L  Roy  Papp  Stock  Fund/421-4004 

—  * 

27.5 

B 

90 

29.8 

11.2 

none 

1.16 

Parkstone  Equity  lncome-A/554-3862 

—  * 

22.5 

D 

132 

24.7 

16.6 

4.50 

1.58 

Parkstone  Midcap  Fund-A/554-3862 

—  * 

19.0 

F 

119 

41.0 

3.3 

4.50 

1.55 

Parkstone  Small  Capitalization-A/554-3862 

—  * 

13.8 

D 

214 

40.5 

0.8 

4.50 

1.50a 

B 

D 

Parnassus  Fund/999-3505 

9.7 

5.7 

C 

315 

19.9 

1.0 

3.50 

1.05 

PBHG  Emerging  Growth/809-8008 

—  * 

13.6 

A 

1,258 

40.6 

0.7 

none 

1.27 

A+ 

F 

PBHG  Growth  Fund/809-8008 

16.0 

13.7 

A 

4,953 

43.9 

0.9 

none 

1.26 

PBHG  Large  Cap  Growth/809-8008 

—  * 

31.6 

- 

149 

47.8 

5.0 

none 

1.22 

PBHG  Select  Equity/809-8008 

—  * 

30.4 

- 

347 

55.9 

3.0 

none 

1.35 

Pegasus  Equity  lndex-A/688-3350 

—  * 

29.7 

B 

284 

29.6 

44.7 

3.00 

0.65 

Pegasus  Growth  Fund-A/688-3350 

—  * 

28.2 

- 

114 

34.5 

16.7 

5.00 

1.07 

Pegasus  Growth/Value/688-3350 

* 

23.1 

C 

274 

26.4 

14.3 

5.00 

1.11 

Pegasus  Intrinsic  Value-A/688-3350 

—  * 

20.8 

B 

138 

17.3 

1.8 

5.00 

1.09 

Pegasus  Mid  Cap  Opportunity-A/688-3350 

* 

21.9 

C 

303 

22.5 

2.1 

5.00 

1.14 

D 

C 

Philadelphia  Fund/749-9933 

11.6 

24.3 

D 

124 

25.0 

31.5 

none 

1.53 

C 

C 

Phoenix  Aggressive  Growth-A/243-4361 

12.0 

23.5 

D 

286 

20.2 

14.3 

4.75 

1.20 

A 

D 

Phoenix-Engemann  Growth  Fund-A2/243-4361 

14.5 

22.3 

C 

502 

39.9 

43.0 

4.75 

1.60a 

Phoenix-Engemann  Nifty  Fifty-A3/243-4361 

—  * 

24.5 

B 

343 

35.8 

61.4 

4.75 

1.63a 

Phoenix-Engemann  Small  &  Mid-Cap  Grow/243-4361     —  * 

32.7 

- 

88 

37.9 

0.8 

4.75 

1.80 

D 

D 

Phoenix  Equity  0pportunities-A/243-4361 

11.3 

17.6 

F 

202 

36.9 

26.1 

4.75 

1.18 

D 

A 

Phoenix  Growth  Fund-A/243-4361 

12.8 

23.0 

D 

2,775 

33.8 

31.0 

4.75 

1.10 

■  D 

■  B 

Phoenix  Multi-Mid-Cap-A/243-4361 

—  * 

15.7 

C 

344 

38.2 

6.6 

4.75 

1.33 

Phoenix  Multi-Real  Estate  Secs-A/243-4361 

* 

18.8 

- 

55 

28.6 

1.7 

4.75 

1.30a 

A 

B 

Pilgrim  America  Bank  &  Thrift-A/334-3444 

19.5 

43.6 

F 

907 

20.6 

4.3 

5.75 

1.21 

D 

B 

Pilgrim  America  MagnaCap-A/334-3444 

12.7 

24.1 

F 

442 

25.7 

10.5 

5.75 

1.38 

Pimco  Cap  Appreciation-lnst/426-0107 

—  * 

29.7 

B 

1,123 

27.5 

11.0 

none 

0.71 

Pimco  Core  Equity-lnst/426-0107 

* 

26.7 

- 

130 

41.9 

19.5 

none 

0.83 

Pimco  Equity  lncome-lnst/426-0107 

* 

24.8 

F 

202 

19.8 

6.3 

none 

0.71 

C 

B 

Pimco  Growth  Fund-A/426-0107 

14.8 

26.5 

F 

2,127 

41.9 

19.5 

5.50 

1.16 

Pimco  lnnovation-A/426-0107 

* 

27.7 

- 

389 

43.5 

7.3 

5.50 

1.31 

Pimco  Micro  Cap  Growth-lnst/426-0107 

* 

29.9 

A 

262 

25.5 

0.2 

none 

1.51 

Pimco  Mid  Cap  Growth-lnst/426-0107 

—  * 

26.0 

B 

794 

27.4 

2.8 

none 

0.71 

A+ 

D 

Pimco  Opportunity  Fund-A/426-0107 

16.2 

11.1 

D 

704 

31.5 

1.1 

5.50 

1.31 

■  B 

■  C 

Pimco  Renaissance  Fund-A/426-0107 

—  * 

30.9 

C 

655 

25.3 

7.5 

5.50 

1.26 

Pimco  Small  Cap  Value-lnst/426-0107 

—  * 

23.8 

D 

374 

16.1 

0.5 

none 

0.86 

Pimco  StocksPlus-lnst/426-0107 

—  * 

30.3 

F 

764 

NA 

NA 

none 

0.65 

Pimco  Target  Fund-A/426-0107 

* 

21.7 

D 

1,196 

39.3 

3.4 

5.50 

1.21 

Pimco  Value  Fund-lnst/426-0107 

* 

24.1 

D 

240 

19.1 

5.4 

none 

0.71 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable 

grade  A.  *Fund  not  in  operation  or  did  not  meet  asset 

minimum  for  full  period.   1  Closed  to  new  investors.  §Distributor  may  impose  redempti 

on  fee  whose  proceeds  revert  to  the  fund. 

a:  Net  of  absorption  of  expenses 

by  fund  sponsor  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  PaineWebber  Capital  Appreciation,  formerly 

Pasadena  Growth,  formerly  Pasadena  Nifty  Fifty 

Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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■■■I 

MARKET 
PERFORMANCE  1 

Fund/800  phone 

Annualized  total  return 
8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

A 

DOV.N   1 
▼     1 

Standard  &  Poor's.  500  stock  average 

15.2% 

30.1% 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Pioneer  Capital  Growth-A/622-0181 

—  * 

16.1% 

B 

$2,497 

32.4 

$1.9 

5.75% 

$1.13 

Pioneer  Equity-lncome-A/622-0181 

—  * 

25.0 

B 

877 

23.4 

5.6 

5.75 

1.09 

C 

C 

Pioneer  Fund-A/622-0181 

13.2% 

28.2 

D 

4,877 

27.9 

16.0 

5.75 

1.02 

A 

0 

Pioneer  Growth  Shares-A/622-0181 

17.4 

36.5 

F 

1,477 

44.4 

14.4 

5.75 

1.19 

0 

c 

Pioneer  ll-A/622-0181 

10.8 

19.5 

D 

7,270 

19.7 

3.2 

5.75 

0.96 

C 

0 

Pioneer  Mid-Cap  Fund-A/622-0181 

10.3 

15.0 

D 

1,030 

40.4 

3.4 

5.75 

0.87 

Pioneer  Real  Estate  Shares-A/622-0181 

—  * 

18.2 

- 

195 

30.1 

1.2 

5.75 

1.65 

■  A 

■  0 

Piper  Funds-Emerging  Growth-A/866-7778 

—  * 

21.2 

C 

254 

34.6 

3.1 

4.00 

1.18a 

C 

c 

Piper  Funds-Growth-A/866-7778 

13.7 

22.7 

D 

184 

31.0 

15.2 

4.00 

1.24a 

Piper  Funds-Growth  &  lncome-A/866-7778 

—  * 

25.1 

B 

131 

27.5 

45.0 

4.00 

1.28a 

Preferred  Growth  Fund/662-4769 

—  * 

25.6 

D 

507 

37.2 

34.1 

none 

0.84 

Preferred  Value  Fund/662-4769 

—  * 

27.8 

B 

414 

24.3 

23.6 

none 

0.85 

T  Rowe  Price  Blue  Chip  Growth/638-5660 

—  * 

30.1 

A 

3,321 

32.7 

23.6 

none 

0.95 

0 

A+ 

T  Rowe  Price  Capital  Appreciation/638-5660 

12.6 

15.9 

C 

1,090 

32.5 

5.0 

none 

0.64 

T  Rowe  Price  Capital  Opportunity/638-5660 

—  * 

21.5 

- 

128 

34.6 

2.9 

none 

1.35 

T  Rowe  Price  Dividend  Growth/638-5660 

—  * 

27.4 

A 

1,069 

26.4 

8.5 

none 

0.80 

c 

A 

T  Rowe  Price  Equity  Income/638-5660 

14.4 

24.0 

C 

14,084 

25.0 

11.7 

none 

0.79 

■  c 

■  B 

T  Rowe  Price  Equity  Index  500/638-5660 

—  * 

29.8 

A 

2,650 

30.3 

44.7 

none 

0.40a 

c 

C 

T  Rowe  Price  Growth  &  Income/638-5660 

13.2 

24.1 

C 

3,652 

26.8 

12.3 

none 

0.78 

c 

C 

T  Rowe  Price  Growth  Stock/638-5660 

13.2 

26.5 

D 

4,677 

32.1 

23.9 

none 

0.75 

T  Rowe  Price  Media  &  Telecommun'/638-5660 

—  * 

24.1 

- 

216 

42.7 

4.4 

none 

1.21 

T  Rowe  Price  Mid-Cap  Growth/638-5660 

—  * 

27.0 

A 

2,738 

37.3 

2.7 

none 

0.95 

A 

D 

T  Rowe  Price  New  America  Growth/638-5660 

16.0 

27.1 

B 

2,110 

36.5 

7.0 

none 

0.96 

F 

A 

T  Rowe  Price  New  Era/638-5660 

8.6 

15.2 

C 

1,344 

29.1 

5.0 

none 

0.74 

A 

D 

T  Rowe  Price  New  Horizons/638-5660 

13.9 

20.2 

F 

5,445 

35.9 

1.2 

t 

0.88 

T  Rowe  Price  Personal  Strat-Growth/638-5660 

* 

21.2 

- 

153 

27.9 

19.3 

none 

1.10a 

A+ 

■  F 

T  Rowe  Price  Science  &  Technology/638-5660 

—  * 

17.0 

C 

3,899 

38.0 

4.9 

none 

0.94 

C 

C 

T  Rowe  Price  Small-Cap  Stock/638-5660 

12.1 

23.9 

D 

1,111 

25.6 

0.6 

none 

1.02 

■  B 

■  B 

T  Rowe  Price  Small-Cap  Value/638-5660 

—  * 

22.0 

B 

2,130 

20.5 

0.3 

t 

0.87 

T  Rowe  Price  Spectrum-Growth/638-5660 

—  * 

21.2 

C 

2,859 

28.7 

13.0 

none 

0.81 

T  Rowe  Price  Value  Fund/638-5660 

—  * 

26.9 

- 

896 

28.1 

4.8 

none 

1.05 

Principal  Blue  Chip-A2/451-5447 

—  * 

24.2 

A 

150 

28.8 

33.2 

4.75 

1.30 

0 

B 

Principal  Capital  Value-A2/451-5447 

11.9 

27.1 

D 

628 

24.3 

15.7 

4.75 

0.70 

B 

C 

Principal  Growth  Fund-A2/45 1-5447 

14.0 

24.3 

B 

480 

35.0 

17.5 

4.75 

1.03 

■  A 

■  C 

Principal  MidCap  Fund-A2/451-5447 

—  * 

21.4 

A 

476 

27.5 

2.1 

4.75 

1.26 

C 

C 

Principal  Preserv-SiP  100  Plus/826-4600 

13.8 

28.6 

B 

136 

30.7 

84.3 

5.25 

0.85a 

Principal  Utilities  Fund-A2/451-5447 

—  * 

19.4 

A 

88 

21.5 

6.6 

4.75 

1.15a 

B 

B 

Prudential  Equity  Fund-A/225-1852 

14.1 

22.6 

C 

5,732 

24.6 

9.9 

5.00 

0.88 

D 

A 

Prudential  Equity  lncome-A/225-1852 

13.5 

24.7 

C 

2,330 

21.2 

5.4 

5.00 

0.94 

B 

C 

Prudential  Small  Co  Value-A/225-1852 

13.8 

23.8 

C 

1,235 

17.7 

0.6 

t 

1.24 

D 

A+ 

Prudential  Utility  Fund-A/225-1852 

14.2 

24.1 

D 

4,982 

23.2 

5.2 

5.00 

0.82 

Putnam  Capital  Appreciation-A/225-1581 

—  * 

28.6 

- 

3,637 

27.3 

3.3 

5.75 

1.20 

Putnam  Diversified  Equity-A/225-1581 

—  * 

23.4 

- 

684 

31.0 

9.8 

5.75 

1.37 

0 

B 

Putnam  Equity  lncome-A/225-1581 

12.0 

24.3 

A 

1,726 

24.1 

22.8 

5.75 

1.06 

D 

A 

Putnam  Fund  for  Growth  &  lnc-A/225-1581 

13.7 

24.1 

C 

36,529 

26.1 

23.4 

5.75 

0.86 

F 

A 

Putnam  Global  Natural  Resources-A/225-1581 

9.0 

14.9 

B 

366 

22.9 

10.9 

5.75 

1.23 

Putnam  Growth  &  Income  ll-A/225-1 581 

—  * 

23.3 

- 

2,880 

26.1 

19.4 

5.75 

1.00 

B 

B 

Putnam  Health  Sciences-A/225-1581 

16.7 

30.8 

B 

3,984 

41.1 

13.4 

5.75 

1.08 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset 
full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  lFormerly  New  Age  Media.  2Formerly  Princor  funds. 
Sources:  Forbes;  Upper  Analytical  Services-;  Morningstar,  Inc. 

minimum  for 
sponsor. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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Once  is  not 
enough. 
Time  it  twice, 


Ref.  3712 

The  Portuguese  Rattrapante 
split-seconds  chronograph  in  rose 
gold,  platinum  or  stainless  steel 
with  flyback  for  recording  an 
intermediate  or  second  time.  The 
Portuguese  Chronographs  start 
at  $  5  950-  (the  Rattrapante 
model  shown  in  steel  $  8  500.-). 


IWC 


Mozaf faria  n 

245  Post  Street  •  San  Francisco.  CA  94108 
Kl  (415)  392-1200.  Fax  (415)  392-6660 

St.  Francis  Hotel  •  Union  Square 

335  Powell  Street  •  San  Francisco.  CA  l>4102 

fel  (415)  433-4333.  Fax  (415)  433-4334 


For  complete  IWC  catalog 

please  call  (800)432-9330 

http://www.iwc.ch 


AT  STOCK    FUNDS  /Fund  Survey 


Fund/800  phone 


Annualized  total  return    Tax        Asse 
8/31/87        3-year  efficiency  6/30/ 

to  (Smi 

6/30/98 


Standard  &  Poor's  500  stock  average" 
Forbes  stock  fund  composite 


15.2% 
13.4% 


30.1% 
23.4 


Putnam  Investors  Fund-A/225-1581 .  15.0%  31.6% 

Putnam  New  0pportunities-AV225-158"l  17.1  26.2 

Putnam  New  Value/225-1581  — *  20.8 

Putnam  OTC  &  Emerging  Growth-A/225-1581  15.0  21.6 

Putnam  Utilities  Growth  &  lnc-A/225-1581  — *  20.6 

Putnam  Vista  Fund-A/225-1581  15.0  27.4 


Putnam  Voyager  Fund-A/225-1581 
Putnam  Voyager  ll-A/225-1581 
Quantitative  Growth  &  lnc-0/331-1244 
Quantitative  Small  Cap-07331-1244 
Reich  &  Tang  Equity/676-6779 
Reynolds  Blue  Chip  Growth/773-9665 


16.4 

* 

14.4 

* 

11.5 


25.7 
24.3 
27.3 
17.6 
15.1 
32.4 


Riggs-Small  Company  Stock-R3/934-3883 
Riggs-Stock  Fund-R3/934-3883 

F         A+       Rightime  Blue  Chip/866-9393 

F         A+       Rightime  Fund/866-9393 

Rightime  MidCap  Fund/866-9393 
Riverfront  Income  Equity-A/424-2295 


10.6 


27.2 
26.3 
14.5 
9.5 
13.0 
22.1 


Rydex-Nova  Fund/820-0888 
Rydex-OTC  Fund/820-0888 
Rydex-Ursa  Fund/820-0888 
Safeco  Equity  Fund/426-6730 
Safeco  Growth  Fund/426-6730 
Safeco  Income  Fund/426-6730 


15.8 
16.3 
12.2 


38.3 
36.7 
-17.6 
25.5 
33.3 
25.7 


Safeco  Northwest  Fund/426-6730 
B         D         Salomon  Brothers  Capital-A/725-6666 
C         C         Salomon  Brothers  Investors  Fund-A/725-6666 
C         C         Salomon  Brothers  Opportunity/725-6666 

Schroder  Capital-US  Small  Cos-lnv/730-2932 
Schroder  Series-Large  Cap  Equity/730-2932 


11.5 
13.3 
13.4 


18.9 
30.7 
28.7 
25.2 
27.0 
25.9 


Schroder  Series-Small  Cap  Value/730-2932 
Schwab  1000  Fund-lnvestor/435-4000 
Schwab  Small  Cap  lndex-lnvestor/435-4000 
Schwartz  Value  Fund/4 
Scout  Stock  Fund/996-2862 
Scudder  Development  Fund/225-2470 


9.8 
11.9 


22.2 
29.0 

19.1 
16.2 
14.4 
14.9 


Scudder  Growth  &  Income/225-2470 
Scudder  Large  Company  Growth/225-2470 
Scudder  Large  Company  Value/225-2470 
Scudder  Value  Fund-S  Shares/225-2470 
Security  Equity  Fund-A/888-2461 
Security  Growth  &  lncome-A/888-2461 


14.5 

* 

13.8 

-■ 

15.9 
9.8 


25.8 
28.0 
25.8 
27.3 
29.1 
21.5 


$3,98! 

18.581 

96' 

4,30il 

1,49* 

5,08". 


22,19? 

1,383 

e; 

61 

8: 
8: 


5; 
in 

27: 

101 
61 

10 


Robertson  Stephens  Emerging  Growth-A/766-3863  — *  26.3  0  32C 

Robertson  Stephens  Value  +  Growth-A/766-3863  — *  16.0  A  m 

Rodney  Square  Large  Cap/336-9970  14.2  25.4  F  211 

Royce  Fund-Premier/221-4268  — *  16.5  A  59fl 

Royce  Micro-Cap  Fund/221-4268  — *  17.9  B  208 

Royce  Pennsylvania  Mutual-lnvest/221-4268  11.6  18.0  F  666 


92^ 

50? 

42C 

D        1.85C 

F        1.646 

D  48C 


9^ 
3,666 

52/ 

74 

19! 

844 


8.277 

385 

2,416 

551 

98/ 

9? 


Three-year  return  6/30/95  through  6/30/98   ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A. 
'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  §Distributor 
may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of  expenses  by  fund  sponsc 
b:  Includes  back-end  load  that  reverts  to  distributor   NA:  Not  applicable  or  not  available.  'Reflects  performanc 
of  Information  Sciences  prior  to  March  1992  merger,  formerly  Quantitative  Numeric.  'Formerly  Rimco  Monument  f 
;  P4S-644-8500. 
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Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

28.2 

$14.0 

$1.14 

36.7 

$26.1 

:  ^::: 

$1.00 

41.1 

9.5 

5.75 

1  06 

26.6 

7.8 

5.75 

1.22 

42.4 

1.0 

5.75 

1.16 

24.2 

4.6 

5.75 

1.05 

36.2 

6.4 

5.75 

1.04 

36.3 

10.7 

5.75 

1.02 

37.5 

6.5 

5.75 

1.22 

19.5 

40.5 

1.00b 

1.69a 

22.7 

0.8 

1.00b 

1.90a 

29.3 

2.1 

none 

1.21 

397 

71.3 

none 

1.40 

238 

0.7 

2.00b 

1.53 

24.7 

13.5 

2.00b 

1.35 

30.0 

44.7 

4.75 

2.06 

31.0 

15.4 

none 

2.47 

27.3 

2.9 

4  75 

2.17 

23  5 

1  1 

4.50 

1.74 

44.1 

0.9 

none 

1.50 

33.3 

10.8 

none 

1.44 

29.0 

11.3 

4.00 

1.38 

19.5 

0.6 

none§ 

1.24 

15.8 

0.2 

none§ 

1.49a 

17.2 

0.4 

none§ 

1.05 

NA 

NA 

none 

1.11 

45.1 

60.6 

none 

1.13 

NA 

NA 

none 

1.34 

27.1 

61.7 

none 

0.70 

29.1 

0.7 

none 

0.69 

25.3 

18.1 

none 

0.81 

29.2 

0.8 

none 

1.10 

NA 

NA 

4.75 

1.46 

26.2 

10.3 

4.75 

0.95 

19.8 

13.5 

none 

1.16 

27.5 

1.0 

none 

1.43a 

21.7 

23.6 

none 

1.21 

18.3 

0.8 

none 

1.29 

30.5 

31.5 

none 

0.46a 

25.6 

0.8 

none 

0.49a 

21.9 

0.4 

none 

1.91 

26.0 

5.7 

none 

0.86 

37.2 

1.1 

none 

1.40 

23.5 

15.1 

none 

0.76 

40.4 

76.3 

none 

1.32 

21.4 

21.2 

none 

0.90 

21.1 

9.7 

none 

1.28 

22.3 

16.8 

5.75 

1.02 

22.5 

6.5 

5.75 

1.21 

Sources:  Forbes;  Upper  Analytical  Services;  Morningstar.  Inc. 

Rules,  page  160. 

For  more  funds:  www.forbes.com/funds 
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CAPITALIZE  ON 
EUROPE'S  OPPORTUNITIES 


T.  Rowe  Price  European  Stock 
Fund  invests  in  large  and  small 
European  companies  positioned 
to  benefit  from  opportunities 
arising  throughout  this  dynamic 
region.  And,  as  the  chart  shows, 
the  fund  has  outperformed  the 
average  of  its  peer  funds  over  time. 
International  investing  has  special 
risks,  including  currency  fluctu- 
ation and  limited  geographic 
focus.  Of  course,  past  performance 
cannot  guarantee  future  results.  No  sales  charges. 


How  $10,000  Invested  2/28/90 
Would  Have  Grown  vs.  Coinpetilors 


I  European  sru^k  Fund 
ippi  i  i  uropean  Region 
Funds  Average 


Call  24  hours  for  your 
free  investment  kit 
including  a  prospectus 

J  1-800-541-8460 

•  www.tiov,  epnce.com 


Invest  Willi  Confidena 

TRoweRice 


CM 


30.80"o  22.0>  i"i.  .iikI  13.6 1"<>  are  the  fund's  average  animal  total  returns  for  the  l-year,  5-year,  and  since 
inception  •  2/28  901  periods  ended  6/30/98,  respectively.  Figures  include  changes  in  principal  value,  reinvested  dividends, 
and  capital  gain  distributions  since  inception,  Investmeni  return  and  principal  value  will  vary,  and  shares  ma\  be  worth 
more  or  less  at  redemption  than  ai  original  purchase.  (Source:  Lipper  Analytical  Services,  Inc.)  Read  the  prospectus 
carcfnlh  before  investing.  I'  Rowe  Price  Investment  Services,  Inc..  Distributor.  ESF043290 


Indian   colleges 

EBgh 

depend   on   donations . 

BaJflBBa^ 

Like    this    space. 

1-800-776-FUND. 
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STOCK     FUNDS  /Fund  Survey 

Hd 

Fund/800  phone                                               Annualized  total  return 

Tax 

Assets 

Weighted 

Median 

Maximum 

Annual 

8/31/87 
to 

3-year 

efficiency 

6/30/98 
($mil) 

average 
P/E 

market 
cap 

sales 
charge 

expenses 
per 

6/30/98 

30.1% 

($bil) 

$100 

1  Standard  &  Poor's  500  stock  average 

15.2% 

* 

B 

F 

|  Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Security  Ultra  Fund-A/888-2461 

6.7% 

17.6% 

C 

"•$88 

23.4 

$2.1 

5.75% 

$1.23 

Sefton  Equity  Value/524-2276 

—  * 

23.0 

- 

83 

15.5 

16.0 

none 

1.41a 

B 

C 

Selected  American  Shares/243-1575 

15.6 

31.4 

F 

2,729 

25.5 

31.5 

none 

0.96 

C 

D 

Selected  Special  Shares/243-1575 

12.1 

23.8 

F 

91 

32.3 

5.1 

none 

1.28 

B 

D 

Seligman  Capital  Fund-A/221-7844 

12.7 

24.7 

F 

334 

30.8 

3.7 

4.75 

1.05 

D 

B 

Seligman  Common  Stock-A/221-7844 

12.1 

20.4 

F 

886 

24.4 

16.2 

4.75 

1.13 

A+ 

D 

Seligman  Commun  &  lnfo-A/221-7844 

19.7 

13.8 

D 

5,313 

28.5 

1.5 

4.75 

1.53 

Seligman  Frontier  Fund-A/221-7844 

* 

16.9 

C 

992 

30.7 

0.6 

4.75 

1.48 

C 

D 

Seligman  Growth  Fund-A/221-7844 

12.5 

25.4 

F 

891 

35.4 

21.1 

4.75 

1.16 

D 

B 

Sentinel  Common  Stock-A/282-3863 

12.9 

25.3 

F 

1,776 

26.2 

24.3 

5.00 

1.05 

D 

C 

Sentinel  Growth  Fund-A/282-3863 

9.7 

22.6 

F 

103 

26.6 

4.4 

5.00 

1.32 

Sentinel  Small  Company-A/282-3863 

—  * 

18.5 

F 

131 

24.9 

0.9 

5.00 

1.36 

D 

B 

Sentry  Fund/533-7827 

11.7 

22.0 

F 

121 

23.7 

3.4 

none 

0.83 

B 

A 

Sequoia  Fund/686-6884 

19.1 

39.5 

B 

4,809 

31.7 

32.7 

t 

1.00a 

D 

■  D 

Shadow  Stock  Fund/996-2862 

—  * 

20.9 

F 

51 

18.6 

0.2 

none 

1.13 

A 

C 

SIFE  Trust-Class  A-ll/524-7433 

17.0 

32.9 

F 

1,250 

21.4 

13.0 

5.00 

1.50 

C 

B 

SIT  Large  Cap  Growth/332-5580 

14.5 

30.6 

C 

117 

38.0 

22.0 

none 

1.00 

B 

D 

SIT  MidCap  Growth/332-5580 

14.0 

24.0 

F 

402 

35.9 

3.4 

none 

0.92a 

SIT  Small  Cap  Growth/332-5580 

—  * 

18.1 

- 

57 

34.5 

0.6 

none 

1.50 

Skyline  Fund-Small  Cap  Value  Plus'/458-5222 

—  * 

24.3 

C 

165 

17.4 

1.0 

none 

1.51 

A 

C 

Skyline  Fund-Special  Equities/458-5222 

17.2 

25.8 

F 

536 

17.0 

0.5 

t 

1.46 

B 

D 

SB  Aggressive  Growth-A/451-2010 

12.8 

18.7 

B 

731 

23.9 

8.5 

5.00 

1.20 

D 

A 

SB  Appreciation  Fund-A/451-2010 

12.8 

23.5 

F 

4,412 

25.1 

38.4 

5.00 

0.95 

D 

B 

SB  Fundamental  Value-A/451-2010 

12.0 

17.5 

B 

1,526 

25.4 

19.5 

5.00 

1.14 

C 

A 

SB  Inc-Premium  Total  Return-A/451-2010 

14.0 

21.2 

C 

4,507 

22.8 

7.6 

5.00 

1.11 

SB  lnvest-Contrarion-A/451-2010 

—  * 

11.6 

- 

717 

24.9 

0.8 

5.00 

1.28 

D 

B 

SB  Invest-Large  Cap  Value-A2/451-2010 

12.6 

24.5 

F 

941 

25.6 

20.6 

5.00 

0.92 

B 

F 

SB  Invest-Special  Equities-A/451-2010 

7.8 

10.1 

A 

386 

39.1 

1.1 

5.00 

1.20 

D 

C 

SB  Large  Cap  Blend-AV451-2010 

10.9 

22.3 

B 

342 

28.0 

21.3 

5.00 

1.09 

■  D 

■  D 

SB  Small  Cap  Blend/451-2010 

* 

20.3 

B 

76 

24.7 

1.8 

5.00 

1.21 

Smith  Breeden-Equity  Mkt  Plus/221-3138 

—  * 

30.1 

D 

155 

NA 

NA 

none 

0.88a 

B 

B 

Sound  Shore  Fund/754-8758 

15.2 

28.3 

B 

1,987 

19.9 

5.0 

none 

1.08a 

■  B 

■  B 

Spartan  Market  Index/544-8888 

—  * 

29.9 

A 

5,793 

29.5 

42.1 

none 

0.19a 

A 

C 

Spectra  Fund/992-3863 

16.5 

26.8 

F 

180 

37.4 

13.4 

none 

1.96 

SSGA  Growth  &  Income/997-7327 

—  * 

29.2 

- 

123 

31.2 

28.3 

none 

0.95a 

SSGA  Matrix  Equity/997-7327 

* 

27.7 

C 

545 

28.0 

23.9 

none 

0.70a 

SSGA  S&P  500  Index/997-7327 

—  * 

29.9 

A 

1,774 

30.6 

44.7 

none 

0.16a 

SSGA  Small  Cap/997-7327 

* 

25.5 

A 

465 

24.1 

1.1 

none4 

1.05 

Stagecoach  Diversified  Eq  lnc-A/222-8222 

* 

21.9 

A 

280 

19.0 

12.7 

5.25 

1.12a 

C 

c 

Stagecoach  Equity  lndexV222-8222 

14.1 

28.9 

B 

602 

27.7 

7.6 

5.25 

0.89a 

Stagecoach  Equity  Value-A/222-8222 

* 

24.9 

F 

139 

20.3 

7.5 

5.25 

1.07a 

Stagecoach  Growth  Fund-A/222-8222 

—  * 

23.3 

B 

417 

28.3 

62.0 

5.25 

1.12 

Stagecoach  Strategic  Growth-A/222-8222 

* 

12.6 

C 

207 

97.5 

1.0 

5.25 

1.29a 

Standish  Equity  Fund/729-0066 

—  * 

29.6 

F 

219 

22.4 

4.7 

none 

0.71a 

Three-year  return  6/30/95  through  6/30/98   "Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 

tor  full  period    tClosed  to  new  investors,  a  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not 

applicable  or  not  available. 

'Formerly  Skyline  Special  Equities  II. 

formerly  Smith  Barney  Equity  Income.  'Formerly  Smith  Barney  Growth  &  Income:  reflects  performance  < 

f  Direct  Value 

prior  to  March  1994  merger. 

4Closed  to  new 

investors 

effective  Aug.  31.  1998.  formerly  Stagecoach  Corporate  Stocl 

Sources:  Forbes;  Upper  Analytical  Sc  vices;  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  wm\  orbes.com/funds 
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AT 

STOCK     FUNDS  /Fund  Survey 

JBCmBB 

1. :    1            •! 

Fund/800  phone                                               Annualized  total  return 

8/31/87        3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

1  Sxcdard  &  Poor's  500  stock  average 

15.2% 

30.1% 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

Standish  Small  Cap  Equity/729-0066 

* 

19.4% 

D 

$205 

30.7 

$0.3 

t 

$0.74a 

D 

A 

State  St  Research  Alpha  Fund-AV882-0052 

13.2% 

26.0 

C 

414 

20.3 

3.8 

4.50% 

1.25a 

State  St  Research  Aurora  Fund-A/882-0052 

—  * 

38.1 

- 

590 

20.3 

0.5 

t 

1.34 

State  St  Research  Capital-A/882-0052 

—  * 

12.6 

A 

1,158 

37.7 

6.1 

4.50 

1.21 

State  St  Research  Emerging  Growth-A/882-0052 

—  * 

21.8 

- 

121 

35.4 

1.5 

4.50 

1.35a 

C 

C 

State  St  Research  Equity  lnvest-A/882-0052 

13.3 

27.9 

D 

233 

31.9 

53.9 

4.50 

1.25a 

State  St  Research  Growth-A/882-0052 

—  * 

15.4 

D 

237 

39.5 

45.1 

4.50 

0.93 

c 

c 

State  St  Research  lnvestment-A/882-0052 

13.6 

28.5 

F 

2,327 

31.1 

56.6 

4.50 

0.76 

A 

F 

SteinRoe  Capital  Opportunities/338-2550 

10.7 

22.6 

A 

970 

49.4 

3.1 

none 

1.23 

C 

B 

SteinRoe  Growth  &  lnc/338-2550 

13.9 

26.4 

C 

390 

29.6 

33.2 

none 

1.08 

B 

D 

SteinRoe  Growth  Stock/338-2550 

13.6 

29.8 

F 

717 

43.4 

68.0 

t 

1.04 

C 

C 

SteinRoe  Special  Fund/338-2550 

13.1 

18.5 

D 

1,222 

29.2 

2.3 

none 

1.16 

SteinRoe  Special  Venture/338-2550 

—  * 

15.3 

- 

190 

22.2 

0.6 

none 

1.32 

SteinRoe  Young  Investor/338-2550 

—  * 

32.9 

- 

781 

37.6 

13.1 

none 

1.41 

STI  Capital  Growth-lnvestor/342-5734 

* 

27.1 

D 

394 

30.1 

19.6 

3.75 

1.80a 

STI  Value  Income  Stock-lnvestor/342-5734 

* 

23.1 

0 

390 

24.4 

5.5 

3.75 

1.30a 

D 

A 

Stratton  Growth  Fund/634-5726 

13.1 

26.9 

D 

66 

21.2 

9.2 

none 

1.06 

F 

A+ 

Stratton  Monthly  Div  REIT  Shs/634-5726 

8.4 

11.9 

A 

92 

19.6 

0.5 

none 

0.98 

Stratton  Small-Cap  Yield/634-5726 

* 

24.8 

A 

55 

17.3 

0.4 

none 

1.39 

Strong  American  Utilities/368-3863 

—  * 

20.6 

- 

191 

24.2 

19.3 

none 

1.01 

■  A 

■  A 

Strong  Common  Stock/368-3863 

—  * 

22.3 

F 

1,657 

24.3 

2.3 

t 

1.17 

■  C 

■  D 

Strong  Discovery  Fund/368-3863 

—  * 

11.9 

C 

377 

30.6 

1.6 

none 

1.32 

Strong  Growth  Fund/368-3863 

* 

25.1 

- 

1,696 

45.2 

13.1 

none 

1.27 

c 

A 

Strong  Opportunity  Fund/368-3863 

13.9 

22.9 

D 

2,173 

24.2 

5.0 

none 

1.23 

■  A 

■  C 

Strong  Schafer  Value/368-3863 

—  * 

22.2 

A 

2,041 

19.2 

4.1 

none 

1.18 

C 

D 

SunAmerica  Blue  Chip  Growth-A/858-8850 

10.0 

25.8 

D 

122 

31.7 

33.5 

5.75 

1.52 

SunAmerica  Growth  &  lncome-A/858-8850 

—  * 

31.1 

- 

144 

30.4 

34.1 

5.75 

1.49 

B 

D 

SunAmerica  Mid-Cap  Growth-A/858-8850 

11.4 

17.6 

D 

56 

36.8 

4.0 

5.75 

1.61 

A 

F 

SunAmerica  Small  Co  Growth-A/858-8850 

13.5 

15.6 

C 

241 

38.3 

2.0 

5.75 

1.51 

Target  Large  Cap  Growth/442-8748 

—  * 

25.5 

B 

297 

37.9 

22.7 

none2 

0.73 

Target  Large  Cap  Value/442-8748 

—  * 

24.0 

C 

293 

21.4 

15.1 

none2 

0.72 

Target  Small  Cap  Growth/442-8748 

—  * 

21.0 

B 

179 

26.7 

0.9 

none2 

0.79 

Target  Small  Cap  Value/442-8748 

—  * 

20.7 

B 

164 

19.8 

0.9 

none2 

0.81 

TCW/DW  Small  Cap  Growth-A/869-6397 

* 

24.0 

- 

356 

46.7 

1.0 

5.25 

1.50 

TCW/DW  Total  Return-A/869-6397 

—  * 

22.8 

- 

160 

29.0 

16.6 

5.25 

1.35 

• 

Third  Avenue  Value/443-1021 

—  * 

20.2 

A 

1,875 

25.9 

1.3 

t 

1.08 

Thompson  Plumb  Growth  Fund/999-0887 

—  * 

28.5 

A 

66 

28.4 

14.3 

none 

1.42 

Tip  Funds-Clover  Equity  Value/932-7781 

—  * 

17.7 

B 

116 

25.5 

1.6 

none 

1.12a 

D 

B 

Tocqueville  Fund/697-3863 

12.4 

21.4 

C 

71 

28.3 

4.4 

4.00 

1.40a 

Torray  Fund/443-3036 

—  * 

35.4 

A 

1,564 

26.8 

17.9 

none 

1.09 

■  C 

■  C 

Tower-Capital  Appreciation-A/341-7400 

—  * 

29.5 

D 

348 

22.9 

40.0 

4.50 

1.23 

Turner  Growth  Equity/224-6312 

—  * 

29.5 

F 

110 

41.6 

22.8 

none 

1.03 

Tweedy,  Browne  American  Value/432-4789 

—  * 

29.1 

- 

1,138 

21.3 

4.5 

none 

1.39a 

■  D 

■  A 

UAM-C&B  Equity-lnst/638-7983 

—  * 

23.6 

F 

160 

22.5 

7.3 

none 

0.82 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 
for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  State  Street  Research  Equity  Income.  Quarterly  advisory  fee. 
Sources:  Forbes:  Upper  Analytical  Services:  Morningstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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AT 
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HCwIBI 

Fund/800  phone 

Standard  &  Poor's  500  stock  average 

Annualized  to 
8/31/87 

to 
6/30/98 

15.2% 

tal return 
3-year 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

\'*i'M*\'J!iiyii*H 

30.1% 

• 

■  c 

■  C 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

UAM-DSI  Disciplined  Value-lnst/638-7983 

—  * 

24.3% 

F 

$105 

21.2 

$9.5 

none 

$1.04 

UAM-FMA  Small  Company-lnst/638-7983 

—  * 

26.1 

D 

205 

23.9 

0.8 

none 

1.03a 

UAM-ICM  Equity-lnst/638-7983 

—  * 

24.8 

- 

52 

14.2 

6.1 

none 

0.90a 

UAM-McKee  Domestic  Equity-lnst/638-7983 

—  * 

22.3 

- 

56 

19.3 

4.8 

none 

1.00 

UAM-Rice  Hall  James  Small  Cap-lnst/638-7983 

—  * 

23.1 

- 

54 

24.4 

0.2 

none 

1.16 

UAM-Sirach  Growth-lnst/638-7983 

—  * 

28.2 

- 

133 

37.2 

13.1 

none 

0.90 

■  A 

■  F 

UAM-Sirach  Special  Equity-lnst/638-7983 

—  * 

19.3 

F 

259 

38.4 

1.2 

none 

0.91 

UAM-Sterling  Partners  Equity-lnst/638-7983 

—  * 

26.6 

D 

60 

17.0 

6.9 

none 

0.99a 

UAM-TS&W  Equity-lnst/638-7983 

—  * 

21.9 

- 

99 

26.3 

24.6 

none 

0.98 

D 

B 

United  Accumulative  Fund-A/366-5465 

13.2% 

24.8 

F 

1,831 

33.4 

23.7 

5.75% 

0.82 

B 

B 

United  Income  Fund-A/366-5465 

15.6 

24.8 

C 

7,280 

32.6 

33.4 

5.75 

0.84 

A 

D 

United  New  Concepts-A/366-5465 

14.4 

21.1 

B 

857 

43.7 

1.8 

5.75 

1.25 

B 

0 

United  Science  &  Technology-A/366-5465 

15.3 

22.5 

D 

1,389 

49.0 

10.4 

5.75 

1.02 

D 

C 

United  Vanguard  Fund-A/366-5465 

11.2 

17.1 

F 

1,617 

33.5 

26.7 

5.75 

1.07 

B 

F 

USAA  Mutual-Aggressive  Growth/382-8722 

11.2 

21.7 

B 

796 

38.9 

1.2 

none 

0.70 

USAA  Mutual-Growth  &  Income/382-8722 

—  * 

24.5 

A 

1,145 

22.8 

11.1 

none 

0.84 

D 

B 

USAA  Mutual-Growth/382-8722 

11.3 

17.0 

D 

1,444 

31.5 

15.6 

none 

0.96 

D 

A 

USAA  Mutual-Income  Stock/382-8722 

13.5 

21.2 

C 

2,601 

23.2 

11.4 

none 

0.65 

C 

C 

Value  Line  Fund/223-0818 

13.5 

23.6 

F 

404 

33.1 

10.7 

none 

0.78 

D 

A 

Value  Line  Income  Fund/223-0818 

10.8 

19.7 

D 

169 

38.8 

15.1 

none 

0.87 

B 

D 

Value  Line  Leveraged  Growth  lnv/223-0818 

14.3 

27.8 

D 

523 

39.1 

11.0 

none 

0.86 

C 

D 

Value  Line  Special  Situations/223-0818 

10.0 

23.5 

F 

146 

32.8 

1.0 

none 

1.08 

■  C 

■  B 

Van  Eck/Chubb  Growth  &  lncome-A/221-2220 

—  * 

24.1 

B 

81 

18.8 

10.6 

4.75 

1.25a 

Van  Eck  Global  Hard  Assets-A/221-2220 

* 

15.3 

- 

59 

24.9 

1.0 

4.75 

1.97a 

■  C 

■  C 

Vanguard  Equity  Income/835-1510 

—  * 

25.8 

C 

2,528 

20.6 

21.9 

none 

0.42 

C 

D 

Vanguard  Explorer  Fund/835-1510 

11.2 

14.8 

B 

2,546 

22.9 

0.8 

none 

0.59 

B 

C 

Vanguard  Growth  &  Income/835-1510 

15.5 

30.9 

D 

4,060 

19.7 

23.0 

none 

0.36 

■  B 

■  D 

Vanguard  Index-Extended  Mkt/835-1510 

* 

23.0 

B 

2,963 

22  4 

1.5 

0.251 

0.23 

B 

C 

Vanguard  lndex-500  Portfolio/835-1510 

15.1 

30.1 

B 

64,281 

21.9 

34.1 

none 

0.19 

Vanguard  lndex-Growth/835-1510 

—  * 

33.2 

A 

4,149 

26.9 

56.3 

none 

0.20 

B 

D 

Vanguard  Index-Small  Cap  Stock/835-1510 

10.9 

20.0 

B 

2,913 

21.0 

0.8 

0.50* 

0.23 

Vanguard  Index-Total  Stock  Mkt/835-1510 

—  * 

27.7 

A 

7,198 

22.1 

15.5 

none 

0.20 

Vanguard  lndex-Value/835-1510 

—  * 

26.8 

B 

2,288 

18.2 

18.6 

none 

0.20 

B 

C 

Vanguard/Morgan  Growth/835-1510 

14.1 

28.2 

F 

3,298 

21.8 

8.6 

none 

0.48 

B 

c 

Vanguard/Primecap  Fund/835-1510 

15.5 

25.1 

A 

10,520 

18.7 

9.2 

none 

0.51 

D 

A 

Vanguard  Special— Energy/83 5- 1 510 

11.2 

19.2 

B 

1,126 

19.2 

5.0 

none§ 

0.38 

A 

B 

Vanguard  Special-Health  Care/835-1510 

19.8 

32.8 

B 

6,707 

28.8 

16.6 

none§ 

0.40 

Vanguard  Special-Utilities  lnc/835-1510 

—  * 

18.1 

B 

754 

17.8 

5.0 

none 

0.44 

Vanguard  Tax-Managed-Cap  Apprec/835-1510 

—  * 

26.4 

- 

1,239 

23.8 

11.1 

none§ 

0.17 

Vanguard  Tax  Managed-Growth  &  lnc/835-1510 

—  * 

30.2 

- 

995 

21.9 

35.0 

none§ 

0.17 

C 

C 

Vanguard/Trustees'  Equity-US/835- 1510 

12.5 

27.4 

F 

196 

22.3 

12.7 

none 

0.53 

B 

B 

Vanguard  US  Growth/835-1510 

16.9 

31.1 

A 

10,722 

31.3 

66.7 

none 

0.38 

B 

C 

Vanguard/Windsor  Fund/835-1510 

13.1 

22.4 

D 

22,131 

16.7 

8.7 

t 

0.28 

B 

B 

Vanguard/Windsor  11/835-1510 

15.2 

30.2 

C 

30,606 

20.1 

25.5 

none 

0.40 

C 

C 

VanKamp  Amer  Comstock-A/42 1-5666 

12.7 

26.2 

F 

1,855 

24.4 

6.7 

5.75 

0.94 

A 

D 

VanKamp  Amer  Emerging  Growth-A/42 1-5666 

16.7 

27.5 

C 

4,504 

42.1 

3.7 

5.75 

1.01 

B 

D 

VanKamp  Amer  Enterprise-A/42 1-5666 

14.2 

27.1 

F 

2,849 

30.0 

10.5 

5.75 

0.93 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  tor  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset 
minimum  for  full  period.  tCicsed  to  new  investors    tDistributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  fund  shareholders.  §0istributor  may 
impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor   b:  Includes  back-end  load  that  reverts  to  distributor. 
NA:  Not  applicable  or  not  available. 
Sources:  Forbes:  Upper  Analytical  Services.  Mormngstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.lorbes.com/funds 
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MARKET 

PERFORMANCE 

Fund/800  phone                                                Annualized  total  return       Tax 

8/31/87        3-year     efficiency 

to 
6/30/98 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

T 

E^3 

Standard  &  Poor's  500  sto^k  average 

15.2% 

30.1% 

c 

c 

Forbes  stock  fund  composite 

13.4% 

23.4% 

28.2 

$14.0 

$1.14 

VanKamp  Amer  Growth  &  lnc/421-5666 

12.3% 

24.5% 

D 

$1,423 

25.4 

$13.0 

5.75% 

$0.94 

c 

c 

VanKamp  Amer  Pace  Fund-A/421-5666 

12.1 

26.7 

F 

3,840 

27.4 

10.8 

5.75 

0.89 

VanKamp  Amer  Real  Estate-A/421-5666 

* 

20.8 

- 

147 

25.9 

0.8 

4.75 

1.77 

VanKamp  Amer  Utility  Fund-A/421-5666 

* 

20.3 

- 

153 

23.1 

5.4 

5.75 

1.42 

■  c 

■  A 

Victory-Diversified  Stock-A/554-3862 

* 

27.3 

F 

1,024 

28.0 

18.9 

5.75 

1.01a 

Victory-Growth  Fund-A/554-3862 

—  * 

30.4 

- 

242 

33.7 

49.4 

5.75 

1.36a 

■  A 

■  D 

Victory-Ohio  Regional  Stock-A/554-3862 

—  * 

20.3 

C 

55 

20.7 

1.9 

5.75 

1,25a 

Victory-Special  Growth-A/554-3862 

—  * 

13.7 

- 

125 

39.2 

0.5 

5.75 

1.40a 

Victory-Special  Value-A/554-3862 

* 

19.4 

- 

453 

24.7 

2.7 

5.75 

1.41a 

Victory-Stock  lndex-A/554-3862 

* 

29.5 

- 

622 

29.4 

40.1 

5.75 

0.56a 

Victory-Value  Fund-A/554-3862 

—  * 

27.2 

- 

541 

27.1 

32.3 

5.75 

1.34a 

Vintage  Equity  Fund-SV554-3862 

—  * 

28.4 

- 

209 

21.9 

29.9 

none 

1.39a 

■  B 

■  C 

Vontobel  US  Value/527-9500 

—  * 

28.4 

D 

245 

25.7 

20.2 

none 

1.58a 

Wachovia  Growth  &  lncome2/994-4414 

—  * 

28.8 

A 

128 

23.8 

26.1 

4.50 

1.14 

Wadded  &  Reed  Growth-B/366-5465 

* 

22.9 

A 

349 

38.6 

1.8 

3.00b 

2.13 

Waddell  I  Reed  Total  Return-B/366-5465 

—  * 

22.3 

A 

483 

32.4 

33.1 

3.00b 

1.92 

B 

B 

Warburg  Pincus  Cap  Apprec-C/257-5614 

15.3 

30.0 

D 

714 

32.3 

22.8 

none 

0.98 

■  A 

■  D 

Warburg  Pincus  Emerg  Growth-C/257-5614 

* 

21.6 

A 

1,829 

38.1 

2.2 

none 

1.18 

■  D 

■  A 

Warburg  Pincus  Growth  &  lnc-C/257-5614 

—  * 

16.1 

C 

815 

22.7 

11.3 

none 

1.18 

B 

D 

Wasatch  Aggressive  Equity/551-1700 

12.9 

15.2 

B 

170 

26.5 

0.5 

t 

1.50a 

B 

C 

Wasatch  Growth  Fund/551-1700 

14.0 

22.9 

C 

196 

23.5 

0.5 

none 

1.50 

Wasatch  Micro-Cap  Fund/551-1700 

—  * 

34.6 

- 

149 

27.1 

0.2 

t 

2.50a 

Wasatch  Mid-Cap  Fund/551-1700 

* 

10.1 

A 

53 

32.6 

0.6 

none 

1.75a 

C 

B 

Washington  Mutual  Investors/421-9900 

14.9 

29.2 

C 

46,925 

25.0 

22.9 

',  75 

0.62 

Weitz  Partners  Value/232-4161 

—  * 

33.4 

- 

187 

26.3 

4.0 

none 

1.24 

Weitz  Series  Fund-Hickory/232-4161 

—  * 

44.6 

A 

206 

24.1 

0.9 

none 

1.46a 

C 

■  B 

Weitz  Series  Fund-Value/232-4161 

* 

33.0 

D 

557 

25.5 

4.0 

none 

1.27 

■  B 

■  B 

Westcore-Blue  Chip  Fund/392-2673 

—  * 

28.5 

F 

74 

24.2 

9.6 

none 

1.15a 

Westcore-MIOCO  Growth/392-2673 

* 

17.7 

- 

585 

NA 

NA 

none 

1.11 

Westcore-Small  Cap  Opportunity/392-2673 

—  * 

26.8 

- 

68 

19.5 

0.7 

none 

1.30a 

C 

B 

Westwood  Equity  Fund-Retail/422-3554 

13.8 

27.7 

F 

201 

31.0 

13.1 

none 

1.59a 

White  Oak  Growth  Stock/888-4625 

—  * 

35.0 

A 

748 

34.9 

43.0 

none 

1.00a 

Wilshire  Target-Large  Co  Growth-lnv/645-6561 

* 

32.0 

A 

107 

30.6 

60.8 

none 

0.81a 

0 

C 

Winthrop  Focus-Growth-A/225-8011 

11.3 

26.0 

C 

118 

28.4 

32.7 

4.75 

1.32 

0 

B 

Winthrop  Focus-Growth  &  lncome-A/225-8011 

12.8 

28.0 

C 

206 

27.2 

15.0 

4.75 

1.16 

c 

C 

Winthrop  Focus-Small  Co  Value-A/225-8011 

12.1 

16.8 

A 

312 

19.0 

0.9 

4.75 

1.28 

WM  Emerging  Growth-A/543-8072 

—  * 

14.8 

B 

153 

41.0 

1.0 

5.50 

1.61 

.0 

B 

WM  Growth  &  lncome-A/543-8072 

12.8 

26.2 

B 

641 

28.5 

19.6 

5.50 

1.99 

WM  Growth  Fund-A/543-8072 

—  * 

23.5 

B 

164 

39.3 

7.7 

5.50 

1.66 

B 

0 

WM  Northwest  Fund-A/543-8072 

13.6 

22.4 

C 

315 

28.5 

1.1 

5.50 

1.01 

B 

D 

WPG  Growth  &  Income/223-3332 

14.2 

31.9 

F 

153 

34.4 

52.5 

none 

1.05 

WPG  Quantitative  Equity/223-3332 

—  * 

24.8 

F 

74 

26.5 

36.4 

none 

1.01 

C 

D 

WPG  Tudor  Fund/223-3332 

10.2 

16.6 

F 

138 

20.3 

1.4 

none 

1.06 

■  D 

■  A 

Wright  Selected  Blue  Chip/888-9471 

* 

23.0 

D 

273 

18.4 

2.3 

none 

1.08 

Yacktman  Fund/525-8258 

—  * 

20.4 

B 

796 

16.9 

1.5 

none 

0.86a 

ZweigSeries-Appreciation-A/272-2700 

* 

19.9 

C 

606 

17.4 

1.7 

5.50 

1.49 

■  D 

■  A 

Zweig  Series-Strategy-A/272-2700 

—  * 

15.8 

C 

1,271 

17.6 

6.0 

5.50 

1.23 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 
for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA;  Not  applicable  or  not  available.  'Formerly  Amcore  Vintage  Equity,  formerly  MarketWatch  Equity. 
Sources:  Forbes:  Upper  Analytical  Services:  Merningstar,  Inc. 
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▲▼FUND     SURVEY 


Balanced  funds 


Balanced  funds  invest  in  both  bonds  and  stocks.  You  can 
create  your  own  balanced  fund.  Split  your  money 
between  a  good  bond  fund  and  a  good  stock  fund  and 
vary  the  proportions  as  you  think  market  conditions  dic- 
tate. But  if  you  want  the  whole  thing  in  a  single  package, 
a  balanced  fund  mav  be  for  you.  Be  aware,  though,  that 
the  funds  differ  among  themselves  in  policies  and  perfor- 


mances. Berwyn  Income  Fund  provides  a  fat  6.4%  yield 
and  does  well  in  "bear  markets — but  lags  in  bull  markets. 
Strong  Total  Return  Fund  is  the  mirror  opposite:  negli- 
gible yield,  and  poor  bear  market  performance  but  A+  in  i 
up  markets.  Funds  with  the  best  returns  in  recent  years 
invariably  lean  toward  equities.  They'll  be  more  volatile 
in  a  crunch  than  their  more  cautious  brethren. 


160 
140 

120 

100 

80 
60 


Ratio  scale  (6/30/93  =  100) 


Rising  markets 


Declining  markets 


Balanced  funds  are  measured  against  the 
cycles  of  this  price  performance  chart,  a 
50-50  blend  of  the  S&P  500  and  the  Merrill 
Lynch  corporate/government  bond  index. 


1993 


1994 


1995 


1996 


1997 


1998 


MARKET 

PERFORMANCE  1 

Fund/800  phone 

5-year 

annualized 

total 

return 

Yield 
% 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Sbil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 

A 

' 

Blended  stock  and  bond  markets  index 

14.8% 

4.0% 

Forbes  balanced  fund  composite 

13.8% 

2.8% 

$796 

26.2 

23.0 

$19.7 

$10.6 

none 

$1.08 

$0.86 

AARP  Growth-Balanced  Stock  &  Bond/225-2470 

* 

3.3% 

B 

D 

Advantus  Spectrum  Fund-A/665-6005 

12.9% 

2.1 

93 

36.7 

5.1 

5.00% 

1.25 

B 

C 

AIM  Advisor-Flex  Portfolio-A/347-1919 

15.9 

1.7 

692 

22.3 

19.5 

5.50 

1.45a 

AIM  Advisor-MultiFlex-A/347-1919 

— * 

1.2 

423 

23.5 

2.3 

5.50 

1.67a 

A 

D 

AIM  Balanced  Fund-A/347-1919 

17.0 

2.1 

1,817 

32.9 

7.2 

4.75 

0.98 

C 

C 

Alliance  Balanced  Shares-A/22 1-5672 

13.5 

2.0 

181 

29.3 

16.6 

4.25 

1.47 

C 

D 

Alliance  Growth  lnvestors-A/22 1-5672 

12.9 

1.0 

116 

30.6 

30.3 

4.25 

1.56 

c 

B 

Alliance  Income  Builder-A/22 1-5672 

12.6 

4.0 

60 

26.4 

59.1 

4.25 

2.09 

D 

C 

Alliance  Strategic  Balanced  Fund-A/22 1-5672 

10.8 

2.0 

53 

29.9 

29.3 

4.25 

1.40a 

C 

B 

American  Balanced  Fund/421-9900 

14.1 

3.4 

5,668 

24.1 

15.9 

5.75 

0.65 

B 

D 

American  Century  Balanced  Fund-lnv/345-2021 

13.5 

2.1 

1.017 

38.7 

52.5 

none 

1.00 

C 

B 

AmSouth  Balanced  Fund-Classic/554-3862 

13.1 

2.7 

391 

25.1 

15.1 

4.50 

1.29a 

Atlas  Balanced  Fund-A/933-2852 

* 

3.0 

85 

23.8 

18.1 

none 

1.20 

F 

A+ 

Berwyn  Income  Fund/992-6757 

9.8 

6.4 

170 

19.7 

7.6 

none 

0.65 

A 

0 

BlackRocK-Balanced  Fund-lnv  AV227-7236 

15.7 

1.8 

145 

28.2 

48.6 

4.50 

1.30 

Five-year  return  6/30/93  through  6/30/98.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose 
redemption  fee  whose  proceeds  revert  to  the  fund   a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable 
or  not  available   'Formerly  Compass  Balanced 
Sources:  Forbes:  Upper  Analytical  Services:  Morningstar.  Inc. 
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▲  T  BALANCED     FUNDS  /Fund  Survey 


MARKET 

PERFORMANCE 

UP       DOWN 

Fund/800  phone 

5-year 

annualized 

total 

return 

Yield 

% 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

A 

^J 

Blended  stock  and  bond  .markets  index 

14.8% 

4.0% 

B 

D 

Forbes  balanced  fund  composite 

13.8% 

2.8% 

26.2 

$19.7 

$1.08 

Boston  1784  Asset  Allocation/252-1784 

13.9% 

2.5% 

$51 

31.0 

$30.3 

none 

$0.98a 

Brinson  US  Balanced/448-2430 

* 

6.3 

82 

27.1 

11.8 

none 

0.80a 

BT  Investment-Lifecycle  Long  Range/730-1313 

— * 

2.3 

152 

28.1 

37.7 

none 

1.00a 

BT  Investment-Lifecycle  Mid  Range/730-1313 

— * 

2.9 

92 

28.4 

41.7 

none 

1.00a 

Buffalo  Balanced  Fund/996-2862 

— * 

5.5 

54 

19.7 

6.6 

none 

1.04 

A 

D 

Calamos  Convertible/323-9943 

15.4 

3.2 

87 

21.3 

7.8 

4.75% 

1.40 

C 

D 

Calvert  Social  Inv-Managed  Growth-A/368-2748 

12.5 

2.2 

739 

34.4 

10.5 

4.75 

1.10a 

C 

F 

CGM  Mutual  Fund/345-4048 

11.0 

2.6 

1,067 

20.2 

9.7 

none 

1.01 

C 

B 

Chase  Vista  Balanced  Fund/648-4782 

14.4 

2.5 

118 

26.7 

16.8 

5.75 

1.25a 

Chase  Vista  Equity  lncome-A/648-4782 

— * 

1.1 

110 

24.5 

10.6 

5.75 

1.45 

C 

D 

CitiFunds  Balanced  Fund-A'/721-1899 

11.9 

2.3 

265 

22.8 

11.7 

none 

1.02a 

A 

D 

Colonial  Fund-A/426-3750 

16.6 

2.0 

1,675 

22.4 

10.7 

5.75 

1.12 

Colonial  Strategic  Balanced-A/426-3750 

— * 

2.7 

165 

28.6 

11.4 

4.75 

1.68a 

C 

D 

Colonial  Utilities  Fund-A/426-3750 

11.8 

2.9 

1,057 

19.9 

11.2 

4.75 

1.22 

C 

B 

Columbia  Balanced  Fund/547-1707 

14.2 

3.4 

942 

27.1 

24.3 

none 

0.65 

0 

B 

Crabbe  Huson  Asset  Alloc-Primary/638-3148 

11.0 

2.3 

89 

23.5 

4.4 

none 

1.42a 

B 

B 

Davis  Convertible  Secs-A/243-1575 

15.9 

2.7 

260 

34.0 

7.7 

4.75 

1.08 

B 

C 

Delaware  Group  Delaware-A/523-4640 

14.7 

2.3 

643 

23.8 

7.7 

4.75 

0.99 

B 

B 

Dodge  &  Cox  Balanced  Fund/621-3979 

15.2 

3.3 

5,956 

20.4 

9.9 

none 

0.55 

Dreyfus  Asset  Allocation/645-6561 

* 

1.6 

89 

24.1 

5.5 

none 

1.27 

C 

A 

Dreyfus  Balanced  Fund/645-6561 

14.1 

2.7 

408 

24.5 

11.3 

none 

0.87 

Dreyfus  Premier  Balanced-A/645-6561 

— * 

2.1 

88 

25.7 

30.3 

5.75 

1.25 

B 

D 

Eaton  Vance  Balanced  Fund-Az/225-6265 

15.6 

2.1 

359 

25.1 

36.4 

5.75 

0.98 

C 

B 

Eclipse  Trust-Balanced/872-2710 

14.3 

2.8 

92 

23.2 

3.2 

none 

0.85 

Enterprise  Group-Managed-A/432-4320 

— * 

0.4 

352 

24.3 

31.5 

4.75 

1.49 

0 

A 

Evergreen  American  Retirement-A/235-0064 

12.4 

2.9 

201 

15.7 

2.3 

4.75 

1.40 

B 

0 

Evergreen  Balanced-A3/235-0064 

13.5 

3.3 

1,810 

18.7 

26.7 

4.75 

0.99 

A 

D 

Evergreen  Foundation  Fund-A/235-0064 

15.4 

2.1 

1,649 

22.3 

3.9 

4.75 

1.28 

Evergreen  Tax  Strat  Foundation-A/235-0064 

— * 

1.9 

348 

19.5 

2.1 

4.75 

1.42 

B 

B 

FBP  Contrarian  Balanced/543-0407 

15.8 

2.2 

57 

19.8 

8.5 

none 

1.04 

A 

0 

Federated  Equity  lncome-A/341-7400 

18.2 

1.9 

2,284 

18.5 

9.9 

5.50 

1.09 

C 

B 

Federated  Stock  &  Bond-A/341-7400 

14.3 

3.4 

216 

24.1 

12.3 

5.50 

1.22a 

C 

D 

Fidelity  Advisor  Balanced-T/522-7297 

11.2 

2.8 

3,197 

24.4 

33.8 

3.50 

1.17 

C 

C 

Fidelity  Asset  Manager/544-8888 

12.9 

3.2 

12,747 

27.5 

33.7 

none 

0.76a 

A 

D 

Fidelity  Asset  Manager-Growth/544-8888 

15.9 

2.0 

5,116 

27.7 

38.4 

none 

0.84a 

F 

A 

Fidelity  Asset  Manager-lncome/544-8888 

9.2 

4.5 

757 

26.6 

33.7 

none 

0.70a 

.     D 

C 

Fidelity  Balanced  Fund/544-8888 

11.5 

3.1 

5,004 

25.9 

30.3 

none 

0.68a 

C 

C 

Fidelity  Convertible  Securities/544-8888 

14.0 

2.9 

1,127 

24.2 

1.6 

none 

0.73a 

B 

B 

Fidelity  Puritan  Fund/544-8888 

15.6 

3.3 

25,133 

26.4 

59.1 

none 

0.63a 

C 

B 

First  American  Balanced  Fund-A/637-2548 

14.6 

2.7 

109 

23.1 

16.3 

4.50 

1.05a 

B 

D 

First  Investors  Total  Return-A/221-3846 

13.0 

1.9 

78 

29.6 

16.3 

6.25 

1.49a 

B 

D 

Firstar-BalancedGrowth-Retail4/982-8909 

13.7 

1.9 

60 

33.4 

4.4 

4.00 

1.00a 

A 

B 

Flag  Investors  Value  Builder-A/767-3524 

18.6 

2.1 

616 

26.2 

9.7 

4.50 

1.14 

B 

C 

Fortis  Advantage-Asset  Alloc-A/800-2638 

14.0 

2.1 

216 

39.4 

13.6 

4.75 

1.45 

B 

A 

Founders  Balanced  Fund/525-2440 

16.4 

2.7 

1,187 

24.1 

28.2 

none 

0.92 

B 

D 

Fountain  Square  Balanced  Fund-A/334-0483 

14.3 

1.8 

176 

30.7 

14.2 

4.50 

1.00 

Five-year  return  6/30/93  through  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of 
expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Landmark  Balanced,  formerly  Eaton 
Vance  Traditional  Investors,  formerly  Keystone  Balanced.  'Formerly  Portico  Balanced. 
Sources:  Forbes:  Upper  Analytical  Services':  Morningstar.  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 

Forbes  ■  August  24,  1998 


193 


AT 

BALANCED     FUNDS  /Fund  Su 

MAI 
PERFOI 

UP 

!KET 

IMANCE  1 

DOWN  1 

Fund/800  phone 

5-year 
annualized 
•     total 

return 

Yield 
% 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual  . 
expenses 

per 

$100 

Blended  stock  and  bond  markets  index 

14.8% 

4.0% 

* 

D 

A 

Forbes  balanced  fund  composite 

13.8% 

2.8% 

26.2 

$19.7 

$1.08 

Franklin  Convertible  Secs-l/342-5236 

12.9% 

4.8% 

$258 

23.5 

$1.4 

4.50% 

$0.96 

F 

A 

Franklin  Income  Fund-l/342-5236 

9.8 

7.3 

9,300 

20.1 

5.7 

4.25 

0.71 

F 

A+ 

Gabelli  ABC  Fund/422-3554 

9.8 

0.7 

57 

31.7 

0.7 

none 

2.26 

C 

B 

Galaxy  Asset  Allocation-Retail  A/628-0414 

14.6 

2.4 

347 

34.1 

37.1 

3.75 

1.42 

Goldman  Sachs  Balanced-A/292-4726 

— * 

2.7 

254 

19.4 

7.3 

5.50 

1.00a 

A 

C 

Guardian  Asset  Allocation-A/221-3253 

15.7 

2.2 

191 

23.4 

37.1 

4.50 

0.95a 

A+ 

F 

Hancock  Growth  &  lncome-A/225-5291 

19.9 

0.2 

920 

25.7 

10.2 

5.00 

1.09a 

C 

C 

Hancock  Sovereign  Balanced-A/225-5291 

12.9 

2.6 

197 

26.1 

15.1 

5.00 

1.22 

Heartland  Group-Value  Plus/432-7856 

— * 

3.7 

293 

15.1 

0.1 

none 

1.09 

B 

B 

Heritage  Income-Growth  Trust-A/421-4184 

17.2 

2.0 

115 

19.7 

37.8 

4.75 

1.28 

D 

A 

Hotchkis  &  Wiley-Balanced  Income/236-4479 

12.7 

4.5 

105 

18.5 

9.9 

none 

0.92 

C 

C 

IDS  Mutual  Fund-A/437-4332 

12.9 

3.7 

3,694 

22.4 

35.3 

5.00 

0.80 

C 

A 

Income  Fund  of  America/421-9900 

14.6 

4.4 

22,276 

20.6 

16.2 

5.75 

0.61 

Invesco  Multi-Asset-Balanced/525-8085 

— * 

2.2 

215 

22.6 

16.6 

none 

1.29 

B 

A 

Janus  Balanced  Fund/525-8983 

16.6 

2.1 

584 

22.3 

5.1 

none 

1.01 

JP  Morgan  Diversified/521-5411 

— * 

3.5 

227 

29.0 

33.4 

none 

0.98a 

D 

C 

Kemper  Retirement  Fund  1/621-1048 

11.7 

3.8 

110 

28.1 

12.3 

t 

0.91 

0 

C 

Kemper  Retirement  Fund  11/621-1048 

10.1 

4.3 

162 

28.4 

12.3 

t 

0.92 

D 

D 

Kemper  Retirement  Fund  111/621-1048 

10.8 

3.7 

121 

27.9 

12.3 

t 

0.93 

D 

D 

Kemper  Retirement  Fund  IV/621-1048 

10.3 

3.4 

128 

28.1 

12.3 

t 

0.95 

Kemper  Retirement  Fund  V/621-1048 

— * 

3.7 

130 

28.1 

12.3 

t 

0.94 

Kemper  Retirement  Fund  VI/621-1048 

* 

3.4 

72 

27.5 

12.3 

t 

1.01 

A 

F 

Kemper  Total  Return-A/621-1048 

13.4 

2.9 

3,518 

29.1 

18.1 

5.75 

1.01 

A+ 

C 

Lord  Abbett  Equity  1990/874-3733 

20.0 

none 

66 

23.6 

31.8 

t 

1.45 

D 

A+ 

MainStay-Convertible-A/624-6782 

12.6 

3.9 

870 

33.4 

0.5 

t 

1.45 

B 

D 

MainStay-Total  Return-A/624-6782 

15.0 

1.8 

1,464 

37.1 

20.6 

5.50 

1.15 

Markman  Multifunds-Aggressive  Alloc/707-2771 

* 

1.4 

90 

43.4 

25.4 

none 

0.95a 

Markman  Multifunds-Moderate  Alloc/707-2771 

* 

3.6 

88 

26.0 

5.4 

none 

0.95a 

Marquis  Balanced  Fund-A/814-3396 

* 

2.8 

148 

19.5 

4.8 

3.50 

0.90a 

B 

C 

MAS-Balanced-lnstitutional/354-8185 

14.9 

3.4 

440 

27.9 

13.0 

none 

0.56 

MAS-Multi-Asset-Class-lnst/354-8185 

— * 

2.3 

191 

27.3 

13.5 

none 

0.78a 

McM  Funds-Balanced/788-9485 

* 

2.6 

93 

28.7 

65.0 

none 

0.60a 

B 

B 

Mentor  Income  &  Growth-A/382-0016 

15.1 

2.5 

246 

14.9 

11.8 

5.75 

1.35 

Mentor  Strategy  Portfolio-A/382-0016 

* 

1.8 

264 

19.4 

9.9 

5.75 

1.45 

D 

0 

Merrill  Lynch  Convertible-D/637-3863 

9.6 

2.4 

107 

NA 

NA 

5.25 

1.15 

B 

C 

Merrill  Lynch  Phoenix-D/637-3863 

15.1 

0.6 

730 

37.7 

2.3 

5.25 

1.52 

C 

B 

MFS  Total  Return-A/225-2606 

14.1 

3.5 

5,913 

21.6 

38.5 

4.75 

0.92 

Montag  &  Caldwell  Balanced  Fund/992-8151 

— * 

1.5 

149 

40.5 

63.9 

none 

1.15a 

Montgomery  US  Asset  Alloc-R/572-3863 

* 

8.6 

128 

27.0 

12.3 

none 

0.25a 

MSDW  Balanced  Growth-A</869-6397 

— * 

2.5 

299 

24.7 

30.4 

5.25 

1.12 

MSDW  Balanced  lncome-AV869-6397 

— * 

3.8 

81 

23.8 

26.1 

5.25 

1.43 

D 

A 

MSDW  Convertible  Secs-AV869-6397 

12.5 

4.5 

335 

25.4 

0.5 

5.25 

1.05 

B 

D 

MSDW  Strategist-AV869-6397 

14.6 

2.1 

1,717 

29.4 

22.7 

5.25 

0.93 

C 

C 

Nations-Balanced  Assets-Invest  A/321-7854 

13.2 

2.2 

108 

18.9 

19.1 

none§ 

1.33a 

C 

C 

New  Century  I/2 

13.5 

5.3 

56 

27.6 

17.7 

none 

1.41 

B 

C 

New  England  Balanced-A/888-4823 

14.0 

2.2 

326 

24.0 

9.8 

5.75 

1.17 

Five-year  return  6/30/93  through  6/30/98.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose 
redemption  fee  whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of  expenses  by  fund  sponsor.  NA:  Not  applicable  or  not  available    'Formerly  Dean  Witter  funds. 
2For  prospectus  call  781-239-0445. 
Sources:  Forbes:  Upper  Analytical  Services:  Mornmgstar.  Inc. 
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IS   IT   POSSIBLE   TO   BE   THIS   PASSIONATE 

ABOUT   A   DOCUMENT   SYSTEM? 


i.emark  of  Automobill  lamborgt'ii 


Digi tal    Copier 


Lift  the  hood.  It  is  there  you'll  understand  one's  appreciation  for 
the   remarkable   Minolta   Di620.   Designed   specifically  to   allow 


you  to  control  your  copying  and  printing  in-house  with  unmatched  productivity  and  powerful 
document  finishing  capability.  At  it's  heart,  an  advanced  digital  image  processing  technology: 
LIMOS  (Laser  Intensity  Modular  System),  Minolta's  exclusive  process  that  uses  a  one-dot 
intensity  varying  method  to  reproduce  halftones  with  subtle  precision.  #  Yet  perhaps  what  really 
warrants  your  personal  affection  is  the  Di62o's  amazing  ability  to  finish  the  job.  It  staples  in  three 
positions.  Punches  2-hole  or  three-hole.  Even  folds  in  three  ways:  half-fold,  crease-fold  (with 
saddle-stitch),  or  z-fold  for  oversized  pages,     j    Of  course,  you  can  access  all  these  capabilities 


directly  from  your  desktop  using  the  Di62o  as  a  network  printer.  Experience  the 
power  of  the  Di620.  See  why  it's  nothing  short  of  a  high  performance  machine. 
For  more  information  call  1-800-964-6658.  www.min0ltad3.com/ad. 


MINOLTA 


AT 

BALANCED     FUNDS  /Fund  Survey 

^^■■■■■■^i""""^^^^^^^^^^^^^^^^**                                                                                ^ ~ ~~"" — ~ ~ ~ ~ —— 

MARKET 

Fund/800  phone 

5-year 

Yield 

Assets 

Weighted 

Median 

Maximum 

Annual 

PERFORMANCE 

annualized 

% 

6/30/98 

average 

market 

sales 

expenses 

UP 

DOWN 

total 

($mil) 

P/E 

cap 
($bil) 

charge 

per 
$100 

A 

T 

return 

1  Blended  stock  and  bond  markets  index 

14.8% 

4.0% 

D 

A 

'  Forbes  balanced  fund  composite 

13.8% 

2.8% 

26.2 

$19.7 

$1.08 

North  American  Balanced  Fund-A/872-8037 

12.7% 

2.8% 

$102 

23.0 

$30.0 

4.75% 

$1.39a 

Northern  Funds-Income  Equity/935-3004 

— * 

3.3 

117 

18.4 

7.8 

none 

1.00a 

C 

C 

Northstar  Balance  Sheet  Oppors-A/595-7827 

12.8 

4.1 

60 

23.9 

1.8 

4.75 

1.50 

Northstar  Income  &  Growth-A/595-7827 

— * 

2.9 

190 

25.8 

25.6 

4.75 

1.47 

c 

B 

One  Group  Asset  Allocation-A/480-41 11 

13.8 

2.6 

165 

30.9 

32.3 

4.50 

1.09a 

D 

A+ 

Oppenheimer  Convertible  Secs-A/525-7048 

13.9 

4.3 

1,122 

11.2 

0.2 

5.75 

0.95 

D 

B 

Oppenheimer  Disciplined  Alloc-A/525-7048 

11.9 

2.8 

338 

22.0 

10.7 

5.75 

1.07 

A 

C 

Oppenheimer  Equity  lncome-A/525-7048 

17.1 

3.2 

4,053 

23.4 

18.1 

5.75 

0.87 

C 

B 

Oppenheimer  Multiple  Strategies-A/525-7048 

14.1 

3.1 

848 

24.7 

12.9 

5.75 

1.08 

A+ 

C 

Oppenheimer  Quest  Oppor  Value-A/525-7048 

19.9 

0.5 

4,921 

23.6 

31.5 

5.75 

1.51 

Pacific  Horizon-Asset  Allocation-A/346-2087 

— * 

2.1 

75 

32.2 

56.7 

4.50 

1.03a 

C 

B 

Pacific  Horizon-Capital  lncome-A/346-2087 

14.3 

3.3 

409 

26.0 

6.0 

4.50 

1.10a 

B 

D 

PaineWebber  Balanced  Fund-A/647-1568 

14.3 

1.7 

249 

23.8 

8.8 

4.50 

1.34 

A+ 

F 

PaineWebber  Tactical  Allocation-A/647-1568 

21.5 

0.5 

1,304 

NA 

NA 

4.50 

0.99 

B 

B 

Pax  World  Fund/767-1729 

15.3 

2.4 

720 

33.9 

16.6 

none 

0.91 

Pegasus  Managed  Assets  Balanced-A/688-3350 

— * 

2.7 

185 

25.6 

12.1 

5.00 

1.25a 

F 

B 

Permanent  Port-Permanent/531-5142 

5.3 

1.7 

70 

23.6 

2.1 

none1 

1.91 

C 

D 

Phoenix  Balanced  Fund-A/243-4361 

11.5 

2.5 

1,714 

36.2 

29.9 

4.75 

0.98 

A 

D 

Phoenix-Engemann  Bal  Return-A2/243-4361 

14.9 

1.0 

81 

37.7 

64.5 

4.75 

1.70a 

D 

B 

Phoenix  Income  &  Growth-A/243-4361 

11.5 

3.8 

801 

24.9 

30.3 

4.75 

1.13 

Please  call  for  a  prospectus  and  read  it  carefully  before  vou  invest  or  send  money.  It  contains  more  complete  information,  including  management  fees  and  expenses.  "Dreyfus"  is  the  umbrella  designation  for 
investment  products  and  services  available  from  affiliates    Mellon  Bank  Corporation,  including  Founders  Asset  Management  LLC.  Founders  Funds  is  a  registered  trademark,  and  the  logo  is  a  trademark,  of  Founders  A 


AT 

BALANCED     FUNDS     Fund  Survey 

ifflm 

Fund/800  phone 

5-year 

annualized 

total 

return 

Yield 

% 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

■  J 

M "      1 

C 

C 

Phoenix  Strategic  Allocation-A,  243-4361 

11.9% 

1.5% 

$323 

35.6 

$29.9 

4.75% 

$1.17 

c 

C 

Pimco  Balanced  Fund-lnst/426-0107 

14.2 

2.8 

68 

22.3 

7.8 

none 

0.71 

D 

B 

Pioneer  Balanced  Fund-A/622-0181 

9.7 

3.6 

309 

33.2 

13.4 

4.50 

1.17 

A 

C 

Preferred  Asset  Allocation/662-4769 

15.9 

3.0 

172 

29.6 

43.0 

none 

0.99 

B 

C 

I  Rowe  Price  Balanced  Fund'/638-5660 

14.7 

2.9 

1,458 

28.3 

21.5 

none 

0.81 

T  Rowe  Price  Personal  Strat-Balanced/638-5660 

— * 

2.9 

334 

28.0 

19.3 

none 

1.05a 

T  Rowe  Price  Personal  Strat-lncome/638-5660 

— * 

3.7 

89 

27.8 

19.3 

none 

0.95a 

D 

C 

Principal  Balanced  Fund-AV451-5447 

12.0 

2.3 

120 

26.2 

16.2 

4.75 

1.33 

D 

C 

Prudential  Balanced  Fund-A/225-1852 

11.4 

2.6 

1,070 

28.0 

11.1 

5.00 

1.19 

Putnam  Asset  Allocation-Balanced-A/225-1581 

— * 

2.2 

1,632 

31.0 

10.9 

5.75 

1.27 

Putnam  Asset  Allocation-Conserv-A/225-1581 

— * 

2.9 

606 

28.8 

11.4 

5.75 

1.38 

Putnam  Asset  Allocation-Growth-A/225-1581 

— * 

0.9 

1,271 

31.4 

10.7 

5.75 

1.39 

C 

B 

Putnam  Balanced  Retirement-A/225-1581 

13.6 

3.8 

808 

24.0 

22.8 

5.75 

1.15 

C 

A 

Putnam  Convertible  lncome-Growth-A/225-1581 

14.4 

4.3 

1,522 

23.3 

16.8 

5.75 

1.03 

1 

B 

George  Putnam  Fund  of  Boston-A/225-1581 

15.4 

3.1 

4,964 

24.2 

23.1 

5.75 

1.06 

A 

F 

Scudder  Balanced  Fund/225-2470 

14.9 

2.5 

202 

40.3 

60.8 

none 

1.02a 

F 

A 

Seligman  Income  Fund-A/22 1-7844 

9.7 

4.6 

367 

24.6 

15.5 

4.75 

1.14 

C 

C 

Sentinel  Balanced  Fund-A/282-3863 

12.8 

2.7 

372 

26.1 

23.9 

5.00 

1.17 

D 

C 

SB  lncome-Balanced-AV451-2010 

9.7 

4.8 

1,073 

21.1 

8.0 

5.00 

1.04 

D 

A 

SB  lnc-Convertible-A/451-2010 

10.2 

4.4 

76 

NA 

NA 

5.00 

1.23 

Five-year  return  6/30/93  through  6/30/98.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  a:  Net  of  absorption  of  expenses  by  fund 
sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  '  Flat  fee  of  $35  on  initial  investment  and  monthly  $1.50  maintenance  fee. 
formerly  Pasadena  Balanced  Return  ^Reflects  performance  of  Axe-Houghton  prior  to  August  1992  merger,  formerly  Princor  Balanced,  formerly  Smith  Barney  Utilities. 
Sources:  Forbes;  Upper  Analytical  Services;  Mornmgstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 

As  an  investor,  you  have  a  wide  range  of  financial  goals.  And  at 
founders,  it's  our  job  to  help  you  achieve  those  goals.That's  why  we 
invest  the  way  we  do  -  with  a  growth-style  investment  approach. 
We  search  for  companies  -  one  by  one  -  with  the  potential  for  strong 
earnings  growth.  Since  we  don't  limit  ourselves  to  certain  markets 
|  or  sectors,  we  are  able  to  find  opportunities  other  fund  companies 
I  might  overlook.  And  when  we  find  prospective  stocks,  our  fund 
managers  research  every  facet  of  the  company  behind  that  stock. 
We  sample  their  products,  and  talk  to  clients,  suppliers  and  even 
competitors. To  put  our  growth-style  investment  approach  to 
work  for  you,  call  1-800-265-4944  ext.  102  or  visit  our  website 
at  www.founders.com. 


CALL  FOR  OUR   FREE  GUIDE 

'17   TIPS  TO  GROWTH   STOCK   INVESTING' 

TO  FIND  OUT  HOW  TO   MAKE  OUR 

GROWTH  APPROACH  WORK   FOR  YOU. 


Founders  Funds 

Growth  Specialists  from  TJ^*«Mrfiic 


1-800-265-4944  Ext.  102 

www.founders.com 


Management  LLC.  ©  1 998  Founders  Asset  Management  LLC,  Broker-Dealer.  Premier  Mutual  Fund  Services,  Inc.,  Distributor. 


AT 

BALANCED     FUNDS  /Fund  Survey 
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MARKET 
PERFORMANCE  1 

UP        DOWN  1 

Fund/800  phone 

5-year 

annualized 

total 

return 

Yield 

% 

Assets 
6/30/98 
<$mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

Blended  stock  and  bond  markets  index 

14.8% 

4.0% 

Forbes  balanced  fund  composite 

13.8% 

2.8% 

26.2 

$19.7 

$1.08 

SB  Principal  Return-Sec  &  Growth/451-2010 

— * 

3.1% 

$158 

16.2 

$0.4 

t 

$0.92 

D 

B 

SB  Principal  Return-1998/451-2010 

9.7% 

4.8 

83 

26.0 

38.4 

t 

0.95 

D 

D 

SB  Principal  Return-2000/451-2010 

8.4 

3.8 

52 

22.2 

0.6 

t 

1.05 

A 

D 

Stagecoach  Asset  Allocation-A/222-8222 

15.6 

2.3 

1,648 

30.3 

44.7 

4.50% 

0.98 

A+ 

D 

Stagecoach  Index  Allocation-A/222-8222 

19.1 

0.7 

160 

30.3 

44.7 

4.50 

1.32a 

Stagecoach  Lit epath-201 0-A/222-8222 

— * 

2.6 

103 

28.7 

23.9 

4.50 

1.20a 

Stagecoach  Lifepath-2020-A/222-8222 

— * 

1.8 

190 

28.7 

30.3 

4.50 

1.20a 

Stagecoach  Lifepath-2030-A/222-8222 

— * 

1.2 

153 

29.3 

23.1 

4.50 

1.20a 

Stagecoach  Lifepath-2040-A/222-8222 

— * 

0.6 

312 

30.3 

31.7 

4.50 

1.20a 

Stagecoach  Lifepath-Opportunity-A/222-8222 

— * 

3.8 

65 

28.4 

17.3 

none 

1.20a 

C 

B 

State  St  Research  Mngd  Assets-A/882-0052 

14.1 

2.0 

763 

29.3 

23.3 

4.50 

1.25a 

D 

B 

SteinRoe  Balanced  Fund/338-2550 

12.7 

2.4 

277 

28.7 

45.5 

none 

1.08 

C 

B 

Strong  Asset  Allocation/368-3863 

13.5 

2.6 

308 

32.0 

45.6 

none 

1.07 

A+ 

F 

Strong  Total  Return/368-3863 

18.1 

0.5 

942 

37.2 

40.3 

none 

1.03 

A 

D 

SunAmerica  Balanced  Assets-A/858-8850 

15.0 

1.3 

376 

30.6 

34.1 

5.75 

1.46 

D 

A 

TCW/DW  Income  &  Growth-A/869-6397 

11.1 

5.4 

62 

20.3 

1.4 

4.25 

1.51 

B 

C 

Templeton  American  Trust-l/342-5236 

15.7 

0.8 

60 

26.9 

5.4 

t 

1.41 

B 

A+ 

UAM-FPA  Crescent-lnst/638-7983 

18.1 

2.6 

300 

25.5 

0.7 

none 

1.34 

UAM-NWQ  Balanced-lnst/638-7983 

— * 

1.7 

60 

19.6 

11.3 

none 

1.00a 

UAM-Sirach  Strategic  Balanced-l/638-7983 

— * 

2.8 

83 

37.2 

13.1 

none 

0.98 

D 

A 

UAM-Sterling  Partners  Balanced-lnst/638-7983 

13.5 

2.6 

86 

17.0 

6.9 

none 

1.08 

C 

C 

United  Continental  lncome-A/366-5465 

12.6 

2.9 

597 

27.1 

13.6 

5.75 

0.91 

C 

C 

United  Retirement  Shares-A/366-5465 

13.2 

2.7 

829 

26.5 

13.5 

5.75 

0.93 

D 

A 

USAA  Invest-Growth  &  Tax  Strategy/382-8722 

11.6 

3.1 

232 

27.1 

33.2 

none 

0.71 

Value  Line  Asset  Allocation/223-0818 

* 

1.5 

150 

32.1 

1.0 

none 

1.15 

D 

A+ 

Value  Line  Convertible  Fund/223-0818 

12.4 

4.7 

93 

20.6 

1.7 

none 

0.98 

A 

C 

Van  Eck/Chubb  Total  Return-A/221-2220 

16.0 

1.8 

52 

18.7 

10.0 

4.75 

1.25a 

A 

D 

Vanguard  Asset  Allocation/835-1510 

18.7 

3.1 

5,388 

24.5 

41.7 

none 

0.48 

B 

C 

Vanguard  Balanced  Index/835-1510 

15.3 

3.0 

1,584 

22.2 

15.9 

none 

0.20 

D 

C 

Vanguard  Convertible  Securities/835-1510 

11.1 

4.4 

200 

22.2 

15.6 

none 

0.67 

Vanguard  LifeStrategy-Conserv  Growth/835-1510 

— * 

4.0 

1,184 

26.7 

NA 

none 

0.29 

Vanguard  LifeStrategy-Grovrth/835-1510 

— * 

2.1 

1,627 

29.0 

27.7 

none 

0.29 

Vanguard  LifeStrategy-lncome/835-1510 

— * 

4.9 

347 

29.0 

38.7 

none 

0.29 

Vanguard  LifeStrategy-Mod  Growth/835-1510 

— * 

3.0 

1,850 

28.4 

28.5 

none 

0.29 

B 

B 

Vanguard  STAR  Fund/835-1510 

15.7 

3.1 

8,188 

22.8 

NA 

none 

0.36 

Vanguard  Tax-Managed-Balanced/835-1510 

— * 

2.3 

169 

23.7 

9.6 

none§ 

0.17 

D 

B 

Vanguard/Wellesley  Income/835-1510 

12.5 

5.3 

8,009 

18.4 

15.6 

none 

0.31 

A 

C 

Vanguard/Wellington  Fund/835-1510 

16.7 

3.7 

24,882 

20.0 

20.6 

none 

0.31 

A 

C 

VanKamp  Amer  Equity  lncome-A/421-5666 

17.8 

2.1 

1,955 

24.3 

13.0 

5.75 

0.86 

D 

D 

VanKamp  Amer  Harbor  Fund-A/421-5666 

10.9 

4.7 

469 

30.0 

92.8 

5.75 

1.04 

Victory-Balanced  Fund-A/554-3862 

— * 

2.4 

430 

27.3 

36.4 

5.75 

1.25a 

D 

A 

Victory  Convertible  Securities'/554-3862 

12.7 

4.0 

117 

20.7 

2.8 

5.75 

1.18a 

Vintage  Balanced  Fund/554-3862 

* 

1.8 

63 

31.4 

29.9 

none 

1.36a 

B 

A 

Westwood  Balanced  Fund-Retail/422-3554 

17.5 

2.8 

146 

28.0 

13.1 

none 

1.36a 

B 

C 

WM  Bond  &  Stock-A/543-8072 

14.0 

3.2 

384 

26.2 

7.7 

5.50 

0.88 

D 

A 

Zweig  Series-Managed  Assets-A/272-2700 

10.9 

1.2 

580 

24.7 

15.0 

5.50 

1.54 

Five-year  return  6/30/93  through  6/30/98  'Fund  not  in  operation  or  did  not  meet  asset  minimum  tor  full  period.  tClosed  to  new  investors.  §Distributor  may  impose 
redemption  fee  whose  proceeds  revert  to  the  fund,  a-  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not 
applicable  or  not  available.    Formerly  SBSF  Convertible  Securities. 
Sources:  Forbes;  Upper  Analytical  Services,  Morningstar.  Inc. 

Rules,  page  160.  For  more  funds;  www.forbes.com/funds 
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PECIAL     ADVERTISING     SECTION 


4  * 

'4  Ml* 


Meet  a  state 
that's  as 
fast-forward 
as  you  are. 


■iTTr— t    . 


E     TO     GET     FAST-TRACKED 


Fast-Forward 

says  a  lot  about  Arkansas,  the  progressive  Southern  state 
located  near  the  geographical  center  of  the  U.S.,  midway 
between  Mexico  City  and  Montreal.  A  world  leader  in 
manufacturing,  agriculture  and  retail,  Arkansas  is  fast 
becoming  a  leader  in  the  emerging  fields  of  the  future: 
telecommunications,  information-management, 
biotechnology  and  knowledge-based  industries. 
Arkansas  is  aggressively  targeting  these  industries  for 
growth  through  public/private  educational  partnerships, 
future-industry-specific  incentive  packages  and  a  com- 
mitment from  the  states  economic  development  team 
to  ensure  that  these  industries  excel. 


Advertisement    2 


Advanced  telecommunications  hubs  like  this  one  make  use  of  Arkansas  advantages,  such  as  100%  digital 
switching  systems  and  the  most  advanced  fiber-optic  network  among  neighboring  states. 


Centered  on  Success 

"The  center"  says  much  about  Arkansas 
as  well.  Here,  cutting-edge  businesses  find 
a  center  of  activity  in  the  industries  driving 
today's  marketplace  —  and  tomorrow's. 
They  also  find  a  center  for  growth: 
Arkansas  industries  expanded  at  a  pace  of 
nearly  $2  billion  last  year,  while  the  state's 
total  exports  increased  nearly  15%  from 
the  previous  year. 

And  most  everybody  finds  their  center 
of  gravity  in  what  is  known  as  The  Natural 
State,  a  place  of  rivers,  lakes,  prairies, 
mountain  ranges  and  national  parks. 

Your  Name  Here 

Companies  that  lead  the  nation  and  the 
world  in  their  fields  make  a  profitable 
home  in  Arkansas.  These  include  such 
Arkansas-based  businesses  as  Wal-Mart 
Stores,  Inc.,  the  world's  largest  retailer, 
Acxiom,  one  of  the  world's  premier  infor- 
mation management  companies,  and 
ALLTEL,  a  Forbes  500s  communications 
and  information  services  company.  These 
companies  recently  selected  Arkansas  for 
large-scale  corporate  headquarters  expan- 
sions, citing  their  history  of  success  here, 
the  dedication  of  the  local  workforce  and 
the  support  from  the  state's  economic 
development  team. 

Companies  that  were  founded  in 
Arkansas  and  have  reached  international 
prominence  also  include  the  A-list  of 
motor  carrier  companies,  such  as  J.B. 
Hunt,  USA  Truck  and  American  Freight- 
ways,  and  Tyson  Foods,  the  number  one 


poultry  food  company  in  the  world. 
Northeast  Arkansas  is  one  of  the  nation's 
largest  steel-producing  regions,  and  it  was 
an  Arkansas  firm  that  engineered  the 
motion  and  pointing  technology  utilized 
by  NASA  on  the  Hubble  space  telescope. 


high-tech  industry  successes  Arkansas: 
seeking  for  its  future.  What  began 
1954  as  Allied  Telephone  Company, 
local  telephone  company  in  Sherida 
Ark.,  has  grown  to  become  a  world  lead 
in  communications  and  information  se 
vices,  employing  20,000  worldwid 
ALLTEL  serves  5.6  million  communic 
tions  customers  in  22  U.S.  states  an 
operates  700  retail  outlets.  Through 
recent  merger  with  its  chief  competitc 
360°,  ALLTELs  annual  revenues  reach 
$4.6  billion. 

Company-Friendly  Climate 

"The  Arkansas  package  offers  everythii 
today's  growth-oriented  company  cou: 
want,  from  impressive  success  stories 
companies  known  the  world  over, 
incentives  and  programs  that  make  it  goc 
business  for  companies  of  all  kinds 
explore  Arkansas  as  a  location  option 
says  Barbara  Pardue,  executive  director 


•  ALLTEL  •  Beverly  Enterprises  •  Dillard's  Lnc. 
•  First  Commercial  •  Tyson  Foods  •  Wal-Mart  Stores,  Lnc. 
From  the  FORBES  500s  to  the  up-and-coming,  Arkansas  headquarters 
are  a  common  denominator  for  success. 


In  all,  Arkansas  is  home  to  six  FORBES 
500s  firms  and  dozens  more  subsidiaries  of 
the  Forbes  500s. 

The  ALLTEL  success  story  is  a  prime 
example  of  the  potential  Arkansas  holds 
for  business  success,  and  a  harbinger  of  the 


the  Arkansas  Economic  Developme: 
Commission  (AEDC). 

"The  expansion  decisions  compani 
make  now  will  determine  their  perfo 
mance  into  the  next  century,"  Pardue  co 
tinues.  "There's  never  been  a  better  tin 


Acxiom 

•  Location:  Conway,  Ark. 

•  One  of  the  world's  top  information  management  and  database  marketing 
service  companies 

•  Recent  purchase  of  competitor  May  &  Speh  Inc.  created  combined  company 
with  $700  million  in  revenues  and  4,000  employees 

•  Cited  in  national  surveys  as  one  of  America's  Top  100  Companies  to  Work  For. 

ALLTEL 

•  Location:  Little  Rock,  Ark. 

•  A  customer-focused,  information  technology  company  that  specializes  in 
wireline  and  wireless  communications  and  information  services 

•  Recent  merger  with  360°  brings  the  company  to  $4.6  billion  in  annual  revenues 

•  Total  employment:  20,000 

•  Serves  5.6  million  communications  customers  in  22  U.S.  states  and 
operates  700  retail  outlets 

•  Serves  1,000  information  services  clients  in  47  countries. 


0   -ALLTEL 


A 


CUSTOMER     NEED 


SOLUTION 


You  can  tell  by  the  clothes 

she's  an  information 

systems  manager. 

As  one  of  our  2.7  million  wireline  and  wireless  telephone  customers,  this  mother  of 
three  was  used  to  innovative,  flexible  communications  solutions.  But  even  she  didn't 
think  we  could  save  her  from  those  midnight  emergencies  when  the  office  network 
crashed.  Then  she  discovered  ALLTEL's  ISDN  service,  which  lets  her  dial  into  her  comput- 
er and  switching  equipment  and  make  the  necessary  adjustments — without  leaving  the 
house.  Now  she  rests  easy  at  night — which  for  all  our  customers  is  just  how  it  should  be. 


1-888-2-ALLTEL 


www.alltel.com 


./UUEl 


ALWAYS  MORE  THAN  YOU  THOUGHT 
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to  discover  what  Arkansas  has  to  offer." 

Arkansas'  Advantages  Include: 

•  A  pro-business  climate  where  the  entire 
state  is  designated  by  legislation  as  an 
Enterprise  Zone. 

•  The  most  advanced  fiber-optic  capabili- 
ties among  its  neighboring  states. 
Arkansas  offers  numerous  available  fiber- 
ready  sites,  each  served  by  100%  digital 
switching  systems  and  more  than  3 1 ,000 
miles  of  fiber-optic  cable. 


•  Arkansas  kids  are  wired  — 
Our  computers-to-students  ratio 
places  us  in  the  nations  top  ten. 

•  Arkansas  student  teams  (K-12) 
captured  five  of  six  first  place 

awards  in  a  national  economic 
education  competition. 

•  Arkansas  Governor  Huckabee's 
"Smart  Start"  initiative  assures  a 

solid  foundation  of  learning,  with 

reading,  writing,  math  and  other 

basic  skills  emphasized  in  the 

state's  kindergarten  through 

fourth  grades. 

•An  excellent  transportation  infrastruc- 
ture, comprising  90  public-use  airports, 
four  major  rail  systems  and  nearly  2,000 
miles  of  navigable  waterways  with  nine 
access  ports.  The  Mississippi  River  forms 
the  state's  eastern  border.  The  state  is 
bisected  by  Interstate  40,  the  nation's 
most  traveled  interstate. 

•  A  productive  workforce  with  a  wide 
range  of  skill  sets,  an  unparalleled  work 
ethic  and  state-supported  training  pro- 
grams customized  to  the  needs  of 
expanding  industry. 

•Custom  incentive  packages  and  tax  cred- 
its that  make  doing  business  in  Arkansas 
a  profitable  decision. 

•Leading  educational  institutions  com- 
mitted to  seeing  Arkansas  students  master 
high-end  applications  of  the  latest  tech- 
nology. 


•  Serene  natural 
surroundings  and 
a  bounty  of  recre- 
ational opportu- 
nities that  give  the 
entire  workforce  a 
compelling  reason 
to  plant  roots 
here. 

"The  pro-busi- 
ness attitude,  spirit 
of  teamwork  and 
dedication        put 

forth  bv  the  people  Knowledge-based  businesses  such  as  BEI  Sensors  and  Systems,  Inc.  find 

r    a    i  Arkansas'  people,  technology  and  education  compatible  to  industries  ofthefutuh 

big  factors  in  our  decisions  to  locate,  then      development  agency. 

expand,  in  the  state  of  Arkansas,"  says  Exporters  are  finding  success  in  Arkansa 

Carol  Padon,  vice  president  of  investor      as  well.  The  number  of  Arkansas  manufac 


Arkansas  Governor  Mike  Huckabee 

"The  Arkansas  commitment  to  maintaining  a  pro-business 
environment  conducive  to  profitability  and  growth  reaches  the 
highest  levels  and  translates  to  real  advantages  for  new  and 
expanding  businesses. " 


relations  for  West  Teleservices  Corp.  The 
Nebraska-based  teleservices  company 
brought  550  jobs  and  an  investment  of 
$14  million  to  Arkansas  when  it 
announced  two  expansions  in  the  state 
in  1998. 

Companies  with  Arkansas  operations 
continue  to  see  substantial  yearly  gains.  In 
1997,  a  total  of  320  established  Arkansas 
companies  expanded  operations,  creating 
nearly  12,000  new  jobs.  Providing  growth 
support  for  Arkansas'  established  compa- 
nies —  whether  homegrown  or  hubs  of 
outside  companies  —  is  a  high  priority  for 
the  state  of  Arkansas  and  its  economic 


turing  companies  that  export  increasei 
from  320  in  1979  to  716  in  1996.  An* 
overseas  companies  with  direct  investmen 
in  Arkansas  dramatically  increased  in  tha 
time  frame,  from  35  to  119. 

"At  every  level,  Arkansas  is  committe< 
to  the  growth  and  development  of  its  busi 
nesses,  from  their  establishment  througl 
each  phase  of  growth,"  stresses  Governo 
Huckabee.  "We're  looking  for  the  nex 
Acxiom,  which  began  as  the  data  process 
ing  department  of  Ward  Bus  Company  ii 
Conway,  Ark.,  or  the  next  ALLTEL." 

As  demonstrated  by  Arkansas  compan 
success  stories  and  the  state's  resources 


BEI  Sensors  and  Systems,  Inc. 

•  Location:  Maumelle,  Ark. 

•  Holds  NASA  contract  under  which  the  company  engineered  and  manufactured 
the  technology  that  controls  the  motion  of  the  Hubble  space  telescope. 

Greater  Little  Rock  Chamber  of  Commerce 

•  Chamber  of  Commerce  serving  Arkansas'  number  one  metropolitan  area 

•  Economic  development  assistance  provided  for  all  sizes  of  companies 

•  Chamber  Web  site  (www.littlerockchamber.com)  features  instant  access  to  economic 
development  data  and  member  Web  pages,  along  with  links  to  key  Little  Rock  business 
and  cultural  entities. 


Something 


is  up  in 


Arkansas 


[  Acxiom's  Revenue  and  Profit  For  One.  ] 

For  nearly  30  years,  Acxiom  Corporation,  based  in  Central  Arkansas, 

has  been  helping  global  marketers  more  effectively  achieve  their  business  goals  with 

a 

s  innovative  data  management  solutions. 

i 

For  the  sixth  straight  year,  both  revenue  and  profit  have  been 

substantially  up  for  Acxiom,  allowing  us  to  achieve  some  of  our  own  goals  —  like 
advanced  technology  development,  new  product  development,  product  acquisitions, 
and  knowledge-based  employee  recruiting. 

Because  we  know  the  key  to  continued  success  in  any  business  is 
consistent  growth.  And  that's  exactly  what  we're  going  to  keep  working  toward. 


1-888-3ACXI0M   /  www.acxiom.com 


ACXIOM 
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IN  LITTLE  ROCK, 
WE  DON'T... 


...because  here  in  Little  Rock, 
Arkansas,  our 
\information-based  and 
diverse  economy  is 
thriving  with 
cutting-edge, 
technology- 
x  savvy 
companies. 
We're  the 
corporate 
headquarters 
■  successful, 
technology-driven 
companies  like  Acxiom, 
ALLTEL  Corporation,  ARKSYS  and 
Stephens  Inc.,  to  name  just  a  few. 

Maybe  you  didn't  know  about 
Little  Rock's  real  advantages  for 
business  growth.  We've  got 
smart  people,  prime  locations, 
excellent  transportation 
capabilities,  great  work 
ethics,  broad  bandwidth 
communications,  real 
time  efficiencies 


and  quality  lifestyles  that  are 
helping  companies  grow...  and 
keep  growing. 

And  when  it  comes  to  future- 
focused  industries  like  data 
management,  biotechnology 
and  telecommunications,  we 
sharpened  our  pencil  a  long 
time  ago. 

Let  us  tell  you  how  our  city's 
business  leadership,  chamber  of 
commerce,  education  community 
and  government  officials  can 
work  together  with  you  and  your 
company.  We  understand  the 
special  workforce  skills,  training 
and  financial  incentives  needed 
by  companies  like  yours.  We're 
committed  to  providing  the  right 
atmosphere  for  knowledge-based 
companies  to  grow  and  prosper 
right  here  in  Little  Rock. 

We're  ready  to  prove  it  to  you. 
Our  persuasive  website  is  only  a 
mouse  click  away  at 
www.littlerock.dina.org,  or 
you  can  e-mail  us  at 
econdev@littlerockchambeLCom. 

And,  if  you  circle  our 
number  on  the  reader 
service  card  in  this 
jj  magazine,  we'll  also 


send  you 
some 
more 
business 
informa- 
tion 
that 
might 
surprise 
you. 
We're 
waiting  to 
hear  from 
you,  because 
your  competition 
may  already  have 
contacted  us! 
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Extraordinary  vision.  With  it, 
the  Hubble  telescope  has  helped 
show  us  the  truths  of  the  universe. 
And  it's  the  same  vision  Arkansas 
is  using  as  a  guide  for  the  future. 
In  fact,  a  company  in  Arkansas 
designed  and  made  sub-systems 
for  this  visionary  telescope. 

This  is  just  one  example  of 
where  Arkansas  is  heading.  Our 
strengths  include  a  diversified 
industry  base,  burgeoning  economy 
and  focused  education  network,  all 
in  a  very  livable  area.  It's  a  prime 
environment  for  the  development 
of  new  knowledge-based  industries, 
including  biotechnology,  information 
technology  and  telecommunications. 
Arkansas  remains  a  proud  leader  in 
manufacturing,  agriculture  and  retail. 

Come  see  Arkansas  for  yourself, 
e-mail  us,  or  give  us  a  call.  We'll  show 
you  how  we  can  take  your  business 
with  us,  fast-forward  to  the  future. 

ARKANSAS 

A  natural  for  business 

One  Capitol  Mall  •  Little  Rock,  Arkansas  72201 

1-800-ARKANSAS  •  501-682-2559 

501-682-7341  (FAX)  •  e-mail:  info@aedc.state.ar.us 

www.aedc.state.ar.us 
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people  and  technology  initiatives,  Arkansas 
is  a  natural  match  for  companies  engaged 
in  telecommunications,  data  management, 
high-tech  manufacturing,  biotechnology, 
knowledge-based  enterprises  and  more. 

"Our  state's  economic  base  continues  to 
expand  at  a  healthy  rate,  offering  a  mix  of 
traditional  business  segments  and  the 
high-growth  business  sectors  of  the  next 
century,"  says  Pardue.  "From  the  Governor's 
office,  the  AEDC  and  Arkansas'  first-rate 
communities,  we  are  all  personally  inter- 
ested in  and  committed  to  connecting 
companies  to  success  in  Arkansas." 

Forward-Thinking 

"Industries  of  the  Mind"  Excel 
in  Arkansas 

If  knowledge  is  power,  then  Arkansas  is 
positioning  itself  as  a  powerhouse  player  in 
the  global  economy  of  the  future  — 
through  specialization  in  knowledge-based 
industries,  or  "industries  of  the  mind." 

These  industries  —  which  include 
biotechnology,  information  management, 


Arkansas  fosters  biotechnology  R&D  through  incentive  programs  such  as  the  Biotechnology  Development 
and  Training  Act  and  the  Arkansas  Science  and  Technology  Fund. 


expenses  is  available,  as  well  as  a  30% 
credit  on  cooperative  research  costs 
incurred  in  Arkansas'  noted  state  universi- 
ties. Finally,  the  legislation  calls  for  a  30% 
credit  on  costs  of  training,  whether  com- 
pany-based or  through  a  state  institution 
of  higher  learning. 

In    addition    to    the    Biotechnology 
Development    and   Training   Act,    the 


Arkansas  Economic  Development  Commission 
Executive  Director  Barbara  Pardue 

"Arkansas'  advantages  for  future-thinking  companies  are  backed 
by  productive  people  with  a  drive  to  succeed.  " 


high-tech  engineering  and  advanced 
telecommunications  —  are  firmly  estab- 
lished in  Arkansas,  and  are  formalized 
by  nationally  active  coalitions  such  as 
the  Association  of  Knowledge-Based 
Companies  of  Arkansas  and  the  Arkansas 
Biotechnology  Association. 

State  government  has  been  fully  sup- 
portive in  the  development  of  these  indus- 
tries. For  example,  Arkansas  offers  one  of 
the  country's  most  attractive  incentive  pro- 
grams geared  toward  biotech  companies. 
The  Arkansas  Biotechnology  Develop- 
ment and  Training  Act  of  1997  provides  a 
variety  of  tax  credits  for  expansion, 
research  and  continuing  education.  These 
benefits  include  a  5%  tax  credit  on  the 
cost  of  construction,  expansion,  renova- 
tion or  purchase  of  biotechnology  facilities 
or  equipment.  An  additional  20%  credit 
on  qualified  research  and  development 


Arkansas  Science  and  Technology  Fund 
provides  $2.8  million  in  seed  capital  for 
new  and  developing  technology-based 


companies  through  loans,  royalty  agreei 
ments  and  limited  stock  purchases.  Thf 
program  also  provides  $  1  million  in  granc 
each  year  to  colleges  and  universities  fix 
basic  and  applied  research. 

NASA's  Arkansas  Partners 

"Arkansas  has  proven  to  be  perfectl) 
compatible  with  our  business,  which  is  ; 
division  of  a  company  based  in  California,' 
says  Ron  R.  Roberts,  vice  president  anc 
general  manager  of  BEI  Sensors  anc 
Systems,  Inc.  BEI's  Arkansas  engineer, 
designed  and  manufactured  the  motior 
and  pointing  technology  in  use  by  NAS./ 
on  the  Hubble  space  telescope.  "At  thf 
entry  level,  we  almost  exclusively  hire  fron 
Arkansas  universities,  because  they'n 
learning  on  the  technology  we  use  anc 
they've  been  exposed  to  the  excellent  qualir 


Little  Rock  National  Airport 

•  Location:  Little  Rock,  Ark. 

•  74th-largest  of  439  commercial  service  airports  in  the  U.S.  and  sixth-largest 
small-hub  facility  in  the  nation 

•  Served  by  American/American  Eagle,  Conair,  Continental  Express,  Delta, 
Northwest,  Southwest,  TWA  and  USAirways  Express 

•  Nearly  90%  of  air  service  is  jet  service 

•  Handled  2.5  million  passengers  in  1997,  with  over  100,000  landings  and  takeoffs 

•  Averages  more  than  21  million  pounds  of  air  cargo  annually. 

National  Center  for  Toxicological  Research  (NCTR) 

•  Location:  Jefferson,  Ark. 

•  Operated  by  the  U.S.  Food  and  Drug  Administration  (FDA) 

•  State-of-the-art  research  laboratories  available  for  private-sector  research 
agreements 

•  Labs  from  Chicago,  Dallas,  Detroit  and  Minneapolis  recently  consolidated 
to  the  Arkansas  facility  based  on  caliber  of  local  research  and  faculty. 
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In  the 

investment  world,  there's 

a  name  for  excellence. 


Stephens  Inc. 

■*■    Investment  Bankers 
When  You're  in  the  Market  for  Success. 


Atlanta  •  Boston  •  Dallas  •  Houston  •  New  Orleans  •  London 

111  Center  Street,  Little  Rock,  Arkansas  72201 
800-643-9691 

Member  NYSE,  SIPC 
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More  than  a  prime  business  location,  Arkansas  offers  a  natural 
playground  for  outdoor  enthusiasts. 


of  life  in  Arkansas,  which  gives  them  a 
reason  to  stay,"  adds  Roberts. 

The  quality,  talent  and  work  ethic  of 
BEI's  Arkansas  employees  convinced  the 
parent  company  to  retain,  and  then 
expand,  the  Arkansas  operation  rather  than 
merge  it  with  California's  BEI  facility. 

Under  the  Biotech  Microscope 

In  Arkansas,  national  leadership  in 
the  fields  of  agriculture  and  medical 
research  intersect  to  create  a  formidable 
biotechnology  base.  Leading  the  charge  is 
the  National  Center  for  Toxicological 
Research  (NCTR),  operated  by  the  U.S. 
Food  and  Drug  Administration  (FDA)  in 
Jefferson,  Ark. 

At  NCTR,  major  research  groups  study 
biochemical  and  molecular  markers  of 
cancer,  nutritional  modulation  of  risk  and 
toxicity,  developmental  toxicity,  neurotox- 
icity, quantitative  risk  assessment,  trans- 
genics, applied  and  environmental  micro- 
biology and  solid-state  toxicity.  And  by 
presenting  the  potential  for  private-sector 
research  agreements,  the  laboratories  at 
NCTR  take  on  added  significance  for 
businesses  with  research  and  development 
interests. 

"NCTR's  strong  position  in  Arkansas 
has  earned  our  facility  top  priority  in 
consolidations  of  several  FDA  Field 
Laboratories,  which  have  relocated 
from  Dallas,  Chicago,  Detroit  and 
Minneapolis  to  our  facility  in  Arkansas,"  says 
Dan  Brand,  NCTR's  associate  director 
for  technology  advancement. 


The  Knowledge  to  Lead 

From  the  elementary  school  level  for- 
ward, Arkansas'  network  of  schools  places 
a  premium  on  preparing  students  for  tech- 
nology-driven careers. 
•Arkansas'  computers-to-students  ratio 
places  the  state  among  the  nation's  top  ten. 
•Oracle,  the  $6  billion  software  and  infor- 
mation technology  giant,  has  designated 
the  University  of  Arkansas  at  Fayetteville 
as  the  site  of  its  first  Center  of  Excellence 
for  Spatial  Data  Management. 
•Arkansas'  Environmental  and  Spatial 
Technology  (EAST)  team  from  Green- 
brier High  School  and  the  For  Inspira- 
tion and  Recognition  of  Science  and 
Technology  (FIRST)  team  from  Moun- 
tain Home  High  School  have  earned 
national  recognition  for  developing  real- 
world  solutions  using  spatial  technology 
and  robotics,  respectively. 
•Arkansas  High  School  for  Mathematics 
and  Sciences  provides  the  state's  math 
and  science  prodigies  opportunities  for 
intensive  study  in  an  atmosphere  that 
feeds  their  scientific  talents. 


Innovative  Public/Private 
Partnerships  Connect  Arkansas 
Students  to  Success 
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Oracle  Corp.  and  the  University  of  Arkansas 

The  University  of  Arkansas  Center  fcj 
Advanced  Spatial  Technologies  (CAST)  hs! 
been  named  the  first  Center  of  Excellence  (lilt: 
Spatial  Data  Management  by  Oracl 
Corporation,  a  world  leader  in  software  deve 
opment.  The  award  includes  software  am1 
technical  support  from  Oracle  valued  at  $l.i  .:. 
million.  CAST  is  also  a  founding  member  i 
Oracle's  Spatial  Research  Laboratory. 

Intel  Corp.  and  EAST  Labs 

In  partnership  with  Intel  Corporation,  I06 
school  districts  and  the  state  have  launchei 
EAST  (Environmental  and  Spatial  Tech' 
nology)  labs.  With  state-of-the-art  spatis  u 
technology  laboratories,  high  school  students  i 
20  school  districts  apply  their  research  an 
development  skills  toward  real-world  solution' 
for  community  projects,  including  firi 
department  response  planning  and  animate,  [„. 

safety  videos  for  elementary  students. 

tktni 

Baxter  Healthcare  and  Mountain  Home 
High  School 

Baxter  Healthcare  and  Mountain  Home  Hig. 
School's  FIRST  (For  Inspiration  and  Recognido 
of  Science  and  Technology)  program  hai 
technology-minded  students  design  and  con 
struct  robots  for  a  170-team  national  robotic 
competition.  The  team  was  one  of  eight  in  thl  ;i 
U.S.  to  participate  in  the  Capitol  Hi 
Invitational  robotics  demonstration  in  June 


adai 


i'E: 


•The  state's  premier  research  laboratorie 

such  as  those  found  at  NCTR  and  tr 

University   of  Arkansas   for   Medic 

Sciences  (UAMS),  support  biotechnolog) 

coming-of-age  by  hosting  education: 

exchanges  and  mentoring  opportunity 

for  students  and  science  teachers. 

"We're  actively  looking  for  business  par 

ners  interested  in  uncovering  the  best-kej 

location  secret  for  the  industries  of  tr. 

future,"  says  Barbara  Pardue,  executh 

director    of   the    Arkansas    Econom 

Development  Commission.  "Our  agenc 


Stephens  Inc. 

•  Location:  Little  Rock,  Ark. 

•  Divisions  include  Corporate  Finance,  Public  Finance,  Research,  Institutional  Sales 
and  Trading,  Private  Client  Group,  Stephens  Capital  Management,  Stephens 
Insurance  Services 

•  Maintains  membership  in:  New  York  Stock  Exchange,  National  Association  of 
Securities  Dealers,  Inc..  Boston  Stock  Exchange,  Chicago  Stock  Exchange,  Chicago 
Board  of  Options  Exchange  (partial  list) 

•  Family-owned  and  operated  since  1933 

•  Phone:  1-800-643-9691. 
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Advertisement    11 


lr  .Arkansas  Communities  of  Excellence, 
ucators  and  other  Arkansas  partners  are 
epared  to  move  quickly  to  assist  compa- 
es  and  help  roster  growth  and  success." 

orward  Design 

,o  Forward,  Fast,  in  Arkansas. 

The  Natural  State"  is  fast  becoming 
iown  as  a  natural  tor  business.  Name  the 
usiness  category,  and  Arkansas  can  supply 

success  story  from  the  field  and  power- 
d  reasons  to  consider  Arkansas  lor  build- 

g  or  expanding  here. 

Arkansas  is  moving  forward  strategically, 

a  pace  that  attracts  companies  interested 

long-term  success,  and  in  an  atmosphere 
leir  employees  will  appreciate.  Arkansas' 
usiness  strengths  lie  in  the  diversity  of  the 

He's  companies,  resources  and  people, 
rom  Wal-Mart  Stores,  Inc.  to  Baldor 

lectric  and  Irom  small  to  mid-size  enter- 
rises,  the  state  takes  a  welcoming  stance 
nd  an  active  role  in  business  growth. 

Business  moves  at  a  last  pace  in 
irkansas,  and  the  Arkansas  educational 
ommunity  is  dedicated  to  keeping  that 
ace.  In  a  commitment  to  providing 
dvanced  educational  opportunities  that 
tretches  border  to  Arkansas  border,  the 
tate's  K- 1 2  educational  structure  is  sharply 
bcused  on  preparing  students  for  success- 
ill  careers.  The  AEDC  and  other  eco- 
tomic  development  partners  offer  cus- 
omized  employee  training  programs  for 
lew  and  existing  industry  that  have  been 
)raised  by  industry  leaders  for  their  effec- 
iveness  and  relevance  in  today's  business 
mvironment.  Arkansas'  network  of  two- 
^ear  colleges  form  a  workforce  consortium 


Little  Rock  National  Airport 
Can  Help  Your  Business  Soar! 


Great  Air  Service.  Competitive  Fares.  Quality  Facilities. 
Little  Rock  National  has  it  all. 


With  nine  airlines  and  non-stop  jet 
service  to  cities  throughout  the  nation, 
including  eight  national/international 
gateways,  Little  Rock  National  is  truly 
one  stop  away  from  the  world 


J2* 


Located  in  close  proximity 

to  downtown  Little  Rock, 

the  airport  is  one  of  the  most  convenient, 

user-friendly  airports  in  the  nation. 

More  than  $60  million  in  improvement  projects  are  underway 
or  on  the  drawing  board  to  ensure  that  Little  Rock  National 
continues  to  meet  its  goal  of  providing  an  exemplary  airport 
experience  for  its  customers. 


LITTLE  ROCK 
NATIONAL  AIRPORT 


h  Up :  I  lira  irport.  din  a .  org 


that  cooperatively  readies  students  with 
hands-on  technological  training.  And  at 
the  state  university  level,  advanced  research 
rivals  that  found  in  the  country's  most 
respected  labs. 

Arkansas  offers  an  unparalleled  quality 
of  life,  a  fact  that  has  attracted  many  of  the 
nation's  laVgest  and  most  successful  com- 
panies. That  attribute  has  attracted  the 
best  people  as  well,  which  forms  a  power- 
ful combination  for  business  success  and 
advancement.  Business  leaders  find  the 


Arkansas  quality  of  life  —  which  brings 
together  natural  beauty  and  a  wealth  of 
recreational  opportunities  —  helps  retain 
employees  and  motivates  increased 
productivity. 

In  short,  to  establish  or  expand, 
Arkansas  is  a  natural  choice  for  going 
forward,  fast. 


^ 


-ARKANSAS 

A  natural  for  business 


Set  Arkansas  Answers,  Fast.  From  the  Arkansas  Economic  Development  Commission. 

Ready  to  fast-forward  to  Arkansas?  Arkansas  is  ready  for  you.      Arkansas  Economic  Development  Commission 
-rom  structuring  incentive  packages  and  customized  workforce      One  Capitol  Mall 
raining  to  providing  site  selection  assistance  and  project  man-      Little  Rock,  AR  72201 
igement  for  large  expansions,  the  Arkansas  Economic  Develop-      Tel:  1-800-ARKANSAS 
Tient  Commission  (AEDC)  can  help  connect  you  to  the  success 
/ou're  sure  to  find  at  an  Arkansas  address. 

The  AEDC  can  provide  vital  support  each  step  of  the  way, 
including  providing  customized  preemployment  training  for  your 
ompany's  employees  and  helping  you  explore  foreign  trade  and 
export  options  through  one  of  four  international  offices. 

For  a  fast-track  response  to  your  information  needs  about 
Arkansas,  contact  the  AEDC. 


Fax:  (501)  682-7341 
E-mail:  info@aedc. state. ar.us 
www.  aedc.  state,  ar.  us 


AEDC  International  Offices: 

Europe  Office:  Brussels,  Belgium 

Japan  Office:  Tokyo,  Japan 

ASEAN  Office:  Kuala  Lumpur,  Malaysia 

Latin  America  Office:  Mexico  City,  Mexico 


▲TFUND     SURVEY 


Global  stock  funds 


Don't  sniff  at  these  funds  just  because  their  recent  returns 
have  fallen  far  short  of  their  U.S.  counterparts'.  Provided 
world  trade  continues  to  thrive,  other  parts  of  the  world 
may  enjoy  faster  growth  than  the  U.S.  But  since  disclo- 
sure is  less  thorough  in  foreign  countries  than  it  is  in  the 
U.S.,  it  helps  to  have  the  kind  of  professional  guidance 
and  stock  picking  that  a  good  mutual  fund  organization 


can  provide.  Be  aware,  though,  that  investing  in  foreign 
equities  exposes  you  to  currency  risks  as  well  as  market 
risks:  If  the  English  pound  weakens  against  the  dollar,  you 
could  lose  money  in  U.K.  stocks — even  if  markets  there 
are  strong.  (It  works  the  other  way,  too:  A  strong  pound 
against  the  dollar  would  be  beneficial  to  American 
investors  in  U.K.  stocks.) 
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Ratio  scale  (6/30/93  =  100) 


Rising  markets 


Declining  markets 


100 


50 


1993 


1994 


The  Standard  &  Poor's  500  price  index,  combined 
with  Morgan  Stanley's  EAFE  foreign  stock  index, 
scaled  so  that  June  30,  1993  is  100, 
shows  the  market  cycles  against  which  FORBES 
measures  global  stock  fund  performance. 


1995 


1996 


1997 


1998 


MARKET 
PERFORMANCE  1 

Fund/800  phone 

Annualized  total  return 
5-year         3-year 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Foreign 

investment 

% 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 

A 

E^J 

Blended  domestic  and  foreign  stock  index 

16.4% 

20.0% 

Forbes  global  stock  fund  composite 

10.8% 

13.0% 

29.1 

59.2% 

$1.50 

AIM  Global  Financial  Services-A7347-1919 

* 

26.1% 

_ 

$113 

21.4 

55% 

4.75% 

$2.00a 

c 

A 

AIM  Global  Growth  &  lncome-AV347-1919 

15.4% 

20.6 

C 

867 

25.5 

73 

5.50 

1.64 

c 

A 

AIM  Global  Health  Care-AV347-1919 

17.8 

23.3 

F 

536 

33.9 

4 

4.75 

1.80 

AIM  Global  lnfrastructure-AV347-1919 

* 

11.3 

_ 

83 

22.4 

63 

4.75 

2.00a 

AIM  Global  Resources-A'/347-1919 

* 

8.1 

- 

79 

20.9 

35 

4.75 

2.00a 

A 

D 

AIM  Global  Telecommunications-AV347-1919 

13.6 

15.3 

D 

1,764 

32.9 

52 

4.75 

1.84 

D 

A 

AIM  Global  Utilities  Fund-A/347-1919 

11.7 

20.4 

C 

298 

28.3 

36 

5.50 

1.13 

AIM  Intl— Global  Aggressive  Growth-A/347-1919 

* 

16.6 

- 

2,460 

31.7 

69 

4.75 

1.73 

AIM  International-Global  Growth-A/347-1919 

* 

21.5 

- 

533 

32.2 

65 

4.75 

1.74a 

C 

C 

AIM  Worldwide  Growth-A/347-1919 

10.1 

14.2 

F 

145 

28.2 

62 

5.50 

1.82 

B 

C 

Alliance  Global  Small  Cap-A/221-5672 

14.8 

20.1 

F 

140 

28.3 

51 

4.25 

2.41 

F 

D 

American  Century  Global  Gold-lnv/345-2021 

-12.0 

-19.6 

A 

238 

37.9 

73 

none 

0.71 

Brinson  Global  Equity/448-2430 

— * 

18.4 

- 

82 

27.1 

48 

none 

1.00a 

Five-year  return  6/30/93  through  6/30/98;  three-year  return  6/30/95  through  6/30/98.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new 
investors.  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  toad  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  GT  funds. 
Sources:  Forbes;  Upper  Ana  ytical  Services:  Morningst3r,  Inc. 

Rules,  page  180.  For  more  funds:  www.forbes.com/funds 
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Can  you 
promise 
ner  the 
future? 

You  give  her  your  time. 
You  give  her  your  love. 
But  can  you  give  her 
everything  she  needs 
to  succeed?  As  tuition 
costs  continue  to  rise 
rapidly,  it  won't  be  easy. 

Your  American  Express 
financial  advisor  can 
help  with  financial 
planning,  investment 
strategies  and  a 
commitment  to  helping 
you  reach  your  goals. 
We  offer  you  the 
expertise  and  insight 
you  need  to  make 
smarter  decisions.  So 
you  can  take  control 
of  your  future. 

Call  1-80OGET-ADVICE 
and  own  your  world. 

http://www.americanexpress.com/advisors 


'AMERICAN! 

■  ■     ■     ■      ■    *     ■    I 

[EXPRESS 


Financial 
Advisors 


AT  GLOBAL     STOCK     FUNDS  /Fund  Survey 


MARKET 
PERFORMANCE  1 

Fund/800  phone 

Annualized  to 
5-year 

16.4% 

tal  return 
3-year 

Tax 
efficiency 

Assets 
6/30/98 

($mil) 

Weighted 

average 

P/E 

Foreign 
investment 

% 

Maximum 
sales 
charge 

Annual 

expenses' 

per 

$100 

'~ 

Blended  domestic  and  foreign  stock  lndex 

20.0% 

D 

A+ 

Forbes  global  stock  fund  composite 

10.8% 

13.0% 

29.1 

59.2% 

$1.50 

Brinson  Global  Fund/448-2430 

11.2% 

14.4% 

D 

$699 

27.3 

58% 

none 

$0.94 

C 

C 

Calvert  World  Values-lntl  Equity-A/368-2748 

12.1 

13.8 

B 

245 

30.0 

99 

4.75% 

1.70a 

B 

B 

Capital  World  Growth  &  Income/421-9900 

18.7 

21.0 

D 

8,487 

24.6 

69 

5.75 

0.82 

B 

C 

Colonial  Global  Equity-A/426-3750 

17.3 

19.2 

D 

137 

28.1 

74 

5.75 

1.65a 

C 

C 

Colonial  International  Horizons-AV426-3750 

12.1 

15.2 

F 

60 

21.4 

98 

5.75 

1.62 

C 

c 

Dreyfus  Global  Growth/645-6561 

10.6 

13.5 

C 

95 

26.0 

66 

none 

1.33 

Dreyfus  Premier  Worldwide  Growth-A/645-6561 

* 

27.4 

- 

724 

30.1 

39 

5.75 

1.19 

C 

A 

Eaton  Vance  WW  Health  Sciences-A/225-6265 

17.8 

20.1 

D 

179 

40.1 

43 

5.75 

1.84 

C 

C 

Evergreen  Global  0pportunities-A2/235-0064 

11.8 

9.6 

B 

293 

39.8 

58 

4.75 

1.87 

Evergreen  Latin  America-A/235-0064 

— * 

9.5 

- 

67 

33.0 

86 

4.75 

1.81 

D 

F 

Evergreen  Precious  Metals-A/235-0064 

-9.9 

-16.3 

A 

115 

NA 

79 

4.75 

1.90 

C 

C 

Fidelity  Advisor  Natural  Resources-T/522-7297 

11.9 

12.6 

C 

451 

26.8 

34 

3.50 

1.40a 

D 

B 

Fidelity  Global  Balanced/544-8888 

9.3 

13.8 

A 

92 

29.9 

43 

none 

1.46a 

D 

D 

Fidelity  Select-Gold/544-8888 

-7.8 

-14.1 

A 

189 

43.3 

74 

3.00 

1.48a 

B 

C 

Fidelity  Worldwide  Fund/544-8888 

14.8 

16.1 

B 

1,312 

25.6 

65 

none 

1.17a 

B 

C 

First  Investors  Global  Fund-A/221-3846 

13.9 

16.6 

D 

327 

28.4 

67 

6.25 

1.82 

B 

c 

Fortis  Global  Growth-A/800-2638 

15.4 

17.9 

B 

172 

34.5 

56 

4.75 

1.39 

B 

B 

Founders  Worldwide  Growth/525-2440 

16.6 

16.1 

C 

333 

25.6 

68 

none 

1.48 

B 

B 

Franklin  Global  Health  Care-l/342-5236 

19.2 

20.1 

B 

181 

42.1 

17 

5.75 

1.15 

D 

A 

Fremont  Global  Fund/548-4539 

11.8 

13.7 

C 

705 

23.7 

40 

none 

0.85 

Gabelli  Global  Interact  Couch  Potato/422-3554 

— * 

27.6 

_ 

70 

33.9 

42 

none 

1.78 

Gabelli  Global  Telecommunications/422-3554 

— * 

24.3 

- 

155 

31.2 

52 

none 

1.78 

A 

A 

GAM  Global  Fund-A/426-4685 

25.6 

25.0 

F 

145 

25.5 

98 

5.00 

1.81 

C 

A 

Global  Utility  Fund-A/225-1852 

14.0 

19.3 

F 

300 

27.6 

60 

5.00 

1.20 

A 

D 

Hancock  Global  Fund-A/225-5291 

13.6 

14.8 

F 

191 

31.5 

64 

5.00 

1.85 

A 

B 

Hancock  Global  Rx-A/225-5291 

22.4 

25.6 

_ 

183 

NA 

NA 

5.00 

1.63 

A+ 

D 

Hancock  Global  Technology-A/225-5291 

21.2 

15.0 

F 

288 

36.4 

4 

5.00 

1.51 

A+ 

B 

IDEX  Global  Fund-A/851-9777 

23.8 

28.2 

B 

465 

36.4 

77 

5.50 

1.91 

B 

D 

IDS  Global  Growth-A/437-4332 

13.4 

15.9 

A 

1,355 

27.9 

72 

5.00 

1.24 

Invesco  Specialty-Worldwide  Commun/525-8085 

— * 

29.7 

- 

248 

35.5 

24 

none 

1.69 

F 

F 

Invesco  Strategic-Gold/525-8085 

-14.6 

-20.2 

B 

102 

40.0 

73 

none 

1.72 

A+ 

B 

Janus  Worldwide  Fund/525-8983 

23.6 

28.9 

B 

15,364 

35.5 

71 

none 

0.88 

F 

D 

Lexington  Goldfund/526-0056 

-9.7 

-15.5 

A 

54 

29.7 

30 

none 

1.65 

C 

C 

Lord  Abbett  Global-Equity-A/874-3733 

9.8 

12.5 

C 

85 

24.4 

57 

5.75 

1.51 

Mentor  Perpetual  Global-A/382-0016 

— * 

19.7 

- 

173 

29.1 

67 

5.75 

1.83 

0 

A+ 

Merrill  Lynch  Global  Aliocation-D/637-3863 

12.2 

14.7 

D 

13,191 

27.1 

52 

5.25 

1.16 

C 

C 

Merrill  Lynch  Global  Holdings-D/637-3863 

11.6 

13.4 

D 

363 

31.6 

67 

5.25 

1.64 

D 

0 

Merrill  Lynch  Global  Resources-D/637-3863 

3.4 

0.2 

A 

114 

25.8 

63 

5.25 

1.35 

Merrill  Lynch  Global  SmallCap-D/637-3863 

— * 

7.0 

- 

77 

23.6 

64 

5.25 

1.80 

C 

B 

Merrill  Lynch  Global  Utility-D/637-3863 

13.8 

20.5 

D 

370 

25.1 

NA 

4.00 

1.06 

A 

B 

Merrill  Lynch  Healthcare-D/637-3863 

19.5 

27.6 

F 

410 

42.9 

18 

5.25 

1.65 

C 

D 

Merrill  Lynch  Technology-D/637-3863 

8.1 

1.8 

F 

442 

18.0 

29 

5.25 

1.52 

MFS  World  Asset  Allocation-A/225-2606 

— * 

15.4 

- 

333 

24.2 

85 

4.75 

1.44 

B 

B 

MFS  World  Equity-A/225-2606 

17.0 

20.3 

D 

594 

22.8 

65 

5.75 

1.63 

MFS  World  Growth-A/225-2606 

— * 

16.8 

- 

573 

29.9 

58 

5.75 

1.51a 

Five-year  return  6/30/93  through  6/30/98;  three-year  return  6/30/95  through  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period, 
new  investors,  a-.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA.  Not  applicable  or  not  available, 
performance  of  Colonial  Advance  Strategies  Gold  prior  to  h        9  )2  merger,  formerly  Keystone  Global  Opportunities. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar. 

tClosed  to 
'Reflects 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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street    smarts. 


Spi  Styling  that  captures  the  imagination.  Engineering  that 
defies  convention,  fy-yn)  Chrysler  has  found  the  most  direct 
route  to  success  lies  upon  the  road  less  traveled.  And  that 
road  is  getting  shorter  every  day.  CSS)  Because  Rockwell 
automation  is  helping  Chrysler  streamline  development  of 
innovative  vehicles  to  save  months  of  time  and  millions  of 
dollars.  ^*g  Just  as  Rockwell  solutions  help  all  kinds  of 
other  businesses  run  even  smarter.  fc/Cfcjl  Whether  it's  the 
semiconductor  chip  that  puts  the  precision  of  GPS 
satellite  navigation  into  a  receiver  the  size  of  a  credit 
card.  ty^CB  The  avionics  that  automatically  monitor  the 
systems  of  an  intercontinental  jet  to  help  its  crew 
operate  more  efficiently.  tjijQ  Or  the  automation  systems 
that  help  a  catalog  retailer  ship  nearly  half  a  million 
packages  a  day.  cSJffl  Intelligent  answers  for  companies 
in  the  fast  lane.  Because  whatever  your  business, 
the  bottom  line  is  this.  «'»V^  You   succeed.      We   succeed. ** 


Rockwell 


Electronic  Controls  and  Communications 
www . rockwell . com 


AT  GLOBAL     STOCK     FUNDS  /Fund  Survey 


MARKET 
PERFORMANCE  1 

Fund/800  phone 

Blended  domestic  and  foreign  stock  index 

Annualized  total  return 
5-year         3-year 

16.4%         20.0% 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Foreign 

investment 

% 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 
▲ 

D 

A 

Forbes  global  stock  fund  composite 

10.8% 

13.0% 

29.1 

59.2% 

$1.50 

MFS  World  Total  Return-A/225-2606 

14.0% 

16.4% 

C 

$3W 

22.3 

69% 

4.75% 

$1.52 

D 

F 

Midas  Fund/400-6432 

-12.0 

-26.3 

A 

95 

24.2 

27 

none 

1.90a 

A+ 

D 

Montgomery  Global  Commun-R/572-3863 

19.3 

24.9 

C 

266 

34.6 

75 

none 

1.90a 

Montgomery  Global  0ppors-R/572-3863 

— * 

24.8 

- 

96 

28.5 

82 

none 

1.90a 

Montgomery  Intl  Small  Cap-R/572-3863 

— * 

15.0 

- 

51 

23.2 

96 

none 

1.90a 

B 

B 

MSDW  Global  Dividend  Growth  Secs-A</869-6397 

14.3 

16.0 

C 

3,959 

27.9 

70 

5.25 

1.17 

MSDW  Global  Utilities-AV869-6397 

— * 

21.2 

- 

449 

31.9 

58 

5.25 

1.18 

B 

C 

Morgan  Stanley  Global  Eq  Alloc-A/42 1-5666 

15.2 

20.4 

c 

612 

30.2 

59 

5.75 

1.70a 

A 

B 

New  Perspective  Fund/421-9900 

18.8 

19.2 

c 

19,634 

30.5 

60 

5.75 

0.79 

A 

C 

N-A  Worldwide  Growth-A/55 1-8045 

16.9 

22.3 

D 

137 

24.5 

60 

5.25 

1.86a 

C 

C 

North  American  Global  Equity-A/872-8037 

12.7 

17.3 

B 

137 

21.6 

61 

4.75 

1.75a 

A 

C 

Oppenheimer  Global  Fund-A/525-7048 

19.0 

20.0 

F 

4,704 

34.4 

71 

5.75 

1.13 

D 

D 

Oppenheimer  Gold  &  Spec  Mins-A/525-7048 

-6.1 

-12.9 

A 

93 

35.1 

71 

5.75 

1.42 

C 

A 

Oppenheimer  Quest  Global  Value-A/525-7048 

16.0 

18.1 

D 

494 

26.3 

59 

5.75 

1.73 

B 

0 

PaineWebber  Global  Equity-A2/647-1568 

8.6 

13.5 

B 

432 

28.7 

76 

4.50 

1.44 

A 

B 

Phoenix  Worldwide  Opportunities-A/243-4361 

19.7 

21.9 

F 

195 

33.7 

71 

4.75 

1.53a 

C 

B 

Prudential  Global  Genesis-A/225-1852 

11.5 

8.6 

F 

117 

20.9 

54 

5.00 

1.73 

C 

0 

Prudential  Natural  Resources-A/225-1852 

5.4 

4.5 

D 

90 

26.3 

56 

5.00 

1.48 

A 

C 

Prudential  World  Fund-Global-A/225-1852 

16.3 

15.9 

C 

620 

29.8 

57 

5.00 

1.39a 

A 

C 

Putnam  Global  Growth-A/225-1581 

16.4 

20.5 

C 

5.138 

33.5 

57 

5.75 

1.24 

F 

A+ 

Robertson  Stephens  Contrarian-A/766-3863 

1.5 

-5.2 

A 

276 

25.2 

63 

none 

1.98a 

B 

C 

Scudder  Global  Discovery-S  Shares/225-2470 

14.7 

19.4 

C 

388 

39.2 

57 

t 

1.63 

B 

B 

Scudder  Global  Fund/225-2470 

15.6 

18.8 

C 

1,766 

29.5 

74 

none 

1.33 

D 

D 

Scudder  Gold  Fund/225-2470 

-3.6 

-10.0 

D 

121 

32.8 

66 

none 

1.73 

B 

A 

Seligman  Henderson  Global  Small  Cos-A/22 1-7844 

18.3 

17.4 

B 

1,070 

28.7 

53 

4.75 

1.67 

Seligman  Henderson  Global  Tech-A/221-7844 

— * 

16.0 

- 

857 

31.5 

46 

4.75 

1.67 

C 

B 

Smallcap  World  Fund/421-9900 

15.4 

16.4 

D 

9,167 

29.3 

36 

5.75 

1.07 

D 

D 

SB  Natural  Resources-A/451-2010 

-0.6 

-0.2 

A 

68 

23.3 

32 

5.00 

1.50 

0 

A+ 

SoGen  International  Fund/334-2143 

11.7 

11.7 

B 

3,719 

24.7 

55 

3.75 

1.18 

C 

D 

State  St  Research  Global  Res-A/882-0052 

8.0 

17.8 

B 

215 

44.6 

41 

4.50 

1.42 

B 

B 

Templeton  Capital  Accumulator/342-5236 

16.8 

17.2 

B 

224 

23.2 

80 

« 

1.00a 

B 

D 

Templeton  Global  0pportunities-l/342-5236 

14.6 

14.7 

F 

830 

24.8 

82 

5.75 

1.37 

D 

B 

Templeton  Global  Real  Estate-l/342-5236 

6.8 

7.9 

A 

127 

23.5 

44 

5.75 

1.48 

C 

B 

Templeton  Global  Smaller  Cos-l/342-5236 

12.1 

12.4 

D 

1,722 

17.7 

76 

5.75 

1.28 

Templeton  Growth  &  lncome-l/342-5236 

— * 

15.2 

- 

58 

20.0 

79 

5.75 

1.25a 

B 

B 

Templeton  Growth  Fund-l/342-5236 

15.9 

15.9 

F 

14,748 

20.5 

68 

5.75 

1.08 

A 

C 

Templeton  World  Fund-l/342-5236 

17.7 

18.4 

F 

9.690 

22.2 

70 

5.75 

1.02 

C 

A 

Tweedy.  Browne  Global  Value/432-4789 

18.1 

22.9 

B 

2,699 

26.5 

72 

none 

1.42a 

D 

D 

US  Global  Inv-World  Gold/873-8637 

-6.2 

-12.6 

A 

119 

33.1 

46 

none3 

1.58 

D 

A 

USAA  Invest-Cornerstone  Strategy/382-8722 

13.0 

16.6 

F 

1,493 

26.2 

25 

none 

1.00 

0 

D 

USAA  Invest-Gold  Fund/382-8722 

-10.3 

-16.0 

A 

88 

41.0 

62 

none 

1.34 

B 

C 

USAA  Invest-World  Growth/382-8722 

14.8 

17.5 

B 

356 

27.8 

61 

none 

1.13 

D 

F 

Van  Eck  Gold/Resources-A/221-2220 

-11.2 

-15.8 

A 

58 

33.9 

54 

5.75 

1.87 

D 

D 

Vanguard  Special-Gold  &  Prec/835-1510 

-9.5 

-16.3 

A 

308 

30.4 

78 

none§ 

0.62 

Thomas  White  World  Fund/811-0535 

— * 

16.6 

- 

58 

23.8 

55 

none 

1.42 

Five-year  return  6/30/93  through  6/30/98:  three-year  return  6/30/95  through  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  "Available 
only  through  monthly  contract  jal  plan.  tClosed  to  new  Investors.  §Distributor  may  impose  redemption  tee  whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of 
expenses  by  fund  sponsor.  (,.  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  Dean  Witter  funds.  Reflects  performance 
of  Atlas  Global  Growth  prior  to  August  1995  merger   3$10  account  closing  fee 
Sources:  Forbes;  Upper  Analytical  Services;  Morni'  -star.  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.coi.  funds 
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What's  New? 


Whether  you  want  to  save  for  your  children's 
education,  supplement  your  retirement  sav- 
ings, buy  a  new  house,  or  even  just  start 
planning  a  big  trip,  there's  big  news. 

Introducing 

TIAA-CREF  Mutual  Funds 

They  provide  a  new  way  for  TIAA-CREF  to 
help  you  achieve  your  financial  goals  and 
complement  your  traditional  retirement  sav- 
ings by  putting  your  after-tax  dollars  to  work. 
And  that's  not  all.  Our  six  new  mutual  funds 
offer  you  a  range  of  investment  options  plus 
the  advantages  of: 

•  No-loads 

•  A  low  S250  initial  investment 

•  Exceptionally  low  operating  costs* 

•  Easy  access  to  your  money 

•  No  12b-1  marketing  or  distribution  fees 

•  High-quality  service 

What's  more,  they're  backed  by  80  years  of 
investment  expertise  that's  made  TIAA-CREF 
one  of  the  most  respected  companies  in  the 
financial  industry.  And  even  more  important, 
our  new  mutual  funds  offer  you  the  kind  of 
financial  guidance  and  support  you'd  expect 
from  the  world's  largest  pension  provider. 
So  why  not  save  more  for  your  children's 
education?  Or  build  up  your  retirement  nest 
egg?  Now  it's  easier  than  you  think  to  get 
more  of  what  you  want  from  life.  Simply  call 
\  800  223-1200,  Dept.  DXK,  or  drop  by  our 
web  site  at  www.tiaa-cref.org/mfunds.  Then 
all  you'll  have  to  do  is  decide, 'When  do  I 
want  to  get  started?" 


*A  portion  of  the  management  fee  has  been  waived. 
This  waiver  is  contractual  and  guaranteed  through  at 
least  July  1,  2000. 


f  \  fft}       MUTUAL  FUNDS 

Ensuring  the  future  for  those  who  shape  it.sl 


For  more  complete  information  about  the  TIAA-CREF  Mutual  Funds,  including  charges  and  expenses,  please  call  1  800  223-1200  for  a  prospectus. 
Please  read  the  prospectus  carefully  before  you  invest  or  send  money. 


The  TIAA-CREF  Mutual  Funds  are  distributed  by  Teachers  Personal  Investors  Services. 


©  1998  Teachers  Personal  Investors  Services,  Inc. 


▲▼FUND     SURVEY 


Foreign  stock  funds 


Unlike  global  funds,  these  have  no  U.S.  exposure  at  all. 
That  offers  two  advantages:  You,  rather  than  a  fund 
sponsor,  select  precisely  how  much  of  your  portfolio  is 
overseas,  and  secondly,  come  tax  time,  if  only 
one  area  of  your  investments  has  had  a  rough  stretch, 
you  can  harvest  the  loss  to  offset  other  capital  gains. 


With  the  Asian  crisis,  Asian  and  emerging  markets  funds 
have  fared  miserably,  while  European  funds  have  done 
well.  It  will  not  always  be  thus.  Our  advice:  If  you  want 
to  go  abroad,  consider  the  whole  world  rather  than 
just  a  specific  region.  And  don't  be  overly  swayed  by 
recent  results. 


Rising  markets 


Declining  markets 


9/30/90  to 
2/28/91 


10/31/92  to 
8/31/94 


2/28/95  to 
7/31/97 


11/30/97  to 
6/30/98 


12/31/89  to 
9/30/90 


2/28/91  to 
10/31/92 


8/31/94  to 
2/28/95 


7/31/97  to 
11/30/97 


Ratio  scale 
(12/31/89  =  100) 


200 


Morgan  Stanley's  EAFE  foreign  stock  index,  scaled 
so  that  Dec.  31,  1989  is  100,  determines  the 
market  cycles  against  which  foreign  equity  funds 
are  measured.  This  dollar-denominated  index 
reflects  both  stock  prices  and  currency  values. 


-11%  +16% 


MARKET 
PERFORMANCE  1 

Fund/800  phone 

Annualized  total  return 
12/31/89       3-year 

to 
6/30/98 

Tax 

efficiency 

Assets 
6/30/98 

(Smil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 

A 

Morgan  Stanley  Capital  Intl  EAFE  index 

4.9%          10.7% 

Forbes  foreign  stock  fund  composite 

6.8%            9.1% 

25.4 

$9.5 

$1.51 

Accessor  Intl  Equity-Advisor/759-3504 

— *            18.0% 

- 

$179 

25.4 

$9.5 

none 

$1.60 

Acorn  International  Fund/922-6769 

— *           15.7 

B 

1,861 

28.5 

0.6 

none 

1.19 

Advantus  Intl  Balanced-A/665-6005 

— *           11.3 

- 

63 

NA 

5.5 

5.00% 

1.99a 

AIM  Advisor-lntl  Value-C/347-1919 

— *           19.4 

- 

135 

24.7 

16.5 

5.50 

2.46 

AIM  Developing  Markets-AV347-1919 

— *          -0.6 

- 

135 

18.6 

3.5 

4.75 

2.00a 

■  C 

■  C 

AIM  Emerging  Markets-AV347-1919 

— *        -12.3 

B 

142 

18.5 

2.4 

4.75 

2.00a 

c 

D 

AIM  Europe  Growth-AV347-1919 

7.0%         21.5 

A 

690 

30.8 

18.4 

5.50 

1.89 

AIMInternational-Equity-A/347-1919 

— *          17.3 

A 

2.736 

30.3 

9.2 

5.50 

1.46a 

D 

C 

AIM  International  Growth-AV347-1919 

5.3           13.5 

F 

198 

27.0 

11.0 

5.50 

1.82 

Three-year  return  6/30/95  through  6/30/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full 
period.  tClosed  to  new  investors.  §Distnbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund    a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes 
back-end  load  that  reverts  10  distributor  NA:  Not  applicable  or  not  available.  'Formerly  GT  funds 
Sources:  Forbes;  Upper  Analytical  Services;  Mormngstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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AT 

FOREIGN     STOCK     FUNDS  /Fund  Si 

arvey 

^■M 

^^■^■^^■^^■■i^BiHH^BHHB^^^^^H^^^H^I 

MARKET 
PERFORMANCE 

UP        DOWN 

Fund/800  phone 

Annualized  total  return 
12731/89       3-year 

to 
6/30/98 

Tax 
efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

Morgan  Stanley  Capital  Intl  EAFE  index 

4.9% 

10.7% 

D 

F 

Forbes  foreign  stock  fund  composite 

6.8% 

9.1% 

25.4 

$9.5 

$1.51 

AIM  Japan  Growth-AV347-1919 

-4.5% 

-0.4  % 

A 

$70 

30.7 

$6.9 

5.50% 

$2.00 

■  A 

D 

AIM  Latin  America  Growth-A'/347-1919 

— * 

0.2 

C 

172 

12.2 

2.2 

4.75 

2.00a 

C 

C 

AIM  New  Pacific  Growth-AV347-1919 

-3.4 

-19.1 

F 

134 

15.4 

4.5 

5.50 

1.93 

D 

D 

Alliance  International  Fund-A/221-5672 

4.8 

10.6 

F 

272 

29.4 

12.9 

4.25 

1.58a 

B 

■  C 

Alliance  New  Europe-A/22 1-5672 

— * 

24.7 

0 

291 

25.9 

14.4 

4.25 

2.05 

Alliance  Worldwide  Privatization-A/22 1-5672 

— * 

17.6 

- 

657 

24.4 

5.0 

4.25 

1.71 

Amer  Century-20th  Intl  Discovery-l/345-2021 

— * 

28.9 

- 

851 

34.4 

0.8 

none 

1.66a 

Amer  Century-20th  Intl  Growth-l/345-2021 

— * 

23.6 

F 

2,549 

34.5 

10.4 

none 

1.35a 

C 

B 

Babson-Stewart  Ivory  lntl/996-2862 

8.5 

11.6 

D 

104 

29.0 

8.7 

none 

1.19 

A 

C 

Bartlett  Europe  Fund-A2/822-5544 

10.6 

30.2 

F 

58 

30.4 

28.8 

4.75 

2.04 

C 

B 

Bartlett  Value  lnternational-A/822-5544 

7.5 

9.8 

D 

67 

20.1 

6.6 

4.75 

1.76a 

Bernstein  International  Value/3 

* 

19.7 

C 

5,897 

26.6 

4.5 

none 

1.25 

BJB  Investment-International  Equity-A/435-4659 

— * 

21.9 

- 

73 

28.7 

19.0 

none 

1.79a 

Wm  Blair-lnternational  Growth/742-7272 

* 

14.3 

D 

153 

22.5 

0.9 

none 

1.33 

Boston  1784  International  Equity/252-1784 

* 

12.0 

- 

475 

NA 

NA 

none 

1.24a 

Brinson  Non-US  Equity/448-2430 

— * 

16.0 

- 

445 

28.1 

16.5 

none 

1.00 

BT  Investment-International  Equity/730-1313 

— * 

23.3 

B 

1,287 

28.4 

10.4 

none 

1.50a 

Colonial  Intl  Fund  for  Growth-A/426-3750 

— * 

7.6 

- 

70 

27.4 

7.2 

5.75 

1.82a 

Columbia  International  Stock/547-1707 

* 

17.7 

C 

153 

27.1 

7.3 

none 

1.49 

Delaware  Group  Intl  Equity-A/523-4640 

— * 

14.5 

B 

190 

25.7 

13.6 

4.75 

1.60a 

Dreyfus  International  Growth/645-6561 

* 

8.9 

B 

77 

27.7 

9.7 

none 

2.01 

Dreyfus  Premier  Intl  Growth-A4/645-6561 

* 

13.7 

- 

124 

28.1 

9.7 

5.75 

1.30 

Eaton  Vance  Greater  China  Growth-A/225-6265 

— * 

-13.4 

D 

182 

15.7 

5.0 

5.75 

2.24 

Eaton  Vance  Greater  lndia-A/225-6265 

— * 

-12.4 

- 

57 

25.1 

0.9 

5.75 

2.67 

C 

C 

Enterprise  Group-lntl  Growth-A/432-4320 

8.0 

15.3 

F 

59 

26.7 

16.9 

4.75 

2.00a 

1 

A 

EuroPacific  Growth  Fund/421-9900 

12.7 

16.2 

C 

21,286 

27.4 

13.2 

5.75 

0.86 

c 

C 

Evergreen  International  Growth-AV235-0064 

7.8 

19.3 

D 

166 

NA 

NA 

4.75 

1.71 

c 

D 

Excelsior— International/446-1012 

5.6 

10.6 

A 

221 

28.2 

9.6 

none 

1.42a 

Excelsior-Latin  Americas/446-1012 

— * 

6.7 

F 

63 

13.5 

1.9 

none 

1.49a 

Excelsior-Pan  European/446-1012 

— * 

24.3 

C 

236 

28.8 

6.6 

none 

1.41a 

c 

C 

Federated  Intl  Equity-A/341-7400 

7.7 

15.6 

D 

243 

30.6 

1.8 

5.50 

1.77 

c 

■  D 

Fidelity  Advisor  Overseas-T/522-7297 

— * 

14.7 

A 

1,333 

20.3 

17.8 

3.50 

1.65 

D 

A 

Fidelity  Canada  Fund/544-8888 

7.3 

11.3 

D 

70 

23.2 

0.5 

3.00 

0.84a 

Fidelity  Diversified  lntl/544-8888 

* 

20.5 

B 

2,084 

26.5 

5.5 

none 

1.21a 

•  «C 

D 

Fidelity  Emerging  Markets/544-8888 

— * 

-18.3 

A 

354 

16.4 

1.8 

3.00 

1.56a 

Fidelity  Europe  Capital  Appreciation/544-8888 

— * 

27.5 

- 

810 

27.8 

20.0 

3.00 

1.10a 

B 

A 

Fidelity  Europe  Fund/544-8888 

13.7 

27.3 

D 

1,776 

28.3 

20.1 

3.00 

1.19a 

c 

B 

Fidelity  Intl  Growth  &  Income/544-8888 

8.8 

14.3 

A 

1,006 

29.1 

9.8 

none 

1.17a 

Fidelity  International  Value/544-8888 

— * 

15.1 

- 

537 

29.9 

15.8 

none 

1.29a 

Fidelity  Japan  Fund/544-8888 

— * 

-4.5 

- 

232 

NA 

NA 

3.00 

1.54 

Fidelity  Latin  America/544-8888 

— * 

13.3 

B 

487 

15.6 

4.7 

3.00 

1.35a 

c 

C 

Fidelity  Overseas  Fund/544-8888 

8.6 

15.2 

B 

4,180 

29.3 

20.1 

none 

1.29a 

Three-year  return  6/30/95  through  6/30/98.  "Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for 
full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor, 
b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not  available.  'Formerly  GT  funds,  formerly  Worldwide  Value.  3For  prospectus  call 
212-756-4097.  4Formerly  Premier  Global  Investing,  formerly  Keystone  International.  'Formerly  Excelsior  Emerging  Americas. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 

Forbes  ■  August  24,  1998 


217 


AW 

FOREIGN     STOCK     FUNDS  /Fund  S 

urve  v 

■" 

Fund/800  phone 
Morgan  Stanley  Capital  Intl  EAFE  index 

Annualized  1 
12/31/89 

to 
6/30/98 

4.9% 

otai  return       Tax 
3-year     efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Sbil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

10.7% 

- 

0 

B 

Forbes  foreign  stock  fund  composite 

6.8% 

9.1% 

25.4 

$9.5 

$1.51 

Fidelity  Pacific  Basin/544-8888 

3.2% 

-6.7% 

C 

$M6 

29.7 

$4.1 

3.00% 

$1.73a 

D 

D 

Fidelity  Select-Prec  Metals  &  Mins/544-8888 

-5.0 

-19.8 

A 

136 

36.4 

0.7 

3.00 

1.76a 

Fidelity  Southeast  Asia/544-8888 

* 

-18.6 

A 

197 

19.5 

5.7 

3.00 

1.95a 

■  C 

■  A 

59  Wall  Street-European/625-5759 

* 

22.5 

F 

183 

26.1 

21.7 

none 

1.25 

First  Eagle  International  Fund-Y/451-3623 

— * 

21.7 

- 

51 

30.6 

4.7 

none 

2.50 

Founders  Passport  Fund/525-2440 

— * 

18.5 

- 

154 

25.9 

0.9 

none 

1.52 

Fountain  Square  Intl  Equity-A/334-0483 

— * 

16.0 

- 

157 

31.4 

25.4 

4.50 

1.47 

F 

D 

Franklin  Gold  Fund-l/342-5236 

-4.4 

-15.0 

A 

229 

44.1 

3.2 

5.75 

1.18 

Galaxy  International  Equity-Retail/628-0414 

* 

17.9 

B 

84 

29.6 

20.6 

3.75 

1.66a 

C 

■  C 

GAM  Europe  Fund-A/426-4685 

* 

25.2 

D 

58 

28.2 

30.3 

5.00 

1.80 

A 

A+ 

GAM  International  Fund-A/426-4685 

17.1 

21.4 

F 

2,839 

26.7 

19.0 

5.00 

1.68 

Goldman  Sachs  Asia  Growth-A/292-4726 

— * 

-22.0 

- 

72 

17.8 

4.0 

5.50 

1.75a 

Goldman  Sachs  Intl  Equity-A/292-4726 

— * 

18.4 

C 

991 

27.4 

5.2 

5.50 

1.69a 

Guardian  Baillie  Gifford  lntl-A/221-3253 

— * 

18.6 

C 

94 

28.3 

20.0 

4.50 

1.62 

Guinness  Flight  China  &  Hong  Kong/434-5623 

— * 

-4.9 

- 

213 

10.2 

11.5 

none 

1.70 

A 

A 

Harbor  International  Fund/422-1050 

13.9 

19.2 

C 

5,799 

30.3 

19.9 

t 

0.94a 

Harbor  International  Growth/422-1050 

* 

22.0 

- 

1,206 

32.1 

12.9 

none 

0.98 

■  C 

■  B 

Hotchkis  &  Wiley-lnternational/236-4479 

* 

15.8 

B 

1,486 

19.5 

8.0 

none 

0.93 

C 

C 

IDS  International  Fund-A/437-4332 

7.8 

13.8 

C 

1,352 

15.6 

25.1 

5.00 

1.22 

D 

D 

IDS  Precious  Metals-A/437-4332 

-1.9 

-11.9 

A 

63 

21.1 

1.4 

5.00 

1.51 

A 

B 

Invesco  Intl— European/525-8085 

13.7 

30.2 

F 

697 

36.7 

12.8 

none 

1.50 

C 

D 

Invesco  Intl— International  Growth/525-8085 

4.4 

11.6 

F 

51 

30.6 

26.9 

none 

1.96 

Invesco  Specialty-European  Small  Co/525-8085 

* 

23.9 

- 

81 

36.7 

0.4 

none 

1.62 

B 

B 

Ivy  International  Fund-A/456-5111 

11.7 

15.5 

B 

2,666 

25.2 

14.1 

t 

1.59 

Janus  Overseas  Fund/525-8983 

— * 

28.5 

- 

4,698 

329 

6.2 

t 

0.93 

D 

F 

Japan  Fund/225-2470 

-3.7 

-3.1 

B 

299 

36.7 

2.9 

none 

1.21 

JP  Morgan  International  Equity/521-5411 

* 

11.5 

D 

108 

28.6 

14.3 

none 

1.12 

B 

C 

Kemper  International  Fund-A/621-1048 

9.0 

16.9 

D 

697 

30.4 

20.0 

5.75 

1.66 

Lazard-EmergingMarkets-Open/823-6300 

— * 

0.4 

- 

73 

12.2 

1.5 

none 

1.60a 

Legg  Mason  Intl  Equity-P/822-5544 

— * 

13.3 

- 

286 

24.7 

9.1 

none 

2.17 

B 

C 

Lexington  Worldwide  Emerging  Mkts/526-0056 

4.9 

-8.0 

B 

97 

18.3 

1.1 

none 

1.82 

Loomis  Sayles  Intl  Equity-Retail/633-3330 

— * 

7.7 

F 

82 

24.4 

6.0 

none 

1.25a 

MainStay-lnternational  Equity-A/624-6782 

* 

14.2 

- 

94 

30.6 

26.2 

5.50 

2.01 

Marshall  International  Stock/236-8554 

— * 

14.8 

- 

271 

15.3 

2.7 

none 

1.51 

C 

B 

MAS-lnternationalEquity-lnst/354-8185 

7.6 

13.7 

D 

539 

22.5 

10.6 

none 

0.65 

A 

C 

Merrill  Lynch  Devel  Cap  Markets-D/637-3863 

6.0 

-5.1 

D 

448 

18.1 

2.7 

5.25 

1.78 

■  C 

■c 

Merrill  Lynch  Dragon-D/637-3863 

— * 

-21.0 

F 

347 

14.0 

5.7 

5.25 

1.61 

A 

A 

Merrill  Lynch  EuroFund-D/637-3863 

15.6 

25.6 

F 

2,202 

25.4 

11.0 

5.25 

1.28 

Merrill  Lynch  International  Equity-D/637-3863 

* 

6.1 

- 

402 

26.6 

6.9 

5.25 

1.36 

■  A 

0 

Merrill  Lynch  Latin  America-D/637-3863 

* 

7.2 

C 

465 

12.4 

4.4 

5.25 

1.71 

C 

A 

Merrill  Lynch  Pacific-D/637-3863 

7.2 

2.7 

F 

1,285 

28.0 

7.4 

5.25 

1.12 

■  B 

C 

Montgomery  Emerging  Markets-R/572-3863 

* 

-7.9 

D 

761 

21.1 

2.2 

none 

1.59 

Three-year  return  6/30/95  though  6/30/98.  ■Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fu 
for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fu 
b:  Includes  back-end  load  that  reverts  to  distributor  NA:  Not  applicable  or  not  available. 
Sources:  Forbes;  Upper  An.  Mini  Services;  Morningstar  Inc. 

id  not  in  operation  or  did  not  meet  asset  minimum 
nd    a:  Net  of  absorption  of  expenses  by  fund  sponsor. 

Rules,  page  160.  For  more        s  www.forbes.com/funds 
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fYour  Business  Is  Your  Life, 
Take  the  Time  to  Improve  It. 
GO  WATCH  TV. 

We  mean  it.  For  the  serious  small  business  owner,  there  is  one  TV  program 
worth  taking  time  out  to  watch-SMALL  BUSINESS  2000.  Interviews  with  entrepre- 
neurs from  all  industries  provide  a  personal  perspective  on  achieving  small  business  success. 
You'll  discover  their  tactics  for  starting,  running  and  growing  a  business.  See  your  business 
grow  bigger  and  better  through  the  year  2000  and  beyond.  SMALL  BUSINESS  2000-on 
Public  Television  everywhere.  Check  Local  Listings. 

Join  Hattie  Bryant,  the  creator  and  host  of  SMALL  BUSINESS 
2000,  as  she  introduces  you  to  uThe  New  American  Heroes"-small 
business  owners  from  Tampa  to  Seattle  and  from  San  Diego  to 
Boston  who  are  innovating  products,  creating  jobs  and  growing  the 
economy.  They  share  their  secrets. 


The  SMALL  BUSINESS  2000  Video  Series 

Beating  the  Odds  $29.95 

When  the  Banker  Says,  "No"  $19.95 

The  People  Part  $19.95 

Staying  Power  $19.95 

To  purchase,  visit  http://www.sb2000.com. 


SMALL 

BUSINESS 

SQOQ 

■■■■■■■■a 
www.sb2000.com 

Presented  by  IBM,  the  U.S.  Postal  Service  and  Travelers  PropertyCasualty  in  association  with  Forbes. 
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▲▼FOREIGN     STOCK     FUNDS  /Fund  Survey 


MARKET 
PERFORMANCE  1 

Fund/800  phone 
Morgan  Stanley  Capital  Intl  LAtE  index 

Annualized  total  return       Tax 
12/31/89       3-year     efficiency 

to 
6/30/98 

Assets 

6/30/98 
($mii) 

Weighted 

average 

P/E 

Median 

market 

cap 

(Soil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 

A 

4.9%          10.7% 

- 

Forbes  foreign  stock  fund  composite 

6.8%            9.1% 

25.4 

$9.5 

$1.51 

Morgan  Grenfell  Emerg  Mkts  Debt/550-6426 

17.9% 

- 

$152 

NA 

NA 

none 

$1.08a 

Morgan  Grenfell  Emerg  Mkts  Equity/550-6426 

— *          -7.0 

- 

58 

20.1 

$3.3 

none 

1.25a 

Morgan  Stanley  Asian  Growth-A/421-5666 

— *        -25.9 

A 

103 

24.2 

3.2 

5.75% 

1.97 

A+ 

■  B 

MSDW  European  Growth-AV869-6397 

— *          26.2 

F 

2,311 

29.3 

25.8 

5.25 

1.45 

MSDW  Intl  SmallCap-AV'869-6397 

— *            1.4 

- 

67 

24.6 

0.8 

5.25 

2.04 

■  C 

C 

MSDW  Pacific  Growth-AV869-6397 

— *        -20.7 

C 

423 

19.2 

4.8 

5.25 

2.05 

Morgan  Stanley  Emerging  Mkts-A/421-5666 

— *          -5.2 

- 

1,345 

20.7 

3.1 

5.75 

2.20a 

Morgan  Stanley  Latin  America-A/421-5666 

— *          21.9 

- 

83 

16.4 

5.6 

5.75 

2.30a 

N&B  International  Fund/877-9700 

— *          19.6 

- 

161 

34.4 

5.1 

none 

1.70 

New  England  Intl  Equity-A/888-4823 

— *            2.9 

B 

77 

19.5 

16.1 

5.75 

1.83a 

B 

C 

Newport  Tiger-A/426-3750 

5.1%       -19.1 

A 

570 

9.8 

4.2 

5.75 

1.71 

N-A  Emerging  Countries-A/551-8045 

— *            8.8 

- 

178 

15.0 

1.4 

5.25 

2.26a 

Northern  Funds-lntl  Growth  Equity/935-3004 

— *          12.1 

- 

196 

34.9 

22.8 

none 

1.25a 

Northern  Funds-lntl  Select  Equity/935-3004 

— *          10.0 

- 

123 

38.2 

10.6 

none 

1.25a 

Northstar  International  Value/595-7827 

_*           _* 

- 

453 

20.9 

25.5 

4.75 

1.80 

Oakmark  International  Fund/625-6275 

— *          11.1 

D 

1,127 

18.3 

1.4 

none 

1.26 

Old  Westbury-lnternational  Fund/2 

— *            7.6 

- 

165 

26.1 

6.9 

none 

1.49a 

Parkstone  International  Discovery-A/554-3862 

— *           11.2 

A 

55 

25.3 

4.6 

4.50 

1.82 

B 

D 

Phoenix  Multi-lnternational-A/243-4361 

10.5             21.3 

D 

201 

30.7 

13.9 

4.75 

1.56 

D 

C 

Pimco  International  Fund-A/426-0107 

6.3            11.7 

A 

168 

29.7 

10.3 

5.50 

1.47 

Pimco  Intl  Developed-lnst/426-0107 

— *          16.0 

C 

144 

30.1 

25.2 

none 

1.11 

Pioneer  Emerging  Markets-A/622-0181 

— *            3.5 

- 

174 

19.8 

0.5 

5.75 

2.23 

Pioneer  Europe  Fund-A/622-0181 

— *          27.6 

F 

477 

29.4 

3.1 

5.75 

1.78 

Pioneer  International  Growth-A/622-0181 

— *            8.3 

0 

454 

18.3 

1.4 

5.75 

1.67 

Preferred  International  Fund/662-4769 

— *          14.3 

C 

284 

21.8 

6.6 

none 

1.25 

T  Rowe  Price  Emerging  Mkts  Stock/638-5660 

— *          -2.5 

- 

94 

23.4 

4.0 

none§ 

1.75 

B 

■  C 

T  Rowe  Price  European  Stock/638-5660 

— *          25.7 

B 

1,497 

31.2 

19.1 

none 

1.06 

D 

C 

T  Rowe  Price  International  Discovery/638-5660 

4.6             8.2 

A 

240 

28.1 

0.7 

none§ 

1.41 

C 

B 

T  Rowe  Price  International  Stock/638-5660 

9.3            13.3 

C 

10,539 

29.2 

13.6 

none 

0.85 

T  Rowe  Price  Japan  Fund/638-5660 

— *          -9.8 

A 

147 

34.3 

10.1 

none 

1.24 

T  Rowe  Price  Latin  America/638-5660 

— *           11.8 

- 

291 

13.1 

7.6 

none§ 

1.47 

C 

C 

T  Rowe  Price  New  Asia/638-5660 

1.6          -17.8 

C 

601 

17.8 

4.0 

none 

1.10 

B 

B 

Principal  International  Fund-A3/451-5447 

11.8            18.9 

B 

382 

29.8 

56.0 

4.75 

1.39 

Prudential  Europe  Growth-A/225-1852 

— *          24.5 

- 

276 

34.5 

7.5 

5.00 

1.54 

■  D 

■  C 

Prudential  Pacific  Growth-A/225-1852 

— *        -11.3 

D 

109 

23.3 

2.4 

5.00 

1.48 

■  D 

B 

Putnam  Asia  Pacific  Growth-A/225-1581 

— *          -6.6 

D 

450 

24.1 

5.9 

5.75 

1.50 

A 

■  A 

Putnam  Europe  Growth-A/225-1581 

— *          27.0 

C 

1,467 

27.0 

22.8 

5.75 

1.45 

■  C 

■  C 

Putnam  International  Growth-A/225-1581 

— *          22.0 

A 

3,200 

26.1 

15.8 

5.75 

1.59 

Putnam  Intl  New  Opportunities-A/225-1581 

— *          13.7 

- 

1,891 

32.1 

4.8 

5.75 

1.75 

Schroder  AII-Asia/730-2932 

— *        -19.1 

- 

53 

NA 

NA 

5.25 

1.78a 

Schroder  Cap-Emerging  Mkts  lnst-lnv/730-2932 

— *          -6.3 

- 

166 

21.6 

3.2 

none§ 

1.35a 

B 

0 

Schroder  Capital-lnternational-lnv/730-2932 

7.9            12.4 

F 

156 

29.7 

11.0 

none 

0.99a 

Three-year  return  6/30/95  through  6/30/98.  ■  Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum 
for  full  period    tClosed  to  new  investors.  §Distnbutor  may  impose  redemption  fee  whose  proceeds  revert  to  the  fund.  z.  Net  of  absorption  of  expenses  by  fund  sponsor. 
b:  Includes  back-end  load  that  reverts  to  distributor   NA:  Not  applicable  or  not  available.  'Formerly  Dean  Witter  funds.  2For  prospectus  call  212-708-9100. 
'Formerly  Princor  World 
Sources.  Forbes-  Upper  Analytical  Services.-  Morn,  ;^tar.  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.coi 
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AT  FOREIGN     STOCK     FUNDS  /Fund  Survq 


MARKET 

Fund/800  phone 

Annualized  total  return 
12731/89       3-year 

to 
6/30/98 

Tax 

efficiency 

Assets 
6/30/98 
($mil) 

Weighted 

average 

P/E 

Median 

market 

cap 

($bil) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

PERFORMANCE 

UP       DOWN 

▲        ▼ 

Morgan  Stanley  Cai'Itai,  Lntl  EAFE  index 

4.9% 

10.7% 

Forbes  foreign  stock  fund  composite 

6.8% 

9.1% 

25.4 

$9.5 

$1.51 

Schwab  lntl  lndex-lnvestor/435-4000 

— * 

13.1% 

- 

$437 

30.1 

$25.4 

none 

$0.58a 

Scout  Worldwide  Fund/996-2862 

— * 

20.4 

- 

84 

29.3 

17.3 

none 

0.85 

Scudder  Greater  Europe  Growth/225-2470 

* 

33.5 

- 

1,128 

32.9 

10.4 

none 

1.52 

1 

C 

Scudder  International  Fund-I  Shares/225-2470 

9.7% 

16  7 

F 

3,095 

33.0 

19.6 

none 

1.18 

Scudder  Latin  America/225-2470 

— * 

13.9 

F 

672 

16.7 

4.6 

none 

1.85 

Scudder  Pacific  Opportunities/225-2470 

* 

-19.0 

A 

107 

19.4 

2.4 

none 

2.29 

Seligman  Henderson  lnternational-A/221-7844 

— * 

14.6 

C 

103 

29.4 

16.7 

4.75% 

1.78 

Sentinel  World  Fund-A/282-3863 

— * 

16.0 

B 

126 

25.7 

19.1 

5.00 

1.32 

SIT  International  Growth/332-5580 

— * 

11.5 

C 

100 

35.9 

6.6 

none 

1.50a 

SB  World-European-A/451-2010 

— * 

23.3 

- 

78 

32.4 

2.0 

5.00 

1.72 

SB  World-International  Equity-A/45 1-2010 

— * 

11.6 

B 

919 

30.1 

4.0 

5.00 

1.30 

SoGen  Overseas  Fund/334-2143 

— * 

11.6 

- 

936 

25.2 

1.1 

3.75 

1.22 

SSGA  Active  International/997-7327 

— * 

6.5 

- 

92 

23.9 

4.4 

none 

1.00a 

SSGA  Emerging  Markets/997-7327 

* 

-2.9 

- 

248 

18.8 

1.9 

none 

1.25a 

SteinRoe  International  Fund/338-2550 

— * 

7.7 

- 

152 

27.3 

5.6 

none 

1.57 

Strong  lntl  Equity  Stock/368-3863 

* 

1.9 

C 

126 

24.5 

2.5 

none1 

1.87 

Target  International  Equity/442-8748 

— * 

18.3 

F 

268 

27.7 

26.8 

none 

0.93 

TCW/DW  Emerging  Markets  Oppors-A/869-6397 

— * 

-4.0 

- 

80 

18.4 

3.5 

5.25 

1.67 

TCW/DW  Latin  American  Growth-A/869-6397 

— * 

9.2 

B 

210 

17.7 

5.6 

5.25 

2.06 

■  B 

B 

Templeton  Developing  Mkts-l/342-5236 

* 

-3.4 

F 

3,151 

13.9 

1.6 

5.75 

1.96 

C 

A+ 

Templeton  Foreign  Fund-l/342-5236 

10.1 

10.4 

D 

15,334 

18.8 

5.2 

5.75 

1.13 

Templeton  Foreign  Smaller  Cos/342-5236 

— * 

11.0 

D 

154 

16.2 

0.7 

5.75 

1.41a 

Tocqueville  International  Value/697-3863 

* 

-8.7 

- 

63 

19.7 

0.3 

4.00 

1.99a 

UAM-Acadian  Emerging  Mkts-lnst/638-7983 

— * 

-9.6 

C 

70 

10.5 

0.4 

none 

1.50 

UAM-McKee  lntl  Equity-lnst/638-7983 

— * 

12.3 

- 

134 

20.0 

9.5 

none 

0.98 

UAM-TS&W  lntl  Equity-lnst/638-7983 

* 

10.9 

A 

128 

28.5 

7.0 

none 

1.29 

A+ 

B 

United  International  Growth-A/366-5465 

13.6 

22.7 

F 

1,341 

33.3 

20.0 

5.75 

1.24 

USAA  Invest-Emerging  Markets/382-8722 

— * 

-3.8 

- 

267 

17.6 

1.5 

none 

1.31 

B 

B 

USAAInvest-lnternational/382-8722 

10.4 

15.4 

D 

615 

26.6 

3.5 

none 

1.13 

F 

D 

Van  Eck  lntl  Investors  Gold-A/221-2220 

-7.2 

-19.1 

A 

201 

25.5 

1.5 

5.75 

1.47a 

Vanguard  lntl  Eq  Index-Emerg  Mkts/835-1510 

— * 

-6.8 

- 

590 

16.8 

3.2 

2.00*§ 

0.57 

A 

■  B 

Vanguard  lntl  Eq  lndex-European/835-1510 

— * 

27.1 

B 

3,917 

29.1 

29.3 

0.50* 

0.31 

0 

A 

Vanguard  lntl  Eq  lndex-Pacific/835-1510 

0.4 

-11.2 

B 

878 

33.4 

11.2 

0.50$ 

0.35 

B 

D 

Vanguard  International  Growth/835-1510 

8.3 

13.6 

B 

7,726 

28.4 

20.3 

none 

0.56 

.    0 

C 

Vanguard  International  Value/835-1510 

6.0 

9.4 

F 

880 

27.7 

10.3 

none 

0.49 

D 

■  C 

Victory-International  Growth-A/554-3862 

— * 

9.6 

A 

114 

27.7 

11.3 

5.75 

1.69a 

B 

B 

Vontobel  International  Equity/527-9500 

10.0 

19.0 

F 

183 

30.0 

11.5 

none 

1.50a 

Waddell  &  Reed  lntl  Growth-B/366-5465 

* 

24.3 

C 

88 

34.9 

6.8 

3.00b 

2.35 

Warburg  Pincus  Emerging  Mkts-C/257-5614 

— * 

-6.7 

- 

85 

15.5 

1.1 

none 

1.65a 

A 

C 

Warburg  Pincus  lntl  Equity-C/257-5614 

9.7 

10.5 

C 

1,745 

25.5 

7.0 

none 

1.33 

D 

■  D 

WM  International  Growth-A/543-8072 

— * 

7.8 

C 

52 

25.3 

5.0 

5.50 

1.59 

D 

A 

Wright  lntl  Blue  Chip  Equities-S/888-9471 

8.5 

11.0 

B 

236 

25.8 

6.5 

none 

1.31 

Three-year  return  6/30/95  through  6/30/98.  "Fund  rated  for  three  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for 
full  period.  tClosed  to  new  investors.  ^Distributor  may  impose  purchase  fee,  with  proceeds  reverting  to  other  shareholders.  §Distributor  may  impose  redemption  fee 
whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not 
available.  'Quarterly  advisory  fee. 
Sources:  Forbes:  Upper  Analytical  Services:  Mormngstar,  Inc. 
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THE  MULTISYNC  LCD  SERIES  WITH  XTRMIEVT  TECHNOLOGY. 


MultiSync  LCD2010  and  LCD1510  monitors 


feature  XtraViewtechnology  for  a  wide  160" 
viewing  angle  -  80'  up:  down,  let! 


in  ..itti   iTTTt'  riiiirini 


• 


pe  flexibility  of  portrait  or  landscape  displays.  A  separate  power  supply  Less  s 

£•  «jftl.i»J<.B/-~; 

«r  universal  mounting  on  a  wall,  stand  or  arm.  Optional  MicroTouch  And  at  20,"  the  MultiSync   LCD2010  even  boasts  the  largest  viewing 


ch  screen  capability  and  OptiShield  protective  glass.' 


*V 


area  of  any  LCD  monitor.  Hmmm.  Maybe  less  really  is  more. 


NEC  Technologies 


AT  FUND     SURVEY 


Taxable  bond  funds 


The  best  way  to  read  this  table  is  to  focus  on  the  expense 
column.  People  often  buy  bond  funds  by  comparing 
returns.  That  is  naive  and  potentially  dangerous.  Addition- 
al return  inevitably  comes  from  more  risk,  either  because 
the  bonds  held  have  longer  maturities  and  therefore  are 


more  subject  to  rate  fluctuations,  or  because  the  bonds  are 
more  likely  to  default.  If  you  want  to  improve  your  yield 
without  reducing  investment  quality,  look  for  funds  with 
low  annual  management  charges.  Junk  bond  funds  (p.  236) 
are  likely  to  be  more  volatile  than  high-quality  bond  funds. 


no 


100 


Ratio  scale  (6/30/93  =  100) 


1993 


1994 


1995 


1996 


1997 


1998 


Fund/800  phone 


Merrill  Lynch  corporate/govt  bond  index 
Forbes  taxable  bond  fund  composite 


5-year 

annualized 

total 

return 

6.9% 
6.5% 


Yield 

% 


6.6% 
5.8% 


Assets 
6/30/98 
($mil) 


-Weighted  average-        Maximum        Annual 
maturity        duration  sales  expenses 

(years)         (years)  charge  per 

$100 


$0.53 


AARP  Inc-GNMA  &  US  Treasury/225-2470  5.5%  6.5%  $4,485  6.1  2.5  none  $0.62 

AIM  Limited  Maturity  Treasury-Retail/347-1919  5.1  5.3  348  1.5  1.4  1.00%  0.54 

Amer  Century-Benham  GNMA-lnv/345-2021  6.5  6.3  1,309  22.1  2.8  none  0.58 

AmerCentury-Benhaml-TTreasNote-l/345-2021  5.7  5.4  392  6.0  4.2  none  0.51 

Amer  Century-Benham  L-TTreas-lnv/345-2021  8.1  5.6  109  19.7  NA  none  0.54 


0  B  Amer  Century-Benham  S-T  Govt-lnv/345-2021  4.8  5.4  820  3.0  NA  none  0.59 

B  D  Amer  Century-Benham  Target  2000/345-2021  5.4  none  234  2.0  NA  none  0.60 

A+  F  Amer  Century-Benham  Target  2005/345-2021  7.7  none  430  7.0  NA  none  0.60 

A+  F  Amer  Century-Benham  Target  2010/345-2021  9.9  none  204  12.0  NA  none  0.60 

A+  F  Amer  Century-Benham  Target  2015/345-2021  12.4  none  149  17.0  NA  none  0.60 


A+  F  Amer  Century-Benham  Target  2020/345-2021  14.0  none  565  22.0  22.0  none  0.60 

B  D  AmSouth  Bond  Fund-Classic/554-3862  6.4  5.7  332  8.3  5.9  4.00  0.74a 

C  B  AmSouth  Ltd  Maturity  Bond-C/554-3862  5.3  5.7  113  2.9  2.6  4.00  0.74 

D  A  Asset  Management-Adj  Rate  Mortgage/527-3713  5.5  5.9  878  3.7  0.8  none  0.48a 

D  B  Asset  Management-Short  US  Govt  Secs/527-3713  5.2  5.9  101  2.4  2.1  none  0.50 


Five-year  return  6/30/93  th-ough  6/30/98.  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose 
redemption  fee  whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable 
or  not  available. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  wv.w  forbes.com/funds 
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FREE  INFORMATION 


t  ADVERTISERS  APPEARING     Advertisers  are  listed  by  number.  Simply  circle  the  number(s)  on  the 

I   THIS    EDITION    OF    FORBES     attached  post-paid  card  of  the  advertiser(s)  you're  interested  in.  If  the  card 

urnniiATinu     a d n i it     1S  mussing,  circle  the  number(s)  on  this  page  and  mail  it  to  Forbes  Reader 

Service  Center,  650  South  Clark,  Chicago,  EL  60605-9912  or  fax  it  to  312-922-3165. 


THEIR  PRODOCTS/SERVICES. 


AREA    DEVELOPMENT 


1.  Iowa  Department  of  Economic 
Development  www.smart.state.ia.us 


BUSINESS    TO    BUS    NESS 


2.  Fairchild  Dornier 

3.  Raytheon  Aircraft 
www.raytheon.com/rac,  316-676-2987 

4.  The  Timken  Company 

5.  United  HealthCare  1-800-662-1264, 
www.unitedhealthcare.com 

6.  Utilicorp  www.utilicorp.com 


COMPUTER/TECHNOLOGY 


7.  Minolta  CS-PRO  Copiers 
www.minolta.usa.com 

8.  NEC-  A  leader  in  Multimedia  Technology 

9.  Pandesic  LLC  888-349-ebiz  (3249), 
www.pandesic.com 

10.  PeopleSoft.  Inc.  (888)  773-8277, 
www.peoplesoft.com 

11.  QUALCOMM  www.qualcomm.com/cdma 

12.  Rockwell  www.rockwell.com 

13.  SAP  America,  Inc.  www.sap.com 

14.  Tandy  Corporation 

15.  Toshiba  America 
Information  systems,  Inc. 

1  -800-TOSHIBA  http://www.toshiba.com 
16.TSMC 


CONSUMER  PRODUCTS/SERVICES 


17.  American  Dental  Association 
www.ada.org 

18.  Embassy  Suites,  Inc. 

19.  Far  Eastern  Plaza  Hotel,  Taipei 
www.Shangri-La.com 

20.  International  Watch  Company 
1-800432-9330 


FOR  FREE  INFORMATION  ON 
ADVERTISERS  LISTED: 


BY  MAIL: 

Fill  out  the  attached  post-paid  card 

BY  PHONE: 

Call  1-800-463-6903 

BY  FAX: 

Fax  attached  card  or  form  to 
312-922-3165 


21.  Makati  Shangri-La,  Manila 
www.Shangri-La.com 

22.  Shell  Oil  Company  1-800-376-0200, 
www.countonshell.com 

23.  SPS  Payment  Systems 

24.  Toyota  Motor  Sales  800-GO-TOYOTA, 
www.toyota.com 

25.  Zurich  American  Insurance 


FINANCIAL    SERVICES 


26.  Aetna  US  Healthcare 

27.  AIM  Distributors,  Inc. 

28.  American  Century  Investments  800-345-2021 
or  www.americancentury.com 

29.  American  Express  Financial  Advisors 

30.  Barry  Kaye  Associates  800-662-5433, 
www.BARRYKAYE.com 

31.  Charles  Schwab  &  Co.,  Inc. 
Mutual  Fund  Repod  Cards 
1-800-522-7662,  www.schwab.com 

32.  Dean  Witter  InterCapital  1  800  THE  DEAN 

33.  Founders  Funds 

34.  Janus  Funds  www.janus.com 

35.  The  Kaufmann  Fund 

36.  MFS  Investment  Management 

37.  Muhlenkamp  &  Co.,  Inc. 

38.  Nationwide 

39.  Neuberger  &  Berman  Funds 

40.  The  Principal  Financial  Group 
www.principal.com 

41.  Prudential  Investments 

42.  Robedson  Stephens  Funds 

43.  Stein  Roe  www.steinroe.com 

44.  T.  Rowe  Price  Equity  Income  Fund 
1-800-541-8457,  www.troweprice.com 

45.  T.  Rowe  Price  European  Stock  Fund 
1-800-541-8460,  www.troweprice.com 


46.  T.  Rowe  Price  Domestic  Equity  Funds 
1-800-541-7894,  www.troweprice.com 

47.  Transamerica  Premier  Funds 

48.  The  Vanguard  Group 


HOTELS 


49.  Hilton  H.  Honors 
www.hilton.com 

50.  The  Southern  Company 
www.southernco.com 


51.  American  Re-Insurance 

52.  Cadillac  Motor  Division 

53.  Lands'  End  Corporate  Sales 
www.landsend.com/corpsales, 
800-388-2000 

54.  Taylor  Made  Golf  Company  - 

let  Taylor  made  help  you  "Find  your  Game" 
with  the  easy-swinging  power  of  the  Tl 
bubble  2  driver-our  longest  driver  ever! 
www.taylormadegolf.com 

55.  Virginia  Economic  Development  Partnership 
www.YesVirginia.org,  804-371-8202 


56.  Buick  Motor  Division  1-800-4ABUICK 

57.  Chevrolet  1-800-950-2438 

58.  Kelly  Management  Services 

59.  Pontiac  1-800-2PONTIAC  or 
www.pontiac.com 

ISSUE  DATE:  August  24,1998 
*Web  site  Visits  Only 


NAME 

TITLE 

COMPANY 

ADDRESS 

CITY/STATE/ZIP 

TELEPHONE 

▲T  TAXABLE     BOND     FUNDS 


/Fund  Survey 


MARKET 

Fund/800  phone 

5-year 

Yield 

Assets 

-Weighted  average- 

Maximum 

Annual 

PERFORMANCE  | 

annualized 

% 

6/30/98 

maturity 

duration 

sales 

expenses 

UP 

DOWN  ■ 

total 
return 

($mil) 

(years) 

(years) 

charge 

per 
$100 

Merrill  Lynch  corporate/govt  bond  index 

6.9% 

6.6% 

- 

D 

A 

Forbes  taxable  bond  fund  composite 

6.5% 

5.8% 

$0.53 

Bernstein  Govt  Short  Duration/1 

4.8% 

5.2% 

$134 

•      1.8 

1.3 

none 

$0.69 

C 

C 

Bernstein  Intermediate  Duration/1 

5.8 

5.4 

2,438 

6.9 

3.8 

none 

0.62 

0 

A 

Bernstein  Short  Duration  +/' 

4.9 

5.3 

597 

1.8 

1.3 

none 

0.65 

C 

B 

Wm  Blair-lncome  Fund/742-7272 

5.9 

6.3 

177 

4.7 

2.8 

none 

0.71 

c 

C 

Bond  Fund  of  America/421-9900 

7.2 

7.2 

9,051 

8.3 

5.1 

4.75% 

0.68 

Boston  1784  Short-Term  Income/252-1784 

* 

5.6 

196 

2.9 

1.9 

none 

0.64  a 

B 

D 

Columbia  Fixed  Income  Securities/547-1707 

6.7 

6.3 

412 

5.8 

4.7 

none 

0.63 

A 

D 

Dodge  &  Cox  Income  Fund/621-3979 

7.3 

5.9 

827 

10.4 

4.3 

none 

0.49 

D 

B 

Dreyfus  100%  US  Treasury  S-T/645-6561 

5.1 

6.2 

185 

2.8 

2.5 

none 

0.70  a 

D 

6 

Dreyfus  Short-Intermediate  Govt/645-6561 

5.3 

6.7 

466 

3.7 

2.4 

none 

0.74  a 

F 

A+ 

Eaton  Vance  Short-Term  Treas/225-6265 

4.7 

1.7 

259 

NA 

NA 

none 

0.60a 

B 

D 

Excelsior-lntermed-Term  Managed  lnc/446-1012 

6.0 

5.5 

101 

8.6 

NA 

none 

0.63  a 

D 

A 

Federated  ARM's-lnstitutional/341-7400 

5.1 

5.9 

496 

NA 

0.5 

none 

0.55  a 

C 

C 

Federated  GNMA  Trust-lnst/341-7400 

6.2 

6.4 

1,124 

NA 

2.5 

none 

0.63  a 

C 

B 

Federated  Income  Trust-lnst/341-7400 

6.3 

6.3 

771 

NA 

2.9 

none 

0.59  a 

c 

C 

Fidelity  Ginnie  Mae/544-8888 

6.3 

6.5 

903 

6.4 

2.6 

none 

0.74 

B 

D 

Fidelity  Government  Securities/544-8888 

6.0 

5.8 

1,303 

8.8 

5.3 

none 

0.68 

C 

C 

Fidelity  Intermediate  Bond/544-8888 

5.8 

6.3 

3,145 

5.2 

3.4 

none 

0.65  a 

C 

B 

Fidelity  Intermediate  Govt  lnc2/544-8888 

5.9 

6.7 

731 

4.5 

3.1 

none 

0.38 

B 

C 

Fidelity  Investment  Grade  Bond/544-8888 

6.2 

6.0 

1,991 

8.2 

4.4 

none 

0.71a 

D 

B 

Fidelity  Short-Term  Bond/544-8888 

4.6 

6.1 

806 

2.5 

1.8 

none 

0.70 

B 

D 

Fountain  Square  Quality  Bond-A/334-0483 

5.5 

5.6 

108 

7.9 

4.6 

4.50 

0.75 

C 

A 

FPA  New  Income/982-4372 

7.4 

6.0 

626 

NA 

2.4 

4.50 

0.60 

D 

A 

Franklin  Adjustable  US  Govt  Secs/342-5236 

4.3 

5.8 

304 

NA 

NA 

2.25 

0.74  a 

Franklin  Strategic  Income/342-5236 

— * 

8.2 

198 

8.0 

4.1 

4.25 

0.23  a 

C 

C 

Franklin  US  Government  Secs-l/342-5236 

6.4 

6.7 

9,149 

NA 

2.9 

4.25 

0.66 

A 

D 

Fremont  Bond  Fund/548-4539 

7.7 

7.6 

123 

10.2 

5.3 

none 

0.56a 

B 

D 

Galaxy  II— US  Treasury  Index/628-0414 

6.2 

6.0 

128 

8.9 

NA 

none 

0.40 

B 

D 

Guardian  Invest  Quality  Bond-A/221-3253 

5.6 

5.5 

133 

7.7 

4.4 

4.50 

0.75a 

B 

C 

Harbor  Bond  Fund/422-1050 

7.3 

5.9 

417 

11.6 

5.2 

none 

0.65  a 

F 

A 

Harbor  Short  Duration/422-1050 

5.4 

6.4 

189 

5.7 

1.6 

none 

0.34  a 

D 

A 

Homestead  Short-Term  Bond/258-3030 

5.5 

5.7 

127 

2.8 

2.4 

none 

0.75 

C 

A+ 

Hotchkis  &  Wiley-Low  Duration/236-4479 

8.3 

6.7 

252 

3.0 

1.8 

none 

0.58  a 

B 

C 

JP  Morgan  Bond  Fund/521-5411 

6.6 

6.3 

218 

14.4 

5.0 

none 

0.68 

Marquis  Government  Securities-A/814-3396 

* 

5.4 

147 

5.6 

NA 

3.50 

0.70  a 

C 

C 

Marshall  Intermediate  Bond/236-8554 

5.2 

6.1 

579 

4.2 

2.8 

none 

0.71a 

D 

A 

Marshall  Short-Term  Income/236-8554 

5.3 

6.4 

131 

2.1 

1.2 

none 

0.57  a 

B 

C 

MAS-Fixed  lncome-lnst/354-8185 

7.5 

6.2 

4,561 

8.4 

4.1 

none 

0.47 

B 

C 

MAS-Fixed  Income  ll-lnst/354-8185 

6.9 

5.7 

388 

8.0 

4.1 

none 

0.48 

MAS-lntermediateDuration-lnst/354-8185 

— * 

5.2 

130 

6.8 

3.1 

none 

0.50 

D 

A 

MAS-LimitedDuration-lnst/354-8185 

5.1 

5.6 

250 

2.8 

1.6 

none 

0.42 

B 

C 

MAS-Special  Purpose  Fixed-lnc-lnst/354-8185 

7.8 

6.9 

552 

8.5 

4.2 

none 

0.47 

McM  Funds-lntermed  Fixed  Income/788-9485 

— * 

5.7 

122 

4.4 

3.8 

none 

0.50  a 

B 

D 

Merrill  Lynch  Corp-lntermed-D/637-3863 

6.1 

6.2 

442 

NA 

4.1 

1.00 

0.75 

B 

C 

Morgan  Grenfell  Fixed  Income/550-6426 

7.5 

6.1 

1,262 

7.0 

4.4 

none 

0.55a 

C 

B 

MSDW  Diversified  lncome-AV869-6397 

6.2 

8.0 

1,032 

7.1 

NA 

4.25 

0.75 

MSDW  Short-Term  Bond3/869-6397 

— * 

6.6 

124 

NA 

NA 

none 

0.00  a 

D 

B 

N&B  Limited  Maturity  Bond/877-9700 

5.2 

6.2 

349 

2.0 

1.6 

none 

0.70  a 

F 

A 

New  England  Adj  Rate  US  Govt-A/888-4823 

4.9 

5.8 

183 

7.0 

NA 

1.00 

0.70a 

Payden  &  Rygel  Intermed  Bond-R/572-9336 

* 

5.9 

118 

4.8 

3.8 

none 

0.45  a 

Five-year  return  6/30/93  through  6/30/98.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period 

tClosed  to 

new  investors,  a 

Net  of  absorption  of  expenses 

by  fund  sponsor,  b:  Includes  'iack-end  load  that  reverts  to  distributor.  NA:  Not 

applicable  or 

not  available.  'For 

prospectus  call  212-756-4097.  formerly  Spartan  Limited 

Maturity  Government.    'Formerly  Dean  Witter  funds. 

Sources:  Forbes;  Upper  Analytical  Services-.  Morningstar,  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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financial  services 


portals  for  consumer  finance 


Forum 


•  Banking 

•  Brokerage 


September  15-16,  1998  San  Francisco 
Topics  Include: 

•  Payments 

•  PFMs 


•  Insurance 

•  Financial  Content 


David  Pottruck,  President  &  Co-CEO,  The  Charles  Schwab  Corporation 

Kenneth  Stevens,  Chairman  &  CEO,  Bank  One  Retail  Group 

Harry  Motro,  President  &  CEO,  Infoseek    Dudley  M.  Nigg,  EVP,  Online  Financial  Services  Group,  Wells  Fargo  Bank 

Lewis  Levin,  VP,  Microsoft    Bruce  Zimmerman,  SVP,  Chase  Manhattan 


To  register  or  receive  your  free  conference  brochure: 

Call:  800-611-0391  or  212-780-6060  x142    Web:  www.jup.com/events/forums/financial 
E-mail:  hema@jup.com    Exhibit  or -sponsorship:  Faine  Speyer  212-780-6060  x118    E-mail:  faine@jup.com 


Charles  Schwab 
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AT 

TAXABLE     BOND     FUNDS 

unci  Survey 

tmm^mmm^m 

MARKET 

Fund/800  phone 

5-year 

Yield 

Assets 

-Weighted  average- 

Maximum 

Annual 

PERFORMANCE  | 

annualized 

% 

6/30/98 

maturity 

duration 

sales 

expenses 

UP 

DOWN  | 

total 

($mil) 

(years) 

(years) 

charge 

per    ' 
$100 

Merrill  Lynch  corporate/govt  bond  index 

return 

6.9% 

6.6% 

Forbes  taxable  bond  fund  composite 

6.5% 

5.8% 

$0.53 

Payden  &  Rygel  Invest  Qual  Bond-R/572-9336 

— * 

6.0% 

$118 

6.8 

5.0 

none 

$0.45  a 

Payden  &  Rygel  Ltd  Maturity-R/572-9336 

— * 

5.5 

160       - 

0.9 

0.9 

none 

0.30a 

B 

A+ 

Pimco  High  Yield-lnst/426-0107 

11.8% 

8.5 

2,463 

6.2 

4.4 

none 

0.50 

C 

A 

Pimco  Low  Duration-lnst/426-0107 

6.6 

6.5 

3.264 

2.5 

2.6 

none 

0.43 

D 

B 

Pimco  Low  Duration  ll-lnst/426-0107 

6.0 

6.0 

404 

3.2 

2.6 

none 

0.50 

A 

C 

Pimco  Total  Return-lnst/426-0107 

7.6 

6.1 

20.140 

9.1 

5.0 

none 

0.43 

A 

D 

Pimco  Total  Return  ll-lnst/426-0107 

7.2 

6.0 

633 

11.8 

5.5 

none 

0.50 

A 

C 

Pimco  Total  Return  lll-lnst/426-0107 

7.8 

5.9 

385 

9.4 

5.0 

none 

0.51 

B 

C 

Preferred  Fixed-lncome/662-4769 

6.5 

6.1 

151 

11.1 

5.4 

none 

0.69 

B 

c 

T  Rowe  Price  GNMA  Fund/638-5660 

6.5 

6.6 

1,137 

7.6 

3.3 

none 

0.70 

B 

c 

T  Rowe  Price  New  Income/638-5660 

6.7 

6.2 

2,097 

12.4 

5.9 

none 

0.71 

D 

B 

T  Rowe  Price  Short-Term  Bond/638-5660 

4.3 

5.8 

324 

2.5 

2.0 

none 

0.72 

D 

B 

T  Rowe  Price  Short-Term  US  Govt/638-5660 

5.1 

5.8 

111 

2.8 

2.3 

none 

0.70  a 

B 

B 

T  Rowe  Price  Spectrum-lncome/638-5660 

9.0 

6.1 

2,446 

9.8 

4.1 

none 

0.75 

C 

C 

T  Rowe  Price  US  Treasury  lntermed/638-5660 

5.8 

5.6 

206 

5.9 

4.5 

none 

0.61 

A 

D 

T  Rowe  Price  US  Treasury  L-T/638-5660 

8.2 

5.4 

284 

22.4 

11.1 

none 

0.71 

D 

B 

Schwab  S-T  Bond  Market  lndex'/435-4000 

4.7 

5.8 

152 

2.9 

NA 

none 

0.38a 

A 

D 

Schwab  Total  Bond  Market  Index/435-4000 

6.7 

5.9 

253 

7.7 

NA 

none 

0.30  a 

B 

D 

Sentinel  Bond  Fund-A/282-3863 

6.2 

6.2 

100 

11.7 

6.6 

4.00% 

0.70  a 

C 

C 

Spartan  Ginnie  Mae/544-8888 

6.5 

6.6 

684 

6.3 

2.6 

none 

0.38 

B 

D 

Spartan  Government  Income/544-8888 

6.2 

5.9 

334 

8.4 

5.3 

none 

0.60 

A 

D 

Spartan  Investment  Grade  Bond/544-8888 

6.6 

6.1 

1,991 

8.2 

4.5 

none 

0.38 

D 

A 

Spartan  Short-Term  Bond/544-888G 

4.6 

6.5 

344 

2.5 

1.8 

none 

0.38 

F 

A+ 

SSGA  Yield  Plus/997-7327 

5.2 

5.7 

545 

0.3 

0.3 

none 

0.38 

B 

C 

Standish  Fixed  Income/729-0066 

7.2 

7.3 

3,429 

9.4 

8.4 

none 

0.37 

* 


f 


AT  TAXABLE     BOND     FUNDS     Fund  Survey 


""TB 

Fund/800  phone 

5-year 

annualized 

total 

return 

Yield 

% 

Assets 
6/30/98 
($mil) 

-Weighted  average-        Maximum        Annual 
maturity        duration          sales          expenses 
(years)         (years)          charge             per 

$100 

I      i 

c 

F 
C 
C 
A 

c 

A+ 
B 
C 
0 

SteinRoe  Intermediate  Bond/338-2550 
Strong  Advantage  Fund/358-3863 
Target  Intermediate-Term  Bond/ W2-8748 
USAA  Invest-GNMA  Trust/382-8722 
USAA  Mutual-lncome/382-8722 

6.8% 

6.2 

6.8 

6.8 

7.2 

6.5% 

6.1 

5.4 

6.4 

6.4 

$440 

2,452 

101 

385 

1,749 

8.1 
0.5 
NA 
9.5 
9.3 

5.6             none            $0.75 
0.6            none              0.75 

4.0  none2            0.71 

6.1  none              0.32 
5.6            none              0.38 

D 
C 
A 
A 
D 

A 
D 
D 
D 
B 

USAA  Short-Term  Bond/382-8722 
Value  Line  US  Government  Secs/223-0818 
Vanguard  Admiral-I-T  US  Treasury/835-1510 
Vanguard  Admiral-L-T  US  Treasury/835-1510 
Vanguard  Admiral-S-T  US  Treasury/835-1510 

5.9 

4.3 
6.6 
9.0 
5.5 

6.2 
6.3 
6.0 
5.9 
5.7 

177 
181 
1,036 
389 
845 

2.7 
7.0 
6.9 
20.4 
2.5 

2.3  none             0.50  a 
4.5             none              0.66 

5.4  none              0.15 
10.5            none              0.15 

2.2            none              0.15 

B 
C 

C 
B 

Vanguard  Bond  Index-I-T  Bond/835-1510 
Vanguard  Bond  lndex-Long-Term/835-1510 
Vanguard  Bond  Index-S-T  Bond/835-1510 
Vanguard  Bond  Index-Tot  Bond  Mkt/835-1510 
Vanguard  Fixed  lnc-GNMA/835-1510 

* 

6.8 
7.0 

6.3 
6.1 
5.9 
6.3 
6.8 

883 

140 

563 

6,233 

9,779 

7.3 
22.2 
2.8 
8.6 
6.8 

5.3  none              0.20 
10.2             none              0.20 

2.4  none              0.20 

4.5  none             0.20 

3.6  none             0.31 

A 
A 
A 
0 

0 
D 
D 
B 

Vanguard  Fixed  Inc-I-T  Corp/835-1510 
Vanguard  Fixed  Inc-I-T  US  Treas/835-1510 
Vanguard  Fixed  Inc-L-T  Corp/835-1510 
Vanguard  Fixed  Inc-L-T  US  Treas/835-1510 
Vanguard  Fixed  Inc-S-T  Corp/835-1510 

6.4 
8.5 
8.5 
5.9 

6.4 
6.0 
6.5 
5.9 
6.2 

1,022 
1,648 
3,967 
1,134 
5,087 

6.9 

6.9 

21.1 

20.6 

2.7 

5.2            none              0.26 
5.4             none              0.27 
9.9            none             0.32 
10.5            none              0.27 
2.2             none              0.28 

0 
0 
A 
C 
C 

B 
B 
C 
B 
D 

Vanguard  Fixed  Inc-S-T  Federal/835-1510 
Vanguard  Fixed  Inc-S-T  US  Treas/835-1510 
Vanguard  Preferred  Stock/835-1510 
Warburg  Pincus  Fixed  lnc-Common/257-5614 
WPG  Core  Bond/223-3332 

5.5 

5.4 
9.3 
7.1 
4.3 

5.9 
5.6 
6.0 
5.7 
5.5 

1,500 

1,031 

369 

376 

116 

2.6 

2.4 

NA 

9.1 

10.1 

2.2  none              0.27 

2.3  none             0.27 

5.4  none              0.36 

4.4  none              0.75  a 

4.5  none              0.50  a 

Five-year  return  6/30/93  through  6/30/98  'Fund  not  in  operation  or  did  not  meet  asset  minimum 
sponsor  b:  Includes  back-end  load  that  reverts  to  distributor  NA:  Not  applicable  or  not  available 
Sources:  Forbes.  Upper  Analytical  Services;  Mormngstar.  Inc. 

Rules,  page  160.  For  more  funds:  www.torbes.com/funds 

or  full  period.  tClosed  to  new  investors,  a-.  Net  of  absorption  of  expenses  by  fund 
'Formerly  Schwab  Short/Intermediate  Government  Bond.  Quarterly  advisory  fee. 

AMFTON 


AUME  &  MERCIER 

MAlTRES  HORLOGERS  DEPUIS  1830-  GENEVE 

and  the  authorized  Baume  &  Mercier  jeweler  in  your  area,  phone  1-800-MERCIER. 


AT  FUND     SURVEY 


Municipal  bond  funds 


Don't  let  tax  phobia  cloud  your  judgment:  Buy  munis 
only  if  your  tax  circumstances  warrant.  If  you  live  in  New 
York,  you're  likely  to  pay  high  state  taxes  and  even  local 
income  taxes,  and  those  extortions  make  the  tax-exempt 
coupon  muni  in  New  York  funds  particularly  attractive. 
Florida  residents  get  less  advantage  from  tax  exempts 
since  Florida  levies  no  state  tax. 


In  an  effort  to  push  up  returns,  some  funds  own 
extremely  long  term  bonds.  Safeco  California  and  Safeco 
Municipal  are  two  examples.  They  get  A+  up  market 
rankings,  but  Fs  for  when  the  bond  market  tanks.  Cur- 
rent coupons  are  running  at  only  about  5%,  so  focus  on 
expenses  if  you  want  to  improve  yield  without  sacrificing 
quality.  Fractions  of  a  percent  really  matter. 


Ratio  scale  (6/30/93  =  100) 


1993 


1994 


1995 


1996 


1997 


1998 


MARKET 

Fund/800  phone 

5-year 

Yield 

Assets 

-Weighted  average- 

Maximum 

Annual 

PERFORMANCE  ■ 

annualized 

% 

6/30/98 

maturity 

duration 

sales 

expenses 

UP 

DOWN  ■ 

total 

($mil) 

(years) 

(years) 

charge 

per 

A 

▼ 

return 

$100 

Lehman  Brothers  municipal  bond  index 

6.5% 

5.3% 

B 

D 

Forbes  municipal  bond  fund  composite 

5.9% 

4.9% 

$0.60 

AARP  Income-Insured  T-F  General/225-2470 

5.6% 

4.8% 

$1,697 

8.8 

6.8 

none 

$0.63 

D 

A 

AIM  Tax-Free  Intermed  Shares/347-1919 

5.1 

4.5 

196 

6.1 

4.8 

1.00% 

0.45 

A 

D 

Alliance  Muni  lncome-Natl-A/221-5672 

6.5 

5.2 

642 

22.0 

9.0 

4.25 

0.69a 

A 

D 

Alliance  Muni  Income-New  York-A/22 1-5672 

6.2 

5.3 

341 

23.9 

5.5 

4.25 

0.65a 

C 

B 

Amer  Century-Benham  Calif  Muni  Hi-Yld/345-2021 

7.2 

5.3 

277 

21.1 

7.7 

none 

0.55 

A 

D 

Amer  Century-Benham  Calif  T-F  Ins/345-2021 

6.2 

4.9 

209 

18.2 

NA 

none 

0.52 

D 

A 

Amer  Century-Benham  Calif  T-F  Inter/345-2021 

5.4 

4.6 

453 

8.9 

5.7 

none 

0.52 

F 

A+ 

Amer  Century-Benham  Calif  T-F  Ltd/345-2021 

4.3 

4.0 

127 

4.2 

NA 

none 

0.52 

B 

C 

Amer  Century-Benham  Calif  T-F  L-T/345-2021 

6.5 

5.1 

316 

19.6 

8.5 

none 

0.52 

D 

A 

Amer  Century-Benham  l-T  Tax-Free/345-2021 

5.3 

4.6 

138 

7.5 

NA 

none 

0.51 

A 

D 

Amer  Century-Benham  L-T  Tax-Free/345-2021 

6.3 

5.0 

114 

17.8 

NA 

none 

0.51 

D 

A 

Bernstein  California  Muni/' 

5.1 

4.1 

499 

5.8 

4.2 

none 

0.67 

D 

A 

Bernstein  Diversified  Muni/1 

5.2 

4.2 

1,317 

6.8 

4.1 

none 

0.64 

D 

A 

Bernstein  New  York  Muni/1 

5.1 

4.3 

787 

5.7 

4.2 

none 

0.65 

Bernstein  Short  Duration  Div  Muni/1 

—  * 

3.7 

147 

2.0 

1.1 

none 

0.71 

A 

F 

California  Tax-Free  Income/225-8778 

6.0 

4.5 

222 

14.0 

8.7 

none 

0.60 

F 

A+ 

Calvert  Tax-Free  Reserves-Ltd-A/368-2748 

3.9 

3.8 

492 

0.9 

0.8 

1.00 

0.69a 

C 

C 

Chase  Vista  New  York  T-F  lnc-A/648-4782 

5.7 

46 

116 

23.7 

NA 

4.50 

0.75a 

Five-year  return  6/30/93  trnugh  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period 

tClosed  to  new  investors. 

§Distnbutor  may 

mpose 

redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of  absorption  of 

expenses  by  fund 

sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable 

or  not  available.  'For  prospectus  call  212-756-4097. 

Sources:  Forbes;  Upper  Analytical  Services,-  Mormngstar,  In 

Rules,  page  160.  For  more  funds:  www.torbes.com/funds 
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AT 

MUNICIPAL     BOND     FUNDS  /Fund  S 

urvey 

nr-    ym 

Fund/800  phone                                                 5-year 

amiialnoil 

Yield 

% 

Assets 
6/30/98 
($mil) 

-Weighted  average- 

motliritu                 rlnrofinn 

Maximum 
sales 
charge 

Annual 

expenses 

per 

D 

ImJI 

a 

total 

nidiui iiy 
(years) 

(years) 

H 

n 

return 

$100 

1  Lehman  Brothers  municipal  bond  index 

6.5% 

5.3% 

0 

A 

Forbes  municipal  bond  fund  composite 

5.9% 

4.9% 

$0.60 

Churchill  T-F  Fund  of  Kentucky-A/872-5859 

5.7% 

5.0% 

$227 

16.5 

6.3 

4.00% 

$0.72 

B 

D 

Colonial  New  York  Tax-Exempt-A/426-3750 

5.8 

5.1 

107 

18.2 

8.1 

4.75 

0.67a 

D 

B 

Columbia  Municipal  Bond/547-1707 

5.4 

4.7 

418 

12.0 

6.5 

none 

0.56 

Dreyfus  Basic  Muni  Bond/645-6561 

—  * 

5.0 

172 

21.6 

7.6 

none 

0.45 

C 

C 

Dreyfus  Calif  Tax-Exempt  Bond/645-6561 

4.8 

4.7 

1,298 

20.0 

8.3 

none 

0.68 

D 

B 

Dreyfus  Intermed  Muni  Bond/645-6561 

5.5 

4.9 

1,339 

9.4 

6.2 

none 

0.73 

C 

C 

Dreyfus  Municipal  Bond/645-6561 

5.3 

5.1 

3,308 

21.2 

7.4 

none 

0.72 

C 

C 

Dreyfus  NY  Tax-Exempt  Bond/645-6561 

5.3 

4.8 

1,642 

16.9 

6.7 

none 

0.70 

A 

D 

Dreyfus  Premier  State  Muni-Virginia-A/645-6561 

6.3 

4.9 

108 

20.6 

7.0 

4.50 

0.75a 

D 

A 

A 

Dupree-Kentucky  Tax-Free  Income/866-0614 

6.0 

5.1 

373 

16.7 

4.8 

none 

0.63 

F 

Eaton  Vance  Florida  Munis-A/225-6265 

5.1 

5.0 

465 

22.9 

8.5 

4.75 

0.75 

A+ 

B 

Eaton  Vance  National  Munis-A/225-6265 

8.9 

5.6 

2,255 

23.0 

7.7 

4.75 

0.72 

B 

F 

Eaton  Vance  NC  Munis-A/225-6265 

5.1 

5.1 

153 

21.6 

7.5 

4.75 

0.74 

B 

C 

Eaton  Vance  Penn  Munis-A/225-6265 

5.7 

5.4 

368 

20.6 

6.6 

4.75 

0.75 

B 

C 

Evergreen  Florida  Muni  Bond-A/235-0064 

6.3 

4.9 

243 

14.3 

8.5 

4.75 

0.74a 

D 

A 

Excelsior  Tax-Ex-lntermed/446-1012 

5.8 

4.2 

271 

8.6 

6.0 

none 

0.58a 

A+ 

D 

Excelsior  Tax-Ex-Long-Term/446- 1012 

7.9 

4.2 

156 

22.1 

NA 

none 

0.75a 

D 

A 

Excelsior  Tax-Ex-NY  lntermed/446-1012 

5.2 

3.9 

136 

7.9 

NA 

none 

0.72a 

D 

B 

Federated  Intermediate  Muni/341-7400 

4.8 

4.9 

223 

7.0 

5.4 

none 

0.57a 

D 

B 

Fountain  Square  Ohio  T-F  Bond-A/334-0483 

4.9 

4.1 

190 

7.7 

6.2 

4.50 

0.75 

D 

B 

Franklin  Alabama  T-F  lnc-l/342-5236 

5.9 

5.5 

232 

21.2 

5.1 

4.25 

0.72 

D 

B 

Franklin  Arizona  T-F  lnc-l/342-5236 

5.9 

5.3 

847 

19.5 

5.9 

4.25 

0.63 

C 

A 

Franklin  Calif  High  Yield  Muni-l/342-5236 

7.5 

5.8 

466 

24.8 

8.5 

4.25 

0.42a 

D 

B 

Franklin  Calif  Insured  T-F  lnc-l/342-5236 

6.1 

5.1 

1,780 

21.1 

6.1 

4.25 

0.60 

0 

A 

Franklin  Calif  Intermed-Term  T-F  lnc/342-5236 

6.4 

4.7 

156 

8.3 

5.3 

2.25 

0.50 

D 

A 

Franklin  California  T-F  lnc-l/342-5236 

6.3 

5.6 

15,321 

20.6 

6.0 

4.25 

0.56 

C 

B 

Franklin  Colorado  T-F  lnc-l/342-5236 

6.3 

5.2 

294 

20.8 

6.8 

4.25 

0.71 

D 

B 

Franklin  Connecticut  T-F  lnc-l/342-5236 

5.8 

5.2 

225 

19.8 

5.8 

4.25 

0.73 

D 

A 

Franklin  Federal  l-TT-F  lnc/342-5236 

6.3 

4.8 

149 

8.6 

6.0 

2.25 

0.75a 

D 

A 

Franklin  Federal  T-F  lnc-l/342-5236 

6.3 

5.5 

7,232 

19.7 

5.3 

4.25 

0.59 

A+ 

F 

Franklin  Florida  Insured  T-F  lnc/342-5236 

6.0 

5.0 

108 

22.8 

7.1 

4.25 

0.35a 

D 

A 

Franklin  Florida  T-F  lnc-l/342-5236 

6.1 

5.3 

1,727 

18.7 

5.9 

4.25 

0.61 

C 

A 

Franklin  High  Yield  T-F  lnc-l/342-5236 

7.7 

5.7 

6,516 

20.9 

6.8 

4.25 

0.61 

D 

B 

Franklin  Insured  T-F  lnc-l/342-5236 

5.9 

5.3 

1,739 

20.8 

6.2 

4.25 

0.61 

C 

B 

Franklin  Maryland  T-F  lnc-l/342-5236 

6.2 

5.1 

237 

21.1 

6.1 

4.25 

0.74 

D 

A 

Franklin  Mass  Insured  T-F  lnc-l/342-5236 

5.9 

5.0 

348 

19.9 

5.8 

4.25 

0.68 

C 

B 

Franklin  Mich  Insured  T-F  lnc-l/342-5236 

5.9 

5.1 

1,184 

21.0 

5.8 

4.25 

0.63 

D 

B 

Franklin  Minn  Insured  T-F  lnc-l/342-5236 

5.5 

5.2 

513 

17.9 

5.0 

4.25 

0.65 

C 

B 

Franklin  Missouri  T-F  lnc-l/342-5236 

6.4 

5.2 

341 

18.3 

5.8 

4.25 

0.71 

C 

B 

Franklin  New  Jersey  T-F  lnc-l/342-5236 

5.8 

5.3 

684 

20.0 

6.1 

4.25 

0.66 

'  B 

C 

Franklin  New  York  Insured  T-F  lnc-l/342-5236 

6.1 

5.0 

273 

21.1 

6.4 

4.25 

0.71 

D 

A 

Franklin  New  York  T-F  lnc-l/342-5236 

6.2 

5.5 

4,941 

19.0 

5.5 

4.25 

0.60 

C 

B 

Franklin  North  Carolina  T-F  lnc-l/342-5236 

5.9 

5.1 

336 

19.0 

6.0 

4.25 

0.70 

C 

B 

Franklin  Ohio  Insured  T-F  lnc-l/342-5236 

5.8 

5.1 

780 

19.4 

5.7 

4.25 

0.64 

D 

B 

Franklin  Oregon  T-F  lnc-l/342-5236 

5.7 

5.3 

466 

19.3 

5.5 

4.25 

0.67 

D 

A 

Franklin  Pennsylvania  T-F  lnc-l/342-5236 

6.2 

5.4 

758 

19.6 

6.0 

4.25 

0.65 

C 

B 

Franklin  Puerto  Rico  T-F  lnc-l/342-5236 

6.2 

5.2 

215 

18.6 

5.5 

4.25 

0.75 

C 

B 

Franklin  Virginia  T-F  lnc-l/342-5236 

6.1 

5.3 

366 

21.4 

6.5 

4.25 

0.69 

B 

C 

Hancock  Calif  Tax-Free  lnc-A/225-5291 

6.5 

5.1 

391 

21.4 

7.8 

4.50 

0.75a 

C 

c 

Hawaiian  Tax-Free  Trust-A/228-4227 

5.5 

4.6 

648 

14.6 

6.1 

4.00 

0.73 

Five-year  return  6/30/93  through  6/30/98.  *Fund  not  in  opera 

ion  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors. 

§Distributor  may  impose 

redemption  fee  whose  proceeds  revert  to  the  fund,  a:  Net  of 

absorption  of  expenses  by  fund 

sponsor,  b: 

Includes  back-end  load  that  reverts  to  distributor. 

NA:  Not 

applicable  or  not  available. 

Sources:  Forbes;  Upper  Analytical  Services;  -Morningstar,  Inc 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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AT 

MUNICIPAL     BOND     FUNDS  /Fund  Survey 

■■■ 

™i'i 

Fund/800  phone 

5-year 

Yield 

Assets 

-Weighted  average- 

Maximum 

Annual 

'.''.'y.fcM 

, 

nnualized 

% 

6/30/98 

maturity 

duration 

sales 

expenses 

total 

($mil) 

(years) 

(years) 

charge 

per 
$100 

return 

Lehman  Brothers  municipal  bond  index 

7.1% 

5.4% 

* 

c 

B 

Forbes  municipal  bond  fund  composite 

6.5% 

5.2% 

$0.72 

IDS  High  Yield  Tax-Exempt-A/437-4332 

5.9% 

5.6% 

$5,973 

-.20.2 

6.5 

5.00% 

$0.70 

B 

D 

IDS  Insured  Tax-Exempt-A/437-4332 

5.6 

5.1 

499 

21.3 

6.1 

5.00 

0.73 

A 

F 

IDS  Tax-Exempt  Bond-A/437-4332 

5.9 

5.0 

1,012 

18.3 

7.5 

5.00 

0.73 

D 

B 

JP  Morgan  Tax-Exempt  Bond/521-5411 

5.4 

4.5 

425 

7.4 

5.9 

none 

0.64 

C 

C 

Kemper  California  T-F  lncome-A/621-1048 

5.9 

4.9 

1,007 

16.9 

7.5 

4.50 

0.73 

A 

D 

Kemper  Municipal  Bond-A/621-1048 

6.3 

5.1 

3,141 

16.6 

7.2 

4.50 

0.66 

C 

B 

Legg  Mason  Maryland  T-F  lnc-P/822-5544 

5.8 

4.9 

158 

15.2 

7.6 

2.75 

0.70 

Limited  Term  T-E  Bond  of  America/421-9900 

* 

4.4 

224 

5.7 

4.8 

4.75 

0.75 

B 

D 

Lutheran  Brotherhood  Muni  Bond-A/328-4552 

6.1 

4.9 

599 

16.8 

NA 

4.00 

0.69a 

A+ 

F 

MAS-Municipal-lnstitutional/354-8185 

6.9 

4.5 

105 

11.1 

4.3 

none 

0.50a 

C 

D 

Merrill  Lynch  Calif  Muni-D/637-3863 

5.8 

5.2 

598 

18.9 

8.6 

4.00 

0.73 

A 

D 

Merrill  Lynch  Muni-lnsured-D/637-3863 

5.5 

5.0 

1,939 

21.0 

6.8 

4.00 

0.69 

F 

A+ 

Merrill  Lynch  Muni-Ltd  Maturity-D/637-3863 

3.8 

3.8 

409 

1.5 

1.6 

1.00 

0.48 

B 

D 

Merrill  Lynch  NY  Muni  Bond-D/637-3863 

5.1 

4.9 

417 

25.9 

NA 

4.00 

0.75 

C 

C 

MFS  California  Municipal  Bond-A/225-2606 

5.6 

4.9 

273 

14.8 

8.3 

4.75 

0.64a 

B 

D 

MFS  Municipal  Bond-A/225-2606 

5.3 

5.0 

1,673 

16.5 

9.5 

4.75 

0.62 

D 

A 

Morgan  Grenfell  Muni  Bond/550-6426 

6.5 

4.9 

•541 

6.8 

5.3 

none 

0.54a 

A 

D 

MSDW  M-S  Muni-California'/869-6397 

5.8 

4.9 

105 

NA 

NA 

4.00 

0.59 

B 

C 

MSDW  Tax-Exempt  Securities-AV869-6397 

5.9 

5.0 

123 

NA 

7.0 

4.25 

0.74 

A 

D 

Nuveen  Flagship  Georgia  Muni  Bond-A/621-7227 

6.3 

5.0 

144 

22.1 

8.7 

4.20 

0.69a 

A 

D 

Nuveen  Flagship  Kansas  Muni  Bond-A/621-7227 

5.7 

4.9 

109 

20.7 

7.5 

4.20 

0.72a 

B 

C 

Nuveen  Flagship  Kentucky  Muni  Bond-A/621-7227 

6.1 

5.1 

m 

20.4 

6.4 

4.20 

0.71a 

B 

C 

Nuveen  Flagship  Va  Muni  Bond-A/621-7227 

6.1 

5.1 

155 

21.1 

6.2 

4.20 

0.70a 

B 

C 

Oppenheimer  Main  St  Calif  Muni-A/525-7048 

6.7 

5.3 

125 

20.5 

8.3 

4.75 

0.53a 

C 

C 

T  Rowe  Price  Calif  T-F  Bond/638-5660 

6.2 

4.9 

201 

18.1 

7.6 

none 

0.58 

F 

A+ 

T  Rowe  Price  Maryland  S-T  Tax  Free/638-5660 

4.0 

3.9 

107 

2.5 

2.2 

none 

0.60a 

C 

C 

T  Rowe  Price  Maryland  T-F  Bond/638-5660 

5.9 

5.2 

959 

15.7 

6.7 

none 

0.51 

B 

D 

T  Rowe  Price  NJ  Tax-Free  Bond/638-5660 

5.9 

4.9 

106 

19.2 

7.5 

none 

0.65a 

C 

C 

T  Rowe  Price  New  York  T-F  Bond/638-5660 

6.1 

5.0 

184 

19.0 

8.1 

none 

0.61 

C 

B 

T  Rowe  Price  T-F  High  Yield/638-5660 

6.8 

5.4 

1,288 

18.6 

7.1 

none 

0.72 

B 

D 

T  Rowe  Price  T-F  Income/638-5660 

6.1 

5.2 

1,431 

16.5 

7.3 

none 

0.55 

D 

B 

T  Rowe  Price  T-F  Insured  Intermed  Bond/638-5660 

5.6 

4.4 

111 

8.9 

5.7 

none 

0.65a 

D 

A+ 

T  Rowe  Price  T-F  Short-lntermediate/638-5660 

4.5 

4.2 

446 

4.1 

3.0 

none 

0.54 

B 

C 

T  Rowe  Price  Virginia  T-F  Bond/638-5660 

6.1 

5.0 

249 

17.4 

7.3 

none 

0.58 

B 

B 

Prudential  Calif  Muni-lncome-A/225-1852 

7.4 

5.4 

239 

17.5 

8.0 

3.00 

0.69 

C 

B 

Prudential  Muni  Bond-High  lnc-A/225-1852 

6.9 

5.9 

1,135 

18.7 

6.9 

3.00 

0.63a 

B 

D 

Prudential  Muni  Bond-lnsured-A/225-1852 

5.7 

4.8 

459 

16.6 

7.8 

3.00 

0.69a 

C 

C 

Prudential  Muni  Ser-New  Jersey-A/225-1852 

5.5 

4.9 

232 

15.6 

7.0 

3.00 

0.69a 

C 

C 

Prudential  Muni  Ser-New  York-A/225-1852 

5.7 

5.0 

277 

17.0 

7.4 

3.00 

0.75 

B 

D 

Prudential  Natl  Municipals-A/225-1852 

5.7 

5.0 

611 

18.6 

7.9 

3.00 

0.73 

C 

C 

Putnam  Calif  T-E  lncome-A/225-1581 

6.1 

5.0 

3,665 

21.5 

6.8 

4.75 

0.74 

A+ 

F 

Safeco  California  Tax-Free  Income/426-6730 

7.0 

4.7 

109 

24.1 

11.6 

none 

0.68 

A+ 

F 

Safeco  Municipal  Bond/426-6730 

6.5 

5.0 

513 

24.1 

10.3 

none 

0.52 

B 

D 

Schwab  Calif  Long-Term  Tax-Free/435-4000 

6.1 

4.9 

171 

21.4 

9.6 

none 

0.49a 

Scudder  Limited  Term  Tax  Free/225-2470 

—  * 

4.2 

138 

3.9 

3.3 

none 

0.75a 

A 

D 

Scudder  Managed  Muni  Bonds/225-2470 

6.1 

5.0 

731 

9.7 

NA 

none 

0.64 

D 

B 

Scudder  Medium  Term  Tax-Free/225-2470 

5.7 

4.6 

670 

6.4 

5.4 

none 

0.74 

A+ 

C 

SB  California  Munis-A/451-2010 

7.6 

4.9 

965 

19.2 

NA 

4.00 

0.70 

A+ 

0 

SB  Managed  Municipals-A/451-2010 

7.6 

5.3 

3,712 

21.2 

NA 

4.00 

0.68 

D 

A 

SB  Muni-Limited  Term-A/451-2010 

5.5 

5.0 

284 

8.5 

NA 

2.00 

0.74 

Five-year  return  6/30/93  through  6/30/98.  'Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors. 

§Distributor  ma 

i  impose 

redemption  fee  whose  proceeds  revert  to  the  fund    d  Net  of  absorption  of 

expenses  by  fund 

sponsor,  b: 

Includes  back-end  load  that  reverts  to  distributor. 

NA:  Not 

applicable  or  not  available.  'Formerly  Dean  Witter  funds 

Sources:  Forbes;  Upper  Analytical  Services;        mgstar.  Inc 

Rules,  page  160.  For  more  funds:  www.forbe 
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AT 

MUN 

ICIPAL     BOND     FUNDS  /Fund 

Survey 

MARKET 

Fund/800  phone 

5-year 

Yield 

Assets 

-Weighted  average- 

Maximum 

Annual 

PERFORMANCE  1 

annualized 

% 

6/30/98 

maturity 

duration 

sales 

expenses 

m 

Lehman  Brothers  municipal  bond  index 

total 
return 

7.1% 

5.4% 

($mil) 

(years) 

(years) 

charge 

per 
$100 

B 

C 

Forbes  municipal  bond  fund  composite 

6.5% 

5.2% 

$0.72 

SB  Muni-National-A/451-2010 

6.6% 

5.7% 

$422 

21.4 

NA 

4.00% 

$0.66 

B 

B 

SB  Muni-New  York-A/451-2010 

6.5 

5.3 

752 

-  21.2 

NA 

4.00 

0.71 

B 

C 

SB  New  Jersey  Municipals-A/451-2010 

5.9 

5.2 

235 

'20.5 

NA 

4.00 

0.75 

C 

C 

Spartan  Aggressive  MuniV544-8888 

6.0 

5.1 

941 

14.1 

6.7 

t 

0.55a 

B 

D 

Spartan  California  Muni  lncome2/544-8888 

6.1 

4.8 

1,238 

14.5 

7.3 

none 

0.53a 

B 

D 

Spartan  Connecticut  Muni  Income/544-8888 

5.9 

4.8 

353 

12.1 

6.7 

none 

0.55 

A 

D 

Spartan  Florida  Muni  Income/544-8888 

6.2 

4.6 

430 

12.1 

6.7 

none 

0.55 

A 

D 

Spartan  Insured  Muni  Income/544-8888 

6.0 

4.7 

320 

13.6 

7.6 

t 

0.56a 

C 

B 

Spartan  Intermediate  Muni  Income/544-8888 

5.8 

4.8 

1,113 

7.8 

5.4 

none 

0.55 

B 

C 

Spartan  Massachusetts  Muni  lnc/544-8888 

6.2 

4.9 

1,265 

14.0 

6.7 

none 

0.53 

C 

D 

Spartan  Michigan  Muni  Income/544-8888 

5.4 

4.9 

462 

14.8 

6.7 

none 

0.55 

C 

C 

Spartan  Minnesota  Muni  Income/544-8888 

5.7 

4.8 

300 

14.0 

6.4 

none 

0.55 

B 

D 

Spartan  Municipal  lncome3/544-8888 

5.8 

4.8 

2,406 

13.2 

6.7 

none 

0.53 

C 

C 

Spartan  New  Jersey  Muni  Income/544-8888 

5.6 

4.9 

372 

12.6 

6.3 

none 

0.55 

A 

D 

Spartan  New  York  Muni  lncomeV544-8888 

6.1 

4.8 

1,126 

14.6 

7.5 

none 

0.55 

B 

C 

Spartan  Ohio  Muni  Income/544-8888 

6.0 

4.7 

387 

12.2 

7.0 

none 

0.56a 

B 

C 

Spartan  Pennsylvania  Muni  Income/544-8888 

6.3 

4.5 

263 

11.5 

6.5 

none 

0.55 

D 

A 

Spartan  Short-lntermed  Muni  Income/544-8888 

4.5 

4.2 

653 

3.2 

2.8 

none 

0.55 

C 

B 

Stagecoach  Calif  T-F  Bond-A/222-8222 

6.3 

4.8 

608 

15.3 

7.2 

4.50 

0.74a 

D 

B 

SteinRoe  Intermed  Municipals/338-2550 

5.4 

4.7 

196 

8.4 

5.8 

none 

0.70a 

B 

C 

SteinRoe  Managed  Municipals/338-2550 

6.0 

5.1 

583 

14.9 

7.3 

none 

0.73 

Strong  High  Yield  Muni  Bond/368-3863 

—  * 

5.7 

600 

14.4 

8.0 

none 

0.72 

C 

C 

Strong  Municipal  Bond/368-3863 

5.6 

5.1 

265 

9.1 

6.2 

none 

0.75 

F 

A 

Strong  Short-Term  Muni  Bond/368-3863 

4.2 

4.8 

202 

2.9 

2.3 

none 

0.63 

C 

B 

Tax-Exempt  Bond  Fund  of  America/421-9900 

6.4 

5.0 

1,741 

7.8 

5.9 

4.75 

0.68 

\ 


AT   MUNICIPAL     BOND     FUNDS  /Fund  Survey 


Fund/800  phone 


Tax-Exempt  Fund  of  California/421-9900 
Tax-Free  Fund  of  Colorado-A/228-4227 
Tax-Free  Trust  of  Arizona-A/228-4227 
Tax-Free  Trust  of  0regon-A/228-4227 
United  Municipal  Bond-A/366-5465 


5-year 

annualized 

total 

return 

6.2% 

5.2 

5.6 

5.3 

6.6 


Yield 

% 


4.9% 

4.8 

4.8 

4.9 

5.0 


Assets 
6/30/98 
($mil) 

$337 
208 
395 
321 


-Weighted  average- 
maturity  duration 
(years)         (years) 


Maximum         Annual 
sales  expenses 

charge  per 


8.0 
8.2 
14.9 

12.4 
11.7 


5.9 
5.1 
5.6 
4.7 


4.75% 

4.00 

4.00 

4.00 

4.25 


50.72 
0.72a 
0.72a 
0.67 
0.68 


B          C         USAA  Tax-Exempt-Calif  Bond/382-8722  6.6  5.3  553  18.6  6.9  none  0.40 

USAA  Tax-Exempt-Florida  Income/382-8722  —  *  5.1  153  22.0  7.2  none  0.50a 

C          B         USAATax-Exempt-lntermediate/382-8722  6.3  5.3  2,090  9.0  5.5  none  0.36 

B          C         USAATax-Exempt-Long-Term/382-8722  6.2  5.5  2,094  18.6  6.9  none  0.36 

F          A+        USAATax-Exempt-Short-Term/382-8722  4.8  4.5  972  2.8  2.3  none  0.38 


USAA  Tax-Exempt-Virginia  Bond/382-8722  6.3  5.4  357  20.2  6.1  none  0.43 

Value  Line  Tax-Exempt-High  Yield/223-0818  5.5  4.9  185  18.8  6.9  none  0.63 

Vanguard  Calif  T-F-lnsured  lnt/835-1510  —  *  4.6  801  6.9  5.4  none  0.18 

Vanguard  Calif  T-F-lnsured  L-T/835-1510  6.5  5.1  1,328  11.2  7.8  none  0.16 

Vanguard  Florida  Insured  Tax-Free/835-1510  6.5  4.9  705  9.9  7.1  none  0.19 


A  C  Vanguard  Muni  Bond-High  Yield/835-1510  6.5  5.4  2,541  10.8  7.6  none  0.21 

A  0  Vanguard  Muni  Bond-Insured  L-T/835-1510  6.3  5.3  2,130  10.8  7.6  none  0.20 

D  B  Vanguard  Muni  Bond-lntermed/835-1510  5.8  5.0  7,340  6.7  5.2  none  0.21 

F  A+  Vanguard  Muni  Bond-Ltd  Term/835-1510  4.5  4.3  2,161  3.3  2.9  none  0.21 

A  0  Vanguard  Mum  Bond-Long-Term/835-1510  6.5  5.2  1,402  11.0  7.5  none  0.20 


F  A+  Vanguard  Muni  Bond-S-T/835-1510  3.8  3.9  1,554  1.2  1.1  none  0.21 

B  0  Vanguard  NJ  Tax-Free-Insured  L-T/835-1510  5.9  5.1  1,020  9.6  6.9  none  0.18 

B  C  Vanguard  New  York  T-F-lns  L-T/835-1510  6.1  5  1  1,284  9.4  6.7  none  0.20 

A  D  Vanguard  Ohio  Tax  Free-Insured  L-T/835-1510  6.1  5.0  289  8.6  6.5  none  0.17 

B  C  Vanguard  Penn  Tax-Free-Insured  L-T/835-1510  6.2  5.3  1,846  8.8  6.3  none  0.18 


Five-year  return  6/30/93  through  6/30/98  "Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.   [Closed  to  new  investors,  a.  Net  of  absorption  of 

expenses  by  fund  sponsor.  NA:  Not  applicable  or  not  available.  'Formerly  Fidelity  Aggressive  Municipal,  formerly  Fidelity  California  Municipal  Income.  'Formerly 

Fidelity  Municipal  Income,  ''formerly  Fidelity  New  York  Municipal  Income. 

Sources  Forbes.  Upper  Analytical  Services;  Mormngstar,  Inc. 

Rules,  page  160.  For  more  funds:  www.lorbes.com/tunds 


At  Dana  Corporation,  there's  only  one  way  to  look  at  any  vehicle. 
From  underneath.  Because  that's  where  you'll  see  the  innovative 
Dana  systems  and  components  that  help  car,  truck  and  off -high  way 


TO  US,  THERE'S  ONLY  ONE  WAY  TO 
LOOK  AT  ANY  VEHICLE. 


vehicle  manufacturers  around 
the  world  stay  ahead  of  their 
schedule  for  the  future.  Be  it 


a  complete  rolling  chassis  or  an  axle  with  Hydra-loK"  four-wheel 
drive.  Dana  is  more  than  just  a  systems  supplier  with  factories  all 
over  the  globe.  We're  an  idea  factory.  Visit  us  at  www.dana.com 
and  discover  how  we  can  serve  you  under  the  vehicle  and  under 
the  hood  around  the  world.  fte^tfncCttyrf&rffa'tf&y 


▲TFUND     SURVEY 


Junk  bond  funds 


Ever  since  the  junk  bond  market  collapsed  in  the  late 
1980s,  this  has  been  a  great  place  to  invest  in  most  years, 
combining  superior  yield  with  good  price  appreciation. 
Yet  these  funds  do  carry  credit  risks,  especially  if  the  econ- 
omy turns  down.  Another  danger:  As  yields  have  shrunk, 
some  junk  funds  have  reduced  quality;  be  wary  of  funds 


whose  yields  are  way  above  average.  Remember:  Junk 
bonds  come  in  many  grades,  and  the  best  ones  yield  less 
than  the  dicey  ones.  Fidelity,  aim  and  Merrill  Lynch  offer 
junk  funds  that  have  done  comparatively  well  in  up  and 
down  markets.  Watch  management  fees:  Many  junk  bond 
funds  are  unusually  expensive. 


Rising  markets 


Declining  markets    ^0/3^7 


Ratio  scale 
(2/28/87  =  100) 


100 


90 


80 


70 


60 


The  benchmark  for  junk  bond  fund 
ratings  is  this  historical  price  chart  of 
the  Merrill  Lynch  high-yield  bond  index. 


-11% 


+5%     -26% 


+34% 


-12% 


+13% 


MARKET 
PERFORMANCE  1 

Fund/distributor 

Annualized 
total 
return 

2/87  to  6/98 

Yield 

% 

Assets 
6/30/98 
($mil) 

-Weighted  average- 
maturity       duration 
(years)         (years) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

UP 

A 

jT^I 

Merrill  Lynch  high  yield  bond  index 

11.1% 

9.2% 

B 

B 

Forbes  junk  bond  fund  composite 

9.7% 

8.7% 

$1.00 

AIM  High  Yield-A/347-1919 

11.0% 

9.0% 

$3,878 

7.5 

6.0 

4.75% 

$0.90 

■  C 

■  B 

American  High-Income  Trust/421-9900 

— * 

8.4 

2,564 

6.2 

4.3 

4.75 

0.82 

A 

C 

Colonial  High  Yield  Secs-A/426-3750 

10.6 

8.4 

1,182 

8.4 

4.3 

4.75 

1.20 

C 

C 

Delaware  Group  Delchester-A/523-4640 

9.4 

8.8 

1,461 

6.8 

4.7 

4.75 

1.05 

C 

C 

Eaton  Vance  High-lncome-B/225-6265 

9.4 

7.9 

718 

6.9 

5.4 

5.00b 

1.70 

B 

B 

Eaton  Vance  Income  Fund  of  Boston/225-6265 

10.7 

8.7 

242 

7.0 

5.5 

4.75 

1.06 

■  D 

■  C 

Enterprise  Group-High  Yld  Bond-A/432-4320 

— * 

7.6 

107 

8.7 

5.8 

4.75 

1.30a 

B 

F 

Evergreen  High  Yield  Bond-A/235-0064 

6.3 

7.7 

481 

8.7 

5.0 

4.75 

1.23 

A 

■  D 

Evergreen  Strategic  lncome-AV235-0064 

—  * 

6.7 

314 

10.4 

5.5 

4.75 

1.26 

C 

■  C 

Federated  Bond  Fund-A/341-7400 

* 

7.0 

858 

10.9 

5.8 

4.50 

1.06a 

A 

C 

Federated  High  Income  Bond-A/34 1-7400 

11.1 

8.4 

1,985 

5.7 

4.2 

4.50 

1.21a 

A 

C 

Federated  High  Yield  Trust/341-7400 

10.4 

8.6 

1,201 

5.7 

4.3 

none 

0.88a 

■  Fund  rated  tor  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in 
§Distributor  may  impose  reJjmption  fee  whose  proceeds  revert  to  the  fund,  a 
distributor.  NA:  Not  applicable  or  not  available    'Formerly  Keystone  Income. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar,  Inc. 

operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors. 

:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 

Rules,  page  160.  For  more  funds:  www.forbes  com/funds 
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▲  ▼JUNK     BOND     FUNDS  /Fund  Survey 


M      '1 

Fund/distributor 

Annualized 
total 
return 

2787  to  6/98 

Yield 

% 

Assets 
6/30/98 
($mil) 

-Weighted  average- 
maturity       duration 
(years)         (years) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

IT  ?* 

Merrill  Lynch  high  ylelp  bond  index 

11.1% 

9.2% 

A 

A 

Forbes  jvnk  bond  fund  co.\H>osirE 

9.7% 

8.7% 

$1.00 

Fidelity  Advisor  High  Yield-T/522-7297 

12.3% 

8.1% 

$3,785 

8.4 

NA 

3.50% 

$1.08a 

A 

B 

Fidelity  Capital  &  Income/544-8888 

10.8 

7.3 

2,318 

6.7 

NA 

none§ 

0.82a 

Fidelity  High  Income/544-8888 

— * 

8.6 

3,181 

8.6 

NA 

none§ 

0.80 

C 

D 

First  Investors  Fund  for  lncome-A/221-3846 

8.6 

8.7 

442 

NA 

NA 

6.25 

1.30 

C 

0 

First  Investors  High  Yield-A/22 1-3846 

8.1 

8.6 

215 

NA 

NA 

6.25 

1.39a 

■  B 

■  D 

Fortis  Advantage-High  Yield-A/800-2638 

—  * 

10.2 

226 

7.9 

4.2 

4.50 

1.18 

B 

D 

Franklin's  AGE  High  lncome-l/342-5236 

9.6 

8.9 

3,700 

8.3 

4.3 

4.25 

0.72 

C 

■  C 

Hancock  High  Yield  Bond-A/225-5291 

— * 

9.5 

1,094 

8.7 

3.6 

4.50 

1.04 

B 

D 

IDS  Extra  lncome-A/437-4332 

9.6 

8.5 

4,179 

7.7 

4.0 

5.00 

0.91 

D 

A 

Invesco  High  Yield/525-8085 

9.7 

8.8 

826 

7.1 

5.1 

none 

1.00 

B 

C 

Kemper  High  Yield-A/621-1048 

10.7 

9.3 

5,546 

7.8 

5.4 

4.50 

0.88 

Legg  Mason  High  Yield-P/822-5544 

— * 

8.0 

554 

6.0 

4.2 

none 

1.30 

C 

A 

Lord  Abbett  Bond  Debenture-A/874-3733 

9.9 

7.9 

3,305 

NA 

6.4 

4.75 

0.89 

B 

■  C 

Lutheran  Brotherhood  Hi  Yield-A/328-4552 

* 

9.1 

955 

8.0 

NA 

4.00 

0.82a 

B 

B 

MainStay-High  Yield  Corp-A/624-6782 

11.0 

8.8 

3,855 

5.9 

4.7 

4.50 

1.01 

MAS-HighYield-lnst/354-8185 

— * 

8.5 

694 

8.1 

4.2 

none 

0.48 

B 

A 

Merrill  Lynch  Corp-High  lncome-D/637-3863 

11.0 

9.1 

7,909 

NA 

3.8 

t 

0.75 

B 

D 

MFS  High  Income-A,  225-2606 

9.3 

8.3 

1,287 

8.5 

4.1 

4.75 

1.01 

F 

■  B 

MFS  Strategic  lncome-A/225-2606 

— * 

7.9 

268 

11.5 

4.9 

4.75 

0.79a 

A+ 

F 

MSDW  High  Yield  Secs-AV869-6397 

6.8 

10.7 

1,993 

6.1 

4.6 

4.25 

0.75 

D 

C 

New  England-High  Income/888-4823 

7.7 

8.9 

139 

12.6 

7.4 

8.50 

1.32 

F 

A+ 

Nicholas  Income  Fund/227-5987 

8.9 

7.8 

269 

7.4 

NA 

none 

0.46 

C 

B 

Northeast  Investors  Trust/225-6704 

10.8 

8.1 

2,553 

7.6 

NA 

none 

0.63 

Northstar  High  Total  Return-A/595-7827 

— * 

10.1 

834 

7.9 

4.9 

t 

1.42 

Northstar  High  Yield-A/595-7827 

— * 

8.2 

258 

8.6 

5.7 

4.75 

1.20 

Offitbank-High  Yield-Select/6 18-9510 

—  * 

8.4 

1,661 

6.0 

4.2 

none 

0.85a 

■  C 

■  A 

Oppenheimer  Champion  lncome-A/525-7048 

—  * 

8.3 

1,211 

6.2 

3.4 

4.75 

1.08 

D 

A+ 

Oppenheimer  High  Yield-A/525-7048 

10.2 

8.4 

1,842 

6.0 

2.6 

4.75 

1.01 

A+ 

0 

PaineWebber  High  lncome-A/647- 1568 

9.5 

8.7 

623 

9.5 

NA 

4.00 

0.98 

D 

B 

Phoenix  High  Yield-A/243-4361 

9.7 

8.9 

623 

7.6 

4.8 

4.75 

1.11 

D 

B 

Pilgrim  America  High  Yield-A/334-3444 

9.8 

9.3 

275 

8.1 

4.4 

4.75 

1.00a 

0 

C 

T  Rowe  Price  High  Yield/638-5660 

9.0 

8.7 

1,737 

8.7 

4.5 

none§ 

0.80 

0 

C 

Prudential  High  Yield-A/225-1852 

9.1 

8.9 

4,459 

8.8 

5.2 

4.00 

0.69 

A 

c 

Putnam  High  Yield  Advantage-A/225-1581 

10.6 

9.8 

4,537 

9.1 

4.5 

t 

0.97 

C 

B 

Putnam  High  Yield  Trust-A/225-1581 

10.4 

10.0 

4,444 

8.9 

4.4 

t 

0.96 

Salomon  Brothers  High-Yield  Bond-A/725-6666 

—  * 

9.6 

668 

10.2 

3.9 

4.75 

1.24 

C 

A 

Seligman  High  Inc-Hi  Yld  Bond-A/221-7844 

11.2 

9.0 

2,568 

8.4 

6.0 

4.75 

1.14 

c 

D 

SB  Inc-High  lncome-A/451-2010 

9.3 

9.3 

1,428 

NA 

3.9 

4.50 

1.06 

B 

C 

State  St  Research  High  lncome-A/882-0052 

10.4 

9.4 

1,130 

5.2 

NA 

4.50 

1.10 

C 

C 

SunAmerica  High  lncome-A/858-8850 

9.2 

8.9 

175 

NA 

NA 

4.75 

1.52 

C 

D 

United  High  lncome-A/366-5465 

8.0 

8.2 

1,095 

5.3 

3.8 

5.75 

0.84 

D 

B 

United  High  Income  ll-A/366-5465 

9.2 

8.3 

433 

5.5 

3.9 

5.75 

0.94 

D 

A 

Value  Line  Aggressive  Income/223-0818 

9.1 

8.7 

162 

7.9 

7.9 

none 

0.95 

D 

B 

Vanguard  Fixed  Inc-High  Yield  Corp/835-1510 

9.4 

8.4 

5,154 

7.1 

4.9 

none§ 

0.28 

C 

D 

VanKamp  Amer  High  Inc  Corp  Bond-A/421-5666 

8.3 

9.3 

888 

7.4 

3.9 

4.75 

1.00 

D 

D 

VanKamp  Amer  High  Yield-A/421-5666 

8.6 

8.7 

436 

6.9 

3.4 

4.75 

1.14a 

■  Fund  rated  for  two  periods  only;  maximum  allowable  grade  A.  *Fund  not  in  operation  or  did  not  meet  asse 
§Distributor  may  impose  redemption  tee  whose  proceeds  revert  to  the  fund.  a.  Net  of  absorption  of  expenses 
distributor.  NA-.  Not  applicable  or  not  available.  'Formerly  Dean  Witter  High  Yield  Securities. 
Sources.  Forbes:  Upper  Analytical  Services;  "Mormngstar,  Inc. 

minimum  for  full  period.  tCiosed  to  new  investors. 

by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to 

Rules,  page  160.  For  more  funds:  www.forbes.com/funds 
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AT  FUND     SURVEY 


Global  bond  funds 


Don't  touch  these  unless  you  are  ready  to  accept  curren- 
cy risk  on  top  of  market  risk  and  interest  rate  risk.  This 
volatile  mixture  explains  why  the  returns  vary  so  much. 
Fidelity's  International  Bond  Fund  invests  in  securities 
primarily  from  Europe  and  the  U.S.  Its  return  has  been  a 
minuscule  0.4%  annually  over  the  past  five  years.  Fidelity 


New  Markets  Income,  which  holds  debt  from  emerging 
markets  in  Latin  America  and  Eastern  Europe,  has  pro- 
duced a  superb  13-.8%  annually  with  lower  risk.  With  this 
sort  of  fund  you  are  aiming  at  superior  yield  but  you  take 
serious  chances  with  your  capital  in  the  process  of  trying 
to  skim  a  better  vield. 


no 


100 


Ratio  scale  (6/30/93  =  100) 


Rising  markets 


Declining  markets 


1993 


The  price  return  graph  of  the  J. P.  Morgan  global  government 
bond  index,  scaled  so  that  June  30,  1993  equals  100,  is  the 
benchmark  for  global  bond  fund  ratings.  Funds  are  measured 
by  their  composite  bull-  and  bear-month  performances. 


1994 


1995 


1996 


1997 


1998 


MARKET 
PERFORMANCE 


D 

B 

A 

C 

F 

A 

A+ 

D 

B 

C 

D 

A 

A+ 

0 

Fund/distributor 


TP  Morgan  global  government  bond  index 
Forbes  global  bond  fund  composite 


5-year 

annualized 

total 

return 

7.5% 
6.1% 


AIM  Global  Govt  lncome-AV347- 19 19 
AIM  Global  High  lncome-AV347-1919 
AIM  International-Global  lncome-A/347-1919 
AIM  Strategic  lncome-AV347-1919 
Alliance  Global  Dollar  Govt-A/22 1-5672 


4.5% 
12.0 


Yield 

% 


6.5% 
7.4% 


5.9% 
12.3 

6.6 

7.1 
12.0 


Alliance  Multi-Market  Strategy-A/22 1-5672  4.2  13.8 

Alliance  North  American  Govt  lnc-A/221-5672  7.9  12.3 

Alliance  Short-Term  Multi-Market-A/221-5672  3.9  7.9 

Amer  Century-Benham  Intl  Bond/345-2021  7.0  0.3 

Brinson  Global  Bond/448-2430  —  *  3.3 


Capital  World  Bond/421-9900  6.9  5.2 

Eaton  Vance  Strategic  lncome-A/225-6265  8.4  8  5 

Federated  International  lncome-A/341-7400  6.8  5.0 

Fidelity  Advisor  Emerging  Markets-T/522-7297  —  *  10.6 

Fidelity  International  Bond/544-8888  0.4  5.5 


Assets 

6/30/98 
($mil) 


$222 

298 

80 

355 

206 


108 

2,431 

457 

142 

96 


639 
168 
167 
101 
71 


-Weighted  average-        Maximum        Annual 
maturity       duration  sales         expenses 

(years)         (years)         charge  per 

$100 


9.1 
NA 

10.4 
NA 

19.4 


3.0 
13.7 
2.0 
NA 
9.5 


7.7 
NA 
7.4 
15.1 
9.7 


6.8 
NA 

6.1 
4.8 
NA 


NA 

7.2 

NA 

6.1 

10.0 


5.3 
2.9 
4.8 
NA 
5.0 


4.75% 

4.75 

4.75 

4.75 

4.25 


4.25 
4.25 
4.25 
none 
none 


4.75 
4.75 
4.50 

3.50 
none 


$1.20 

$1.51 
1.58 
1.26a 
1.44 
1.55 


1.69 
1.38 
1.31 
0.87 
0.90a 


1.07 

0.81 

1.33 

1.45a 

1.27 


Five-year  return  6/30/93  through  6/30/98.  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors.  §Distributor  may  impose  redemp- 
tion fee  whose  proceeds  reverl  to  the  fund,  a:  Net  of  absorption  of  expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor.  NA:  Not  applicable  or  not 
available.  'Formerly  GT  funds. 
Sources:  Forbes;  Upper  Analytical  Services;  Morningstar.  Inc. 

Rules,  page  160.  For  more  funds:  www.forbes.c    :  'funds 
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I  needed  a  professionally 

published  book  that  would  help 
us  build  brand  recognition  and  brand 
loyalty.  Forbes  Custom  Publishing 
exceeded  all  of  our  expectations — in 
fact  we  are  already  planning  our 
next  book. 


i 


Robert  J.  Froehlic 

Managing  Director  &       ffi 
Chief  Investment  Strategist 
Mutual  Fund  Group 
Kemper  Scudder  Investments,  Inc. 


Forbes  is  helping  Kemper  Scudder 

udience; 
helping  build  brand  loyalty 
helping  build  brand  recognition 


Forbes  Custom  Publishing  is  a  full-service  publisher 
that  can  manage  your  book  project  from  concept 
to  completion 

Call  us  today  at  1.800.242.8786,  e-mail  us  at 
fcpinfo@forbes.com 


CUSTOM     PUBLISHING 


New     York 


AT 

GLOBAL     BOND     FUNDS  /Fund  Survex 

^^^^■■M^^H^MMBBMaBMBHHMHMHH^MiVSVHHMMK 

MARKET 
PERFORMANCE  1 

UP        DOWN  1 

Fund/distributor 

TP  Morgan  global  government  bond  index 

5-year 

annualized 

total 

return 

7.5% 

Yield 

/o 

6.5% 

Assets 
6/30/98 
($mil) 

-Weighted  average- 
maturity       duration 
(years)         (years) 

Maximum 
sales 
charge 

Annual 

expenses 

per 

$100 

B 

A+ 

Forbes  global  bond  fund  composite 

6.1% 

7.4% 

$1.20 

Fidelity  New  Markets  Income/544-8888 

13.8% 

12.4% 

$292 

15.7 

NA 

none 

$1.08 

C 

C 

Franklin  Global  Govt  lncome-l/342-5236 

6.2 

7.2 

118 

NA 

4.5 

4.25% 

0.93 

D 

D 

Franklin/Templeton  Hard  Currency/342-5236 

-0.1 

3.5 

63 

NA 

0.4 

2.25 

1.23 

C 

A 

Goldman  Sachs  Global  lncome-A/292-4726 

8.2 

6.9 

180 

NA 

5.4 

4.50 

1.17a 

B 

C 

IDS  Global  Bond-A/437-4332 

6.7 

4.9 

991 

11.8 

5.9 

5.00 

1.15 

C 

C 

ISI  North  American  Govt  Bond/955-7175 

5.5 

7.0 

54 

NA 

NA 

3.00 

1.25a 

B 

c 

Kemper  Global  lncome-A/621-1048 

6.5 

5.1 

87 

7.7 

5.0 

4.50 

1.32 

B 

c 

Legg  Mason  Global  Govt  Trust-P/822-5544 

6.6 

4.5 

123 

11.1 

6.6 

none 

1.87 

B 

c 

Lord  Abbett  Global-lncome-A/874-3733 

6.1 

6.6 

128 

9.5 

5.5 

4.75 

1.10 

A 

c 

MAS-Global  Fixed  lncome-lnst/354-8185 

6.6 

4.5 

63 

8.5 

4.7 

none 

0.57 

MAS-lntl  Fixed  lncome-lnst/354-8185 

* 

3.7 

144 

6.2 

4.4 

none 

0.53 

Merrill  Lynch  Americas  lncome-D/637-3863 

* 

9.6 

72 

NA 

NA 

4.00 

1.63 

C 

0 

Merrill  Lynch  Global  Invest  &  Ret-D/637-3863 

4.8 

5.5 

199 

NA 

6.9 

4.00 

1.19 

F 

B 

Merrill  Lynch  S-T  Global  lnc-D/637-3863 

3.4 

4.9 

146 

NA 

NA 

4.00 

1.08 

D 

B 

Merrill  Lynch  World  lncome-D/637-3863 

5.0 

8.5 

657 

NA 

4.7 

4.00 

1.01 

C 

0 

MFS  World  Governments-A/225-2606 

4.9 

4.0 

224 

9.4 

5.1 

4.75 

1.35 

Morgan  Grenfell  Global  Fixed  lnc/550-6426 

* 

3.2 

63 

12.9 

5.5 

none 

0.60a 

C 

C 

MSDW  World  Wide  lncome-A'/869-6397 

6.6 

8.2 

82 

NA 

NA 

4.25 

1.42 

Morgan  Stanley  Worldwide  Hi-lnc-A/421-5666 

—  * 

8.8 

297 

NA 

3.5 

4.75 

1.43 

Offitbank-EmergingMarkets-Select/618-9510 

—  * 

10.6 

255 

7.8 

4.2 

none 

1.09a 

Oppenheimer  Intl  Bond-A/525-7048 

—  * 

10.7 

278 

9.4 

4.9 

4.75 

1.28 

D 

C 

PaineWebber  Global  lncome-A/647-1568 

5.8 

6.5 

488 

6.7 

NA 

4.00 

1.21 

C 

B 

Payden  &  Rygel  Global  Fixed  lnc-R/572-9336 

8.0 

8.0 

500 

7.6 

5.4 

none 

0.49 

B 

A+ 

Pimco  Foreign  Bond  Fund-lnst/426-0107 

11.0 

6.3 

498 

8.7 

5.6 

none 

0.50 

Pimco  Global  Bond  Fund-lnst/426-0107 

* 

5.8 

265 

9.9 

5.9 

none 

0.55 

A 

D 

T  Rowe  Price  International  Bond/638-5660 

6.4 

5.4 

827 

10.0 

6.1 

none 

0.86 

T  Rowe  Price  Intl  Emerging  Mkts  Bond/638-5660 

—  * 

10.2 

149 

15.9 

7.4 

none 

1.25a 

D 

A 

Prudential  Global  Ltd  Maturity-A/225-1852 

4.9 

10.7 

74 

5.0 

3.9 

3.00 

1.35 

B 

B 

Prudential  Global  Total  Return-A/225-1852 

8.4 

9.5 

174 

8.5 

5.5 

4.00 

1.39 

B 

B 

Prudential  Intermed  Global  lnc-A/225-1852 

7.8 

9.8 

138 

8.5 

5.5 

3.00 

1.41 

B 

B 

Prudential  International  Bond-A2/225-1852 

8.4 

10.0 

91 

8.7 

5.6 

4.00 

1.64 

C 

D 

Putnam  Global  Governmental  lncome-A/225-1581 

3.6 

6.9 

582 

8.5 

5.1 

4.75 

1.29 

Scudder  Emerging  Markets  Income/225-2470 

—  * 

10.0 

310 

13.0 

5.6 

none 

1.51 

D 

D 

Scudder  Global  Bond/225-2470 

2.6 

6.7 

109 

8.0 

5.5 

none 

1.00a 

C 

F 

Scudder  International  Bond/225-2470 

0.9 

6.1 

145 

7.4 

5.2 

none 

1.61 

C 

B 

SB  World-Global  Govt-A/451-2010 

7.6 

7.3 

106 

NA 

NA 

4.50 

1.33 

Standish  Global  Fixed-lncome/729-0066 

* 

9.6 

381 

7.5 

5.0 

none 

0.65a 

B 

A 

Standish  Intl  Fixed-lncome/729-0066 

9.8 

12.4 

1,341 

7.7 

5.0 

none 

0.53 

Strong  Short-Term  Global  Bond/368-3863 

* 

6.7 

92 

1.8 

1.8 

none 

1.03 

D 

B 

SunAmerica  Diversified  lncome-A/858-8850 

6.7 

8.9 

85 

9.1 

NA 

4.75 

1.43 

D 

D 

TCW/DW  North  American  Govt  lnc/869-6397 

3.2 

5.0 

165 

NA 

NA 

none 

1.66 

C 

C 

Templeton  Global  Bond-l/342-5236 

6.3 

6.2 

227 

NA 

3.9 

4.25 

1.14 

C 

D 

VanKamp  Amer  Global  Govt-A/42 1-5666 

3.8 

6.4 

62 

7.0 

4.9 

4.75 

1.95a 

D 

B 

VanKamp  Amer  S-T  Global-A/421-5666 

3.0 

6.3 

66 

4.2 

NA 

3.25 

1.39a 

D 

B 

Warburg  Pincus  Global  Fixed  lnc-Com/257-5614 

6.2 

8.6 

169 

9.6 

4.0 

none 

0.96a 

Five-year  return  6/30/93  through  6/30/98  *Fund  not  in  operation  or  did  not  meet  asset  minimum  for  full  period.  tClosed  to  new  investors,  a:  Net  of  absorption  of 
expenses  by  fund  sponsor,  b:  Includes  back-end  load  that  reverts  to  distributor   NA;  Not  applicable  or  not  available.  'Formerly  Dean  Witter  World  Wide  Income,  formerly 
Prudential  Global  Government  Plus. 

Sources:  Forbes;  Upper  Analytical  Services:  Morningstar.  Inc 

Rules,  page  160.  For  more  funds:  i       inrbes.com/funds 
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orbes  and  the   Commonwealth  of  Virginia  Present 


o  urn  ant  en  t  Sp  onsors 
Visa  Corporate  Card 
Am-Re  Managers,  Inc. 
Cadillac  Motor  Car  Division 
Data  General 
Davidof f  of  Geneva 
Jaeger-LeCoultre 
Lands'  End 
Taylor  Made  Golf  Company 


VISA 

Corporate  Golf 

Championship 


PRESENTED  BY  EORBES  &  THE 
COMMONWEALTH  OF  VIRGINIA 


The 


! 


e  Golf  Championship 


i3****^  mMK&Es&miEmMBtBS&SNBtt^ 


Southwest  Tournament 

In  Texas,  One  Shiny  Penney  Outshines  the  Rest 


he  six-year-old  U.S.  Corporate  Golf  Championship 
has  basked  in  the  glow  of  the  '90s  boom  economy. 
This  ambitious  event  has  attracted  the  country's  top 
executives  and  banged  home  big  donations  for 
worthy  causes.  With  first-quarter  earnings  posted  and  a  trace  of  Texas 
swagger  in  their  gait,  competitors  arrived  at  the  Northwood  Club  in 
Dallas  for  this  year's  season-opening  qualifier. 


The  Homestead,  Hot  Springs,  Va.,  site  of  the  1998  Visa  Corporate  Golf 
Championship  Final 


Advertisement         2 

The 

VISA 

Corporate  Golf  Championship 


Playing  for  charity  dollars  put  up  by  a 
prestigious  new  national  sponsor,  Visa  Cor- 
porate Card,  the  corporate  golfers  swung 
into  action  under  ideal  weather  conditions 
—  and  proceeded  to  hit  the  ball  sideways. 
The  Southwest  qualifier  had  never  been 
held  this  early  in  the  season  —  could  this 
be  an  explanation? 

Give  credit  to  Leo  Gispanski's  team  from 
JCPenney  Penney's  four-player  net  of  29 1 
was  only  four  shots  higher  than  Cash  Amer- 
ica's winning  score  of  287  last  year.  But  after 
that,  no  team  in  this  years  field  could  break 
300.  Gispanski  rang  up  a  90,  net  71 .  His  7- 
iron  on  the  short,  par-3  12th  looked  like  a 
possible  ace  until  it  rolled  past  the  hole  and 
finished  six  feet  away.  Gispanski's  bid  for  a 
2  hit  a  spike  mark  and  stayed  out,  but  two 
holes  later,  at  the  par-5  14th,  he  did  manage 
a  natural  birdie,  net  eagle.  His  playing  part- 
ner, Tom  Hutchens,  used  a  6-iron  at  No.  12 
and  left  himself  with  a  22-foot  birdie  putt 
that  looked  doable.  Hutchens  didn't  give  it 
quite  enough  mustard  and  settled  for  a  tap- 
in  par.  On  the  adjoining  No.  6  hole,  spon- 
sored by  Am-Re  Managers,  the  16- 
handicapper  had  posted  a  triple-bogey  eight. 
That  single  blunder  was  mosdy  to  blame  for 
Hutchens's  91,  net  75. 

The  scorecard  of  the  other  JCPenney 
twosome,  Don  Scaccia  and  Steve  Walsh, 
showed  only  one  glitch,  at  the  hilly  par-4 
10th,  where  Walsh,  a  16-handicap  golfer, 
made  a  double-bogey  and  Scaccia  made  a 
triple-bogey.  Soon  thereafter,  Scaccia  "went 
on  a  streak  of  about  six  holes  that  saved 
the  round,"  in  his  estimation.  This  streak 
would  include  his  birdie,  net  eagle  on  the 
par-4  15th,  but  not  his  net-eagle  2  on  the 
143-yard  fifth.  Scaccia's  score  for  the  day 
was  9 1 ,  net  74.  In  contrast,  Walsh's  net-par 
round  of  14  bogeys,  three  pars  and  one 
double-bogey  is  the  type  that  gets  you  into 
the  National  Finals  of  this  championship. 

Ten  shots  back  of  the  Penney  team  was 
Texas  Industries  at  301,  which  won 
S2.000  for  United  Way  of  Dallas.  It  w 
repeat  of  last  year's  runner-up  performanc. 
by  Texas  Industries,  except  that  only  one 
player,  10-handicapper  Steve  Mayfield, 
•he  firm  in  both  competitions. 


Paired  in  a  fast-moving 
foursome  with  John  Wash- 
burn and  Rick  Margerison 
of  Sammons  Enterprises, 
Mayfield  and  partner 
Larry  Clark  looked  in  con- 
trol all  day.  On  the  long 
par-5  second  hole,  Clark 
slammed  a  drive  down  the 
right  side  and  Mayfield 
busted  one  down  the  left. 
Each  player  positioned 
himself  well  with  his 
second  shot,  but  while 
Mayfield's  pitch  to  the 
green  was  accurate,  Clark's 
missed  the  mark.  They 
both  ended  up  putting 
downhill  from  14  feet,  one 
for  birdie,  one  for  par, 
with  Mayfield  burning  the 
lip,  then  tapping  in,  and 
Clark  cleaning  up  his 
bogey.  Their  scores  of  82, 
net  72  (Mayfield)  and  95, 
net  73  (Clark)  helped 
Texas  Industries  roll  into 
the  Finals.  A  high  point 
for  Mayfield  was  his  bril- 
liant iron  shot  on  No.  5,  which  won  him 
Visa  Corporate  Card's  Closest-to-the-Pin 
Challenge  award  for  that  par-3  hole. 

Jamie  Rogers  and  Barrett  Reese  coached 
and  cheered  each  other  through  the  rough 
spots  to  join  Mayfield  and  Clark  on  the 
medal  stand.  Rogers  escaped  from  the  trees 
after  a  long  drive  on  the  blind  par-4  1 1th, 
pitched  up  softly,  but  missed  his  7-footer 


for  par.  He  dug  in  after  that,  parring 
12th,  13th,  14th  and  15th  on  his  way  tc 
84,  net  75.  Reese,  who  hits  hard,  high-d 
shots,  drove  one  far  down  the  left  sidt 
No.  1 1 ,  but  his  uphill  approach  strayec 
the  right  of  the  green.  Reese's  recovery  pi 
left  him  40  feet  above  the  hole,  and  a  t 
first  putt  was  followed  by  a  yippy  sect 
that  added  up  to  double-bogey  He  labo 


: 


Wheeling  and  dealing 
in  these  hills  can  make 
you  or  break  you 


Better  have  a 
good  agent. 


sd  to  drop  names  to  get  ahead,  babe.  Just  drop  the  Visa"  Corporate  card.  Not  only 
lelp  improve  your  cask  flow,  it  sends  you  a  detailed  MIS  report  you  can  use  to  ensure 
pnance  and  negotiate  better  rates  witk  vendors.  And  because  it  is  accepted  at  over  14 
ion  places  worldwide,  millions  more  tban  American  Express,  your  employees  can  be  big  shots 
about  anywhere  they  do  lunch  or  business.  For  details,  call  1-800-VISA-311  ext.  94,  or  visit 


Visa  Corporate! 


■ 


.visa.com 


It's  Everywhere  You  Want  To  Be. 


Advertisement 

The 

VISA 


Corporate  Golf  Championship 


to  97,  net  8 1  for  the  day. 

The  EDS  twosome  of  Don  Kilpatrick 
and  Karl  Shannon  looked  eager  as  they 
began  play  on  Northwood's  340-yard  first 
hole.  Shannon  crashed  a  2-iron  into  the 
oaks  along  the  right  side  and  Kilpatrick 
drop-kicked  a  3-wood  well  down  the  left, 
just  into  the  rough.  He  then  hit  a  low 
approach  off-line  and  followed  with  a 
weak  greenside  recovery,  to  card  a  6.  Shan- 
non escaped  the  trees,  pitched  up  and 
made  a  bogey  5.  Shannon  shot  45  on  the 
front  nine  but  came  back  with  a  fine  38 
on  the  back  to  post  a  net  75.  Kilpatrick 
couldn't  fall  into  synch,  however,  lumber- 
ing to  a  98,  net  83. 

Frank  Accettulli,  a  marketing  vice  presi- 
dent for  EDS,  and  playing  partner  Larry 
Milam  hit  stride  on  holes  10-18,  where 
they  were  a  combined  1 -under,  net.  Milam, 
a  14-handicapper,  birdied  the  par-4  13th 
and  sailed  through  the  rest  of  the  North- 
wood  back  nine  until  he  triple-bogeyed  No. 


16,  an  uphill  par-3  that's  tougher  than  a 
nickel  steak,  as  the  locals  say.  Dallas  Casa, 
the  EDS  charity,  earned  $1,000  for  the 
team's  efforts. 

Rick  Lentz  of  Texas  Utilities  won  the 
Taylor  Made  Longest-Drive  Prize  with  a 
blast  of  283  yards  on  No.  2.  There  was  an 
additional  long-drive  contest,  out  on  the 
14th  hole.  John  Washburn  of  Sammons 
hit  a  272-yard  tee  shot  there  that  won  him 
a  beautiful  desk  clock  from  sponsor 
Jaeger-LeCoultre.  Visa  Corporate  Card's 
Closest-to-the-Pin  award  on  No.  1 2  went 
to  Chuck  Harris,  a  1 0  handicap  from  Pay- 
mentech,  whose  sparkling  76  on  the 
Northwood  course  earned  him  the  Lands' 
End-sponsored  Low-Gross  Award.  In  light 
of  the  fact  that  you  can  play  so-so  golf  and 
still  win  a  raffle,  it  was  ironic  that  Harris 
snared  a  third  award  by  having  his  name 
drawn  from  a  hat.  The  proud  father  of 
new  twin  girls  won,  fittingly,  a  set  of 
Taylor  Made  junior  clubs.  Harris  should 
set  up  his  own  contest:  First  daughter  to 
sleep  through  the  night  wins  the  clubs. 

Southeast 

Tournament 


Victory  for  the  Cable  Guys 

The  scene  was  the  171 -yard  16th  hole 
it  Atlanta  C.C.  —  where  a  black 
1 99      I  ulillac  sat  waiting  to  be  claimed 
rate  golfer  with  the  skill  or 
luck  shot.  The  golfer  on  the 


tee  was  John  Withers,  a  12-handicapj 
competing  for  Turner  Broadcasting, 
luck  would  have  it,  Withers  indeed  ac 
the  hole. 

"It  was  back  in  1976,"  recalled  the  T 
vice  president  wistfully.  "No  free  car  t' 
day."  Nor  would  there  be  for  Withers 
this  year's  Southeast  regional  of  the  V 
Corporate  Golf  Championship.  His  cle 
ly  struck  4-iron  stopped  eight  feet  sh 
and  he  two-putted  for  one  of  the  se^ 
natural  pars  he  would  make  on  this  pre 
gious,  pine-studded  Marietta  layo 
Withers  also  carded  three  natural  birc 
en  route  to  a  memorable  77,  net  65  t 
paced  his  team  to  victory  in  the  qualifi 

While  Withers  was  tapping  in  for 
par  on  No.  16,  playing  partner  Ha 
Anderson  was  grinding  to  save  bogey 
would  need  a  gutsy,  uphill  two-putt  fr 
30  feet  away  to  do  so.  Anderson,  also  a 
handicapper,  had  driven  into  a  bun 
right  off  the  green  and  escaped  with  a  h 
wedge  shot  that  landed  near  the  pin 
trickled  past,  then  picked  up  speed  go 
downhill.  On  the  prior  par-3,  No. 
Anderson  had  fared  better,  winning  \ 
Corporate  Card's  Closest-to-the-Pin  CI 
lenge  and  a  gift  certificate  to  a  Nickk 
Flick  Faults  &  Cures  One-Day  Golf  I 
gram.  His  total  score  of  87,  net  75, 
only  middling,  but  his  two  biggest  h< 
had  to  be  his  final  two.  After  swerv 
through  a  triple-bogey,  double-bogey  s] 
he  gripped  the  wheel  and  made  a  pai 
pars  to  finish  out. 

Turner  Broadcasting's  first-place  scor 


Business  is  beautiful.  Especially  in  a  state  where  the  corporate  income  tax  rate  hasn't  increased 
since  1972.  And  where  hourly  manufacturing  wages  are  well  below  the  national  average. The 
northernmost  right-to-work  state  in  the  Southeast, Virginia  boasts  an  exceptionally  capable  work- 
force, enabling  businesses  to  manufacture  everything  from  rocket  systems  to  semiconductors  to 
compact  discs.  No  wonder  over  150  Fortune®  500  companies  have  manufacturing  facilities  here. 
Perhaps  it's  time  you,  too,  discovered  the  beauty  of  doing  business  in  Virginia.   WM^w\Mwm^HrA 


Contact  Wayne  Sterling.  CED.  Executive  Director,  Virginia  Economic  Development  Partnership,  P.O.  Box  798,  Richmond,  VA.  23218,  804-371-8202.  www.YesVirginia.org, 
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l-over  289  was  buoyed  by  the  play  of  Bill 
Shaw,  who  earned  the  Lands'  End  prize  for 
low  gross  by  shooting  a  snappy  75.  A  5- 
handicapper  whose  TV  work  includes  a  long 
stretch  as  president  of  the  TBS  World  Cham- 
pionship Wresding  series  ("I'm  the  guy  who 
signed  Hulk  Hogan,"  he  mentioned  with 
pride  at  the  awards  ceremony),  Shaw  had  a 
choke  hold  on  Adanta  C.C.'s  par-3  holes.  He 
parred  the  third  and  1 6th  with  no  trouble, 
birdied  the  165-yard  sixth  and  hit  an  easy  8- 
iron  to  10  feet  to  birdie  the  144-yard  13th. 
His  playing  partner  Bill  Ghegan  also  finished 
strongly,  playing  the  last  four  holes  in  two- 
over  to  card  a  91,  net  79.  TBS  matched  the 
Visa  Corporate  Card  donation  to  its  desig- 
nated charity,  the  American  Cancer  Society, 
bringing  in  $6,000  on  the  day. 

Finishing  second  was  perennial  contender 
Florida  Progress,  winner  of  the  very  first 
Southeast  Regional  back  in  1993  and  still 
captained  by  Chairman  Jack  Critchfield, 
with  some  cocaptaining  by  CFO  Jeff 
Heinicka.  This  year's  team  was  paced  by  1 0- 
handicapper  Paul  Woods,  who  parred  the 
first  three  holes  he  played  and  didn't  make 
a  major  mistake  all  day.  A  powerful  player 
fond  of  hitting  1 -irons  on  the  shorter, 
tighter  holes,  Woods  pulled  out  his  driving 
iron  on  the  first  fairway  and  pounded  the 
ball  to  position  A.  He  followed  up  with  a 
crisp  iron  shot  to  20  feet  and  nonchalantly 
made  par.  Woods  was  paired  with  FPC  lefty 
Bill  Kelley,  who  was  excellent  on  the  back 
nine  (40),  but  in  and  out  of  trouble  on  the 
front  side  (46).  Kelley  finished  with  86,  net 
73  and  Woods  had  a  masterly  77,  net  67. 

Critchfield  is  a  former  switch-hitting 
baseball  player  who  carries  a  scarred,  wood- 
shafted  blade  putter  that  can  be  used  from 
either  side  of  the  ball  —  an  option  Critch- 
field takes  advantage  of.  "Depends  on  the 
length  and  how  it  breaks,"  he  explains.  "I 
stand  on  whichever  side  lets  me  see  the  line 
better."  He  labored  to  an  even  100,  net  79, 
while  Heinicka,  his  traditional  playing  part- 
ner, came  in  with  a  92,  net  74.  Heinicka 
made  the  mistake  of  switching  away  from 
his  driver  on  No.  17,  despite  having  hit  the 
big  club  straight  all  afternoon.  His  3-wood 
on  the  391 -yard  par-4  strayed  to  the  right. 


but  Heinicka  recovered  nicely 
from  some  trees,  then  dropped 
a  wedge  to  1 0  feet  to  fashion  a 
bogey,  net  par.  Florida  Progress 
makes  a  return  trip  to  the 
Finals,  and  Take  Stock  in  Chil- 
dren, its  company  charity,  ben- 
efits to  the  tune  of  $4,000. 

The  Southeast  region's  third- 
place  finalist  was  the  Law  Gibb 
Group  (formerly  called  the 
Law  Companies),  repeating  its 
performance  of  last  year,  albeit 
under  a  different  name  and 
with  different  personnel.  Arriv- 
ing in  khaki-and-white  team 
uniforms,  Law  Gibb  Group 
consisted  of  only  one  holdover 
from  the  '97  squad,  Vice  Pres- 
ident Davis  McCollum,  who 
shot  an  84,  net  69  that  made 
all  the  difference  for  Law  Gibb. 
That  par-breaking  round  offset 
the  disappointing  net  77s 
carded  by  Jon  McCarthy  and 
company  CEO  Bruce  Coles 
and  the  net  78  turned  in  by 
Allen  Walker.  Playing  partners 
Coles  and  Walker  each  hit 
some  booming  drives,  but  their 
iron  play  will  need  to  get  sharp- 
er come  the  Finals.  It  also 
didn't  help  that  the  pair  started 
out  with  matching  quad-bogey 
8s  on  the  par-4  ninth.  Law 
Gibb  Group's  charity  is  Junior 
Achievement,  a  recipient  — 
including  company  matching 
—  of  $2,000. 

Elsewhere,  Keith  Gordon  of 
Coca-Cola  launched  a  monster 
tee  shot  on  No.  2  and  walked 
off  with  the  Taylor  Made 
Longest-Drive  Prize,  which 
consists  of  a  staff  bag,  LCG 
irons,  and  Ti  Bubble  titanium 
woods.  Bill  Tiedemann  of  Cox 
Communications  came  closest 
to  the  pin  (14'  10")  on  the  par- 
3  sixth  hole  sponsored  by  Visa 
Corporate  Card.  Grady  Stewart  of  The 
Home  Depot  timed  his  swing  just  right  on 
the  Jaeger-LeCoultre  Longest-Drive  hole, 
No.  1 1,  to  win  an  elegant-looking  hand- 
made desk  clock. 

UPS,  a  late  entry  in  the  qualifier,  couldn't 
crack  the  leaderboard.  But  the  team  made 


a  nice  dent  in  the  prize  drawing,  with  Ri< 
Tanner  winning  the  deluxe  humidor  load 
with  Davidoff  premium  cigars  and  }t 
Barber  receiving  the  limited-edition  pri 
of  No.  13  at  Augusta  National  G.C 
donated  by  the  fine  folks  (and  cosponsoi 
at  Data  General. 


Another  time,  another  face. 
Reverso  Duo. 


Reverso.  Avant- 
garde  since  1931. 
Another  time, 
another  place. 
ANOTHER  face  on  the 
Reverso  -  two 
distinct  back-to- 
back  faces.  powered 
by  a  single, 
manually-wound 
movement.  keep 
track  of  your  time 
on  two  separate  time 
zones.  Simply  turn 
the  case  to  move 
from  here  and  now 
to  then  and  there. 
Whatever  the  time, 
wherever  the  place. 
Reverso  Duo  takes 
you  there  and  back 
in  exquisite  style, 
patented  and 
individually 
handcrafted  by  the 
master  watch- 
makers of  jaeger- 
lecoultre  in  the 
authentic  art  deco 
style  of  the  legend- 
ary reverso. 


The  Reverso  Duo's 
case  swivels  to  reveal 
another  watch  where 
a  24-hour  hand  tells 
the  global  traveller 
whether  it's  a.m. 
or  p.m.  in  the  second 
time  zone.  gold  hands 
match  the  case  in  the 
i8-carat  gold  version. 


«Jaeger-leCoultre» 


FOR  YOUR  FREE  COPY  OF  THE  MANUFACTURE'S  BOOK  OF  TIMEPIECES  CONTACT 
JAEGER-LECOULTRE.  P.O.  BOX  1608.  WINCHESTER.  VA  22604.  TEL.  (800)  JLC-TlME.  WWW.MJLC.COM. 
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Midwest 

Tournament 

The  Rest  of  the  Players 
Were  Casualties 

The  elite  of  the  Chicago  business  com- 
munity —  executives  from  diverse 
industries  —  met  for  a  sixth  year  at  Wyn- 
stone  C.C.  to  play  high-profde  golf  for 
charity.  But  the  commercial  printers,  the 
investment  bankers  and  the  industrial-safety 
product  manufacturers  never  had  a  chance. 
"We're  calling  it  the  Insurance  Invita- 
tional," joked  Richard  Ravin,  chairman 
and  chief  executive  officer  of  three-peating 
Midwest  champs  Combined  Insurance. 
Ravin's  team  finished  at  13-under  275  and 
was  joined  on  the  medal  stand  by  second- 


place  finishers  Allstate  Insur- 
ance (with  a  6-under  282) 
and  third-place  Zurich- 
American  Insurance  Group, 
whose  total  tally  was  10-over- 
par  298. 

Pacing  Zurich-American 
was  nine-handicapper  Bill 
Wiggs.  En  route  to  his  80, 
net  71,  Wiggs  had  natural 
birdies  at  the  beginning  and 
end  of  his  round,  including  a 
net  eagle  on  Wynstone's  dra- 
matic par-4  18th.  His  play- 
ing partner  was  the  loqua- 
cious John  Cole,  who  had 
flown  in  for  meetings  from 
his  base  in  Maryland.  Cole,  a 
member  at  the  prestigious 
Five  Farms  Club,  matched 
Wiggs 's  birdie  at  the  par-3 
14th  and  finished  at  90,  net 
75.  Loren  Alter  carded  8s  on 
two  of  Wynstone's  par-5s,  but  kept  his 
cool  and  managed  a  92,  net  73  that  helped 
the  team.  Michael  Fortune,  a  27-handi- 
capper,  made  a  four  on  No.  1 8  that  netted 


Richard  Ravin, 

Chairman  of  Combined 

insurance,  liked  this 

wedge  shot. 


out  to  a  double  eagle,  but  finished  wi) 
net  79  for  Zurich,  whose  charity  is  t5 
Clearbrook  Center. 
Their  counterparts  in  the  world  of  ri: 


Call  1-800-333-4CAD  or  visit  our 
Web  site  at  www  cadillac.com 
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Allstate  s  Casey  Sylla,  Steve  Groot,  Michael 
McCabe  and  Bob  Pike,  are  making  a  well- 
earned  first  visit  to  the  Visa  Corporate  Card 
winners'  circle.  Groot  is  a  powerful  player 
who  needed  only  a  5-iron  for  his  perfecdy 
placed  drive  on  the  par-4  eighth.  He  hit  his 
approach  shot  extremely  fat,  however,  and 
had  to  curl  in  an  eight-foot  putt  to  save 
bogey.  He  carded  an  86,  net  70,  while  play- 
ing partner  Sylla  plundered  Wynstone's 
inward  nine  with  a  snappy  37  to  set  up  his 
"8,  net  72. 

McCabe,  a  Wynstone  member,  and  Pike, 
who  plays  his  golf  at  nearby  Ivanhoe  C.C., 
breezed  along  to  rounds  of  85  and  84,  gross. 
As  a  10-handicapper,  McCabe  could  only 
contribute  a  net  75  to  the  team  total, 
although  he  distinguished  himself  at  No.  2, 
bending  his  approach  around  a  huge  willow 
to  a  spot  hole-high  and  just  off  the  green, 
which  then  pitched  smoothly  to  five  feet 
and  sunk  the  putt.  Pike,  meanwhile,  mis- 
takenly chose  to  pun  over  10  feet  of  fairway 
grass,  and  then  uphill  another  45  feet  to  the 

:  hole.  The  12-footer  that  remained  wouldn't 
drop  for  him,  but  Pike  was  still  the  team 

.  hero  with  a  sport)'  net  65.  Allstate,  playing 


on  behalf  of  the  American  Heart  Associa- 
tion, finished  at  minus-6  overall. 

But  can  anyone  beat  this  event's  version 
of  the  Monsters  of  the  Midway?  Combined 
Insurance,  which  failed  to  qualify  in  its  first 
three  attempts  at  the  U.S.  Corporate  Golf 
Championship  title,  has  won  its  region 
three  times  and  the  overall  title  twice  in  a 
row  now.  Ron  Agypt  played  to  his  handi- 
cap of  21  with  a  single,  sterling  exception. 
On  the  short  par-5  12th,  he  bombed  a 
drive  and  followed  that  with  a  high  5-iron 
that  stopped  25  feet  from  the  hole.  "The 
putt  was  in  all  the  way,"  said  Agypt  of  his 
eagle,  net  double-eagle.  Five  shots  better  at 
net  65,  playing  partner  Richard  Ravin  was 
seen  barking  at  his  golf  ball  on  No.  6,  a 
downhill  dogleg  with  a  small  green  guard- 
ed by  a  pond  and  bunkers.  Ravin  had 
knocked  a  wedge  to  14  feet,  and  then  rolled 
his  birdie  putt  right  up  to  the  lip.  He  setded 
for  par  there  and  managed  nine  additional 
natural  pars  that  helped  him  to  an  85,  net 
65  for  the  day. 

John  Jarnot  and  Joe  West,  returning  vets 
on  the  Combined  golf  squad,  play  to  hand- 
icaps of  18  and  16,  respectively.  Jarnot's 
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highlights  included  a  12-foot  uphill  pun  on 
the  393-yard  16th  that  dropped  for  birdie, 
net  eagle,  and  a  chip-in  birdie  (net  eagle) 
from  the  fringe  on  the  par-4  fifth  hole.  But 
his  greatest  thrill  was  the  45-foot  sidehill 
putt  he  sank  to  save  bogey  after  an  O.B. 
drive  on  No.  2.  His  net  68,  paired  with 
West's  net  score  of  par  72,  was  all  that  was 
needed  to  buttress  the  work  of  Ravin  and 
Agypt.  West  deserves  credit  for  weathering 
a  10  on  the  par-5  12th  early  in  his  round, 
then  coming  back  with  eight  natural  pars 
over  his  remaining  14  holes.  The  team  char- 
ity for  Combined  is  the  very  worthy  Path- 
way Center  for  Children. 

Winners  of  the  skills  contests  included  two 
players  from  qualifying  teams:  Agypt  and 
Steve  Groot.  The  latter  won  Visa  Corporate 
Card's  Closest-to-the-Pin  Challenge  on  No. 
4.  Closest  to  the  Pin  on  the  other  Visa  Cor- 
porate Card  par-3  hole,  No.  14,  was  Andy 
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Bulls  And  Bears, 

There's  Always 

Been  A  Wolf. 


d  corner  on  the  market  for  independent  thinkers 
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Dillon  of  GE  Capital.  Agypt  flexed  his  mus- 
cles to  win  Longest  Drive  and  a  set  of  Taylor 
Made  clubs  on  No.  12.  The  day's  Low-Gross 
Award  went  to  Frank  Jules,  president  of 
Ameritech.  If  Jules  keeps  playing  such  stellar 
golf  in  this  tournament,  he  might  just  get 
hired  by  an  insurance  company. 

Northeast 

Tournament 

Three  Brooksiders  and  a 
Rookie  Pace  Air  Products 


Executives  who  get  a  taste  of  the  swank 
surroundings,  the  high-level  contacts 
and  the  charitable  windfalls  of  a  U.S.  Cor- 
porate Golf  qualifier  tend  to  clear  their 
schedules  for  a  return  visit.  But  Leo  Daley 
is  perhaps  the  only  returning  executive  to 
come  back  with  his  handicap  cut  in  half. 
Daley,  who  shot  75  to  pace  the  Air  Prod- 
ucts and  Chemicals  team  to  victory  in  the 
Northeast  this  year,  first  saw  action  in  a 
regional  qualifier  at  the  Seaview  Marriott 
Resort  in  '93.  He  managed  an  88  that  day, 
which  converted  to  net  73  after  the  scorer 
subtracted  Daley's  handicap  of  15.  This 
year,  the  amiable  corporate  treasurer  car- 
ried an  impressive  7  handicap  from  his 
home  club  of  Brookside  C.C.  in  Allen- 
town — and  more  than  played  to  it. 

The  twosome  of  Daley  and  Brennen 
Arndt  started  their  round  on  the  Blind 
Brook  Club's  second  hole  with  a  pair  of 
natural  bogeys.  But  they  teamed  up  like  a 
fourball  twosome  to  make  sure  of  at  least 
one  par  on  all  but  four  of  the  remaining 
17  holes.  Arndt,  a  1 0-handicapper,  hadn't 
played  in  this  event  before.  He  took  his 
cues  from  Daley's  disciplined,  sometimes 
scrambling  round  on  the  short  but  narrow 
layout.  The  Blind  Brook  rough  proved 
long  and  wiry,  forcing  players  to  hit 
middle  or  short  irons  when  they  drove 
errantly.  Arndt  struggled  to  a  skein  of  five 
natural  bogeys  through  the  canted  fan 
and  elevated  greens  of  the  back  nine,  but 
his  81,  net  71  was  a  fine  rookie  showing. 


Daley's  capper  was  a  birdie,  net  eagle  on 
the  uphill  par-4  18th. 

The  other  AP&C  twosome  of  Joseph 
McMakin  and  Joseph  Folger,  also  Brook- 
side  C.C.  members,  turned  in  net  scores  of 
69  and  68,  respectively,  to  seal  the  team's  8- 
under  winning  combination.  At  the  diffi- 
cult 516-yard  fifth  hole,  Folger's  double- 
bogey  was  offset  by  McMakin's  4,  net  3. 
McMakin,  who  plays  to  14,  kept  it  rolling 
with  a  natural  birdie  on  the  par-3  sixth. 
But  he  got  a  psychological  boost  from 
Folger's  4  on  the  short,  sidesloping  16th, 
where  McMakin  was  making  double-bogey 
6.  Benefiting  from  Air  Products'  team  effort 
was  the  United  Way,  which  takes  in  $3,000. 


Improving  by  a  notch  on  their  191 
Northeast  showing  were  the  corpora 
golfers  from  Data  General:  Tom  Tibbet 
Mike  Worhach,  Tony  DiBona  and  Ti 
Tormey.  When  Tibbetts  subbed  fori 
player  who  canceled  at  the  last  minute,  ti 
team's  fortunes  received  a  boost.  The 
handicapper  double-bogeyed  his  openii 
hole  then  blew  through  the  rest  of  r 
round  in  level  par,  making  13  of  them 
a  row  to  finish  birdie-par-bogey-birdie. 

He  flirted  with  trouble  on  the  par 
16th,  fading  his  drive  into  the  rough  b 
lashing  a  9-iron  onto  the  elevated,  we 
guarded  green.  Tibbetts's  birdie  putt  h 
to  climb  40  feet  over  a  hogback,  but 
stopped  only  inches  short.  He  tapped 
and  went  on  to  a  sterling  73,  net  6 
Worhach,  who  played  on  last  year's  qua 
fying  team,  topped  his  drive  at  16  in 
dense  brush  and  had  to  re-tee.  He  end 
up  sinking  a  four-footer  to  save  his  trip 
bogey  there,  one  of  three  7s  Worha 
endured  on  the  back  nine.  Righting  t 
ship  to  shoot  40  on  the  back,  he  finish 
with  an  85,  net  78. 

The  pairing  of  Tormey-DiBona  start 
well  with  a  pair  of  pars  on  the  tricky  1 0 
Tormey  stuck  to  that  theme  by  recordi 
a  78,  net  71  to  equal  Blind  Brook's  p 
He  took  advantage  of  the  short,  down! 
par-5  first  hole  by  carding  a  natural  bird 
then  tackled  the  516-yard  sixth  hole 
similar  fashion,  where  his  4  converted 
a  net  eagle.  He  sliced  a  5-wood  into  soi 
trees  at  the  par-3  third  hole,  but  found 
ball  and  salvaged  a  bogey.  He  and  DiBc  . 
had  been  forced  to  wait  at  the  No.  3  t , 
and  DiBona  looked  a  bit  overeager  as  j 
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Suddenly,  things  are  looking  up  in  today's  global  marketplace.  Now  one  company  brings  you  truly  integrated  insurance  and 

reinsurance  brokerage,  captive  management,  and  consulting  services  —  all  under  one  roof.  We  proudly  offer  these  highly 

specialized  services  to  American  Re  and  Munich  Re  clients,  and  independently  to  non-clients.  Our  worldwide  expertise  and  unrivaled 

resources  are  backed  by  the  strength  and  security  of  the  Munich  Re  Group,  resulting  in  exceptionally  creative,  custom  solutions. 

But  we  believe  the  real  beauty  of  it  all  —  is  the  vision  we  bring  to  our  clients. 


p  Am-Re  Global  Services,  Inc.=|^ 

AWORLD  OF  SERVICES  UNDER  ONE  REMARKABLE  ROOF"    — 

Am-Re  Brokers,  Inc.,  reinsurance  intermediaries  •  Am-Re  Consultants,  Inc.,  insurance/reinsurance  consultants 
ARB  International  Ltd.,  a  Lloyd's  broking  house  •  Becher  +  Carlson  Companies,  brokers/consultants 

©1998  Am-Re  Global  Services,  Inc.  •  685  College  Road  East,  Princeton,  NJ  08543  •  609-243-4900  •  www.amreglobalservices.com 
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hooked  one.  After  making  bogey  on  that 
hole,  the  domestic  sales  vice  president 
struggled  to  a  47  for  the  nine.  DiBona's 
round  ended  as  a  92,  net  71 .  Data  General 
edged  out  Subaru  of  America  by  a  single 
shot  at  plus-6,  depositing  $2,000  in  the 
kitty  for  Greg's  Grant,  a  company  charity. 
Some  were  surprised  when  Subaru's  Con- 
troller Curt  Allen  lost  the  Taylor  Made 
Longest-Drive  Prize  at  No.  13  to  Greg 
Kelly  of  the  Commonwealth  of  Virginia 
team.  Allen  was  belting  long,  high  drives 
during  warm-ups,  but  Blind  Brook  isn't  a 
power  hitter's  course.  That  fact  may  have 
led  to  Allen's  ham-and-egg  round  of  79,  net 
73.  His  playing  partner,  George  Muller,  was 
brilliant  on  the  outward  nine,  making 
birdie  at  the  par-4  eighth  en  route  to  a  gross 
39.  Muller's  undoing  was  the  back  side, 
where  a  46  ballooned  him  to  a  final  tally  of 
85,  net  77.  This  was  good  enough  for  the 


trip  to  Virginia,  however,  along  with  earn- 
ing the  sum  of  $1,000  for  the  Philadelphia 
Special  Olympics. 

Tom  Doll,  who  later  won  the  Davidoff 
humidor-stuffed-with-stogies  drawing, 
carded  an  89,  net  69  that  helped  Subaru 
gain  its  berth  in  the  Nationals.  Paired  with 
Doll  was  Bob  Dougherty,  a  23-handicap- 
per  who  managed  95,  net  72  on  the  day. 


At  the  awards  ceremony,  when  Doughei 
ty  won  Taylor  Made's  junior  set  in  a  draw 
ing,  he  was  heard  muttering,  "Maybe 
should  play  with  these."  This  year's  Bes 
Uniform  Award  in  the  Northeast  went  t 
Susquehanna  Bancshares  (striking  canar) 
yellow  shirts),  whose  Bill  Reutter  crushe 
the  longest  drive  at  No.  9  to  win  a  Jaege* 
LeCoultre  desk  clock. 


\ 


First  Encounters 
By  Davidoff 


i 


Buffalo  Bill  was  more  a  figment 

of  his  own  imagination  than 

a  true  legend  of  the  west. 

After  years  of  battle,  Sitting  Bull 

had  been  reduced  to  a  bit 

player  in  Bill's  Wild  West  Show. 

But  today,  ensconsed  in 

a  tiny  gondola  floating  down 

the  Grand  Canal  in  Venice, 

they  talked  not  of  politics, 

but  of  the  last  vestiges  of  a 

lonely  frontier.  And  in  lieu  of 

the  mandatory  peace  pipe, 

they  opted  for  a  mild 

flavored  cigar. 


FOR  CORPORATE 

ACCOUNT  INFORMATION 

PLEASE  CALL  1-800-353-0061 


For  those  who  are  obsessed 
with  qualify. 


1901-  Buffo 


535  MADISON  AVENUE.  NEW  YORK.  212  751  9060/800  548  At       •  IEVERIY  HILLS  31O278-8884/80O-328CO39  CATALOGUE  ORDERS.  800-328-4365  EXT  63 
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[nice     guys 

finish     first] 


Mark  O'Meara  guy  everybody  needs   in  their  foursome.   Funny. 


easy  going  and 


s   under  control,   he'd  just   as   soon   talk   about   his   kids   as   his  game.   Still.   Mark 


HI   in   his   18  years   on   Tour   and  won   it   a 


/-! 


with   an   impressive   14   PGA  victories.   These  days 


wily  veteran  is  regularly  beating  guys  half  his  ag< 


with   his  wisdom,   his  experience  and   his   thunderou 


Ti   Bubble   2      driver.    But  knowing  Mark,   you   might  say 


he's  killing  them  with  kindness 


[Congratulations  Mark,  on  a  win  for  the  ages  at  August 


■ 
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.1-800 TAYLOR  MADE  •  www.tc 


•  www.taylormadegolf-.com 
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Fourth  Chance  at  Glory 
for  Countrywide 

After  four  years  in  Los  Angeles,  the  West 
Regional  qualifier  traded  L.A.'s  coastal 
canyons  for  the  green  vineyards  and  the 
tawny,  creased  hills  of  Napa,  Calif.  On  the 
fairways  of  Chardonnay  Golf  Club's  Shake- 
speare Course,  the  '98  qualifying  series 
came  to  a  close  with  Countrywide  Credit 
Corp.  earning  itself  a  spot  in  the  national 
finals  for  the  fourth  time. 

Countrywide's  Rich  Deleo  brought  back 
memories  of  his  chip-in  par  at  Sherwood  in 
'94  when  he  holed  a  long  pitch-and-run 
shot  at  Chardonnay's  No.  2  for  birdie  3,  net 
eagle.  Deleo,  however,  proved  no  master  of 
this  vineyard-lined  layout,  carding  a  93,  net 

79.  On  the  zigzag  par- 5  eighth  hole,  Deleo 
was  10  feet  in  front  of  the  green  lying  three, 
with  about  120  feet  left  to  the  pin.  He  took 
four  more  strokes  to  get  down.  Deleo's  play- 
ing partner,  as  usual,  was  the  ever- 
confident  Marshall  Gates,  who  hit  an  8- 
iron  to  eight  feet  on  the  par-3  13th  and 
sank  the  putt  for  a  birdie  of  his  own. 
Chardonnay's  greens  are  strikingly  narrow 
and  deep,  forcing  players  to  hit  what  seems 
like  too  much  club  when  the  pins  are  back. 
With  his  third  shot  on  the  par-5  eight, 
Gates  wasn't  timid,  firing  a  wedge  at  the 
stick  and  just  missing  the  16-foot  birdie 
putt.  He  fashioned  a  39  on  the  back  side  en 
route  to  an  82,  net  69  to  pace  the  team. 

In  the  team's  other  twosome,  a  rookie  and 
a  veteran  were  engaged  in  a  bit  of  role  rever- 
sal. Eric  Sieracki,  who  has  played  some 
clutch  golf  in  past  years  at  this  event, 
endured  two  triple-bogeys  on  his  first  three 
holes  and  never  looked  comfortable,  carding 
a  disappointing  but  not  disastrous  99,  net 

80.  Kevin  Meyers,  meanwhile,  showed  no 
signs  of  the  jitters  as  he  opened  with  a  nat- 
ural par  and  a  natural  birdie.  Meyers,  a  10 
handicap,  came  back  five  holes  later  \\  it li 
another  natural  birdie,  this  time  at  the  par-4 


Rich  Deleo  of 

Countrywide  sizes    /&**' 
up  his  next  shot.     & 

M 

\ 

■ 

\  m 

'/'' 

1 1th.  On  the  par-3  15th,  with  a  Cadillac 
awaiting  any  lucky  ace-maker,  his  7-iron 
shot  wouldn't  turn  over  and  Meyers  had  to 
work  a  splendid  wedge  shot  off  a  knob 
above  the  green  to  save  bogey.  He  turned  in 
a  net  70  on  the  day.  Sieracki's  best  sequence 
of  holes  was  his  final  five,  which  he  played 
at  1  -over  net  to  contain  the  damage. 

Along  with  the  familiar  Countrywiders, 
new  faces  from  the  West  will  be  seen  at  this 
year's  finale  in  Virginia.  A  foursome  from 
Compensation  Resource  Group  rode  the 
coattails  of  16-handicap  Andrew  McGin- 
nis,  who  shot  a  sparkling  78,  net  62  that 
featured  two  natural  birdies  on  the  par-5s 
of  the  back  side.  McGinnis  made  fine 
approach  putts  to  notch  some  easy  pars  in 
the  early  going,  then  picked  apart  the  three- 
shotters  on  the  inward  nine.  His  playing 
partner,  Pat  McFarland,  handled  the  short- 
er hack  nine  without  trouble,  carding  a  41 
that  matched  up  fine  against  his  1 1  handi- 


cap. But  three  double-bogeys  and  a  tri] 
on  the  front  added  up  to  48,  leavi 
McFarland  six  over  par  at  net  78. 

The  Pasadena-based  firm's  other  tw 
some  was  Monte  Harrick  and  Craig  C; 
ford,  who  started  off  well  and  enjoyed  t 
festivities  thoroughly.  On  their  first  he 
the  par-4  third,  Cayford  recovered  fron 
skied  drive  by  pasting  a  fairway  wood  to 
80-yard  mark  and  knocking  a  wedge 
within  five  feet  of  the  hole.  The  outgoi 
Cayford  slid  his  putt  just  wide  of  the  h 
and  made  bogey.  There  were  many  more 
follow  for  the  20-handicapper,  along  w 
a  few  crooked  numbers.  He  settled  for 
82.  Harrick  was  impressive  as  he  rolled 
a  10-footer  on  No.  3,  especially  after  hav 
chunked  a  bunker  shot  in  which  he  \ 
forced  into  an  awkward  stance  up  agai 
the  front  lip.  The  23-handicapper  turnec 
a  net  83;  the  team  ended  up  at  17-over. 

Two  shots  behind  at  plus- 19  was  P 
Mortgage  Insurance,  a  San  Francisco-ba 
outfit  whose  players  had  some  familia 
with  Chardonnay  G.C.  John  Lorens 
who  plays  at  nearby  Crow  Canyon  C. 
finished  his  round  with  a  three-putt 
nonetheless  carded  the  low-gross  roun< 
the  day  at  77.  Lorensen's  net  69  paced 
foursome,  as  playing  partner  Tom  Brc 
finished  at  net  84  and  the  team's  other  r 
some,  Brad  Shuster  and  Steven  Packard, 
lied  net  80  and  net  74,  respectively.  Ba  j 
on  geography,  this  group  will  win  the  in  I 
mal  came-from-farthest-away  prize  at 
finals  in  Virginia.  Newcomers  or  not,  th 
be  looking  to  win  a  bigger  prize  than  d 


David  Gould  is  a  freelance  writer  basei 
Sandy  Hook,  Conn. 


What  does  a  CEO  do 
when  somebody 

puts  the  corporate  logo 
on  a  tchotchke? 


r 


't  happens,  needless  to  say. 

Somebody  down  the  line  decides  to  save  a  few  pennies  on  a  corpo- 
rate gift  -  and  another  CEO  is  left  acutely  embarrassed. 

How  do  you  convince  the  people  who  order 
such  things  that  they're  toying  with  the 
corporation's  reputation? 

If  somebody  is  going  to  put  your  corporate 
logo  on  a  gift  -for  customers,  or  prospects, 
or  your  own  employees  -  shouldn't  it  be 

CN^  ,  something  that  you  won't  find  mortifying? 

wrong  message.  After  all,  a  thoughtful,  carefully  chosen  gift 

says  a  lot  about  the  standards  that  you've  set  for  the  corporation,  in 
big  things  and  small. 

Here's  a  thought.  Have  the  person  who  orders  your  corporate  gifts 
take  a  look  at  our  Lands'  End  *  Corporate  Sales  catalog. 

The  merchandise  in  this  catalog  is  all  Lands'  End  merchandise, 
well -designed  and  well  made.  Every  stitch  says  quality. 

And  if  you  should  want  us  to  embroider  a  logo  on  it,  we'll  make  it 
with  as  much  care  and  attention  as  the  product,  itself. 

Why  not  tear  out  this  ad  and  pass  it  along  to  the  person  in  your 
organization  who  orders  your  gifts? 

After  all,  a  corporate  gift  doesn't  just  say  something 
about  your  corporation. 

Since  you're  the  CEO,  it  also  says  something  about  you. 


Corporate  Sales 


To  that  person  in  charge  of  gifts  and  incentives:  for  our  Corporate  Sales  catalog  and 
more  on  our  services,  just  call  1-800-916-2255,  or  fax  your  business  card  to  1-800-965-3329. 
Or  e-mail  to  corpsales@landsend.com  or  go  to  our  website,  www.landsend.com/corpsales. 

Lands'  End  products  are  not  for  resale  in  a  retail  setting.  ©1998  Lands'  End,  Inc. 


REMEMBER  WHAT  IT  WAS  LIKE  TO  HAVE 
SOMEONE  YOU  COULD  COUNT  ON? 


You  can  again. 

There's  a  reason  why  Data  General  survives 
in  a  land  of  computing  giants.  We  do  things 
no  one  else  will  do  for  you  when  it  comes  • 
to  enterprise  NT.  Like  deliver  NT  Cluster- 
in-a-Box"  -  already  configured,  tested,  and  i 
ready  to  run.  And  provide  superior  integra- 
tion and  implementation  services. 

Our  customers  say  the  main  reason  they  buy 
from  us  is  the  value  they  get  from  our  per- 
sonal contact  and  our  willingness  to  be  there 
when  they  need  us. 

They  also  really  love  our  scalable,  high-per- 
formance, high-availability  AViiON  servers, 
like  the  AV  8600  based  on  Intel*  Pentium5  Pro 
processors.  And  they  say  our  CLARiiON 
RAID  storage  is  the  best  around.  Add  top- 
notch  service  and  support,  and  you  can  see 
why  our  customers  say  we're  their  ideal  choice 
for  Enterprise  NT  solutions. 

In  today's  highly  competitive  environment, 
trusting  your  computing  partner  to  be  there 
for  you  is  essential. 

Call  us.  We're  the  Enterprise 

NT  Solution  choice  you  can  lean  on. 


i*  Data  General 


www.dg.com   1  -800-D ATA  GEN 


Microsoft 


**B*frw 


AViiON  and  CLARiiON  are  registered  trademarks  and  Cluster-in-a-B 
All  other  brands  and  pr 


ntel  Inside  logo  and  Pentium  are  registered  trademarks  ot  Intel  Corporah 
Data  General  Corporation. 
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The  Dow  is  now  off  9.4%  since  its 
mid- July  high.  "The  bull  market  isn't 
over,"  says  John  Eade,  director  of 
research  at  Argus  Research,  "but 
there  may  be  some  rough  months 
ahead."  Reason:  Eade  expects  the 
Federal  Reserve  to  raise  short-term 
interest  rates  when  it  meets  in  the  fall. 
Even  so,  Eade  has  a  select  group  of 
companies  on  his  buv  list.  One  is 
Schering-Plough  (SGP,  S95).  Eade 
says  that  a  steady  pipeline  of  new 
drugs  should  keep  Schcring's  profits 
growing  15%  over  the  next  few  wars. 
He  also  likes  WorldCom  (WCOM, 
$52)  for  what  he  views  as  its  state-of- 
the-art  assets  and  focus  on  business 
customers.  As  a  play  on  the  strength 
of  the  housing  market,  Eade  picks 
Bed  Bath  &  Beyond  (bbbv,  $21). 
BBBY  sells  for  26  times  Argus'  1999 
profit  estimate  of  80  cents  per  share. 


Special  focus 


Earnings  disappointments  are  startini;  to 
mount,  but  of  the  400  S&P  500  compa- 
nies that  have  reported  second-quarter  re- 
sults. 244  firms  beat  analysts'  expectations. 
Joseph  Abbott,  equity  strategist  at  IBKS, 
savs  that  firms  with  a  positive  earnings  sur- 
prise often  beat  forecasts  in  successive  quar- 
tets. Below  are  some  notable  surprises. 


Will  the  surprises 

continue? 

Company 

Recent 
price 

Actual* 
EPS 

J 

Estimated* 
EPS 

Centex 

$41.00 

$0.78 

$0.61   I 

Eastman  Kodak 

83.88 

1.38 

1.13 

Huntington  Bancshares  30.25 

0.52 
2.12 

0.43 

Lehman  Brothers  Hldgs  71.88 

1.66 

McDermott  Intl 

25.94 

0.55 

0.43 

Norfolk  Southern 

Pulte 

Weyerhaeuser 

29.88 

0.58 

0.47 

28.31 
42.00 

0.54 

0.42    \ 

0.34 

0.23    \ 

"Latest  quarter.  Excludes  discontinued  operations 
and  one-time  charges. 
Source:  IBES  International 

6500 
5500 

4500 
3500 

2500 


1500 


The  Barra  All-US  price  index  as  of  7/31/98 

Market  value:  $12.1  trillion 

P/E:24.1 

P/E  minus  negative  EPS:  22.5 
Price/book:  3.7 
Yield:  1.2% 


12-month  closeup 


Bam  index 

200-day  moving  average 


AS0NDJFMAMJJ 


•88     '89     '90     '91     '92      '93     '94     '95     '96     '97      '98 


Closeup  on  the  markets 

Index  or  investment 

%  chang 

efrom 
5-year  high 

Barra  All-US  index 

-6.2%    ■ 

14.0% 

-6.2% 

SIP/Barra  Growth  index 

-52              | 

24.3 

-5.3 

SIP/Barra  Value  index 

-5.9          | 

12.0 

-5.9 

Dow  tones  industrials 

-4.9 

8.4 

-4.9 

S&P 500 

-5.6           | 

18.3 

-5.6 

NYSE 
Nasdaq 

-5.9          | 

15.1 

-5.9 

-6.8    |B 

17.4 

-7.0 

PSE  Tech  100 

EAFE 

CRB  futures  index 

Gold  (Comex  spot) 

Yen   (per SUS) 

-6.5      ■ 

5.3 

-7.1 

-3.3 

| 

5.2 

-5.0 

-2.6 
-2.8 
3.7 

■SB 

-15.4 

-21.3 

-11.8 

-31.0 
-1.0 

Oil  (W  Texas  Intermediate) 

1.8 

-29.8 

-46.5 

The  best  and  worst  performing  stocks 

Best 

Recent 
price 

2-week 
change 

1998 
EPS' 

Worst 

Recent 
price 

2-week 
change 

1998 
EPS' 

BetzDearborn 

$67.06 

72% 

$2.68 

Aspen  Technology 

$26.50 

-52% 

$1.07 

CyberMedia 

9.19 

39 

-1.64 

Crown  Vantage 

4.81 

-51 

0.50 

Imnet  Systems 
PSINet 

22.75 

39 

-0.14 

Coventry  Health  Care 

7.19 

-48 

0.49 

17.50 

30 

-2.75 

IDA  Software  Group 

17.75 

^15 

0.89 

Secure  Computing 

12.25 

29 

0.32 

Technitrol 

23.63 

^44 

2.38 

The  best  and  worst  performing  industry  factors8 


Best 

2-week 
change 

Change 

since 

12/31/97 

Worst 

2-week 
change 

Change 

since 

12/31/97 

Tobacco 

8.5% 

2.8% 

Aerospace 

-15.1% 

-7.6% 

Pollution  control 

2.7 

25.1 

Oilfield  services 

-14.2 

-37.2 

Motor  vehicles 

1.4 

66.2 

Apparel,  textiles 

-12.3 

11.8 

Liquor 

-0.4 

31.6 

Leisure, luxury 

-11.0 

9.2 

Telecommunications 

-1.3 

22.9 

Paper 

-10.4 

-0.3 

I 


Data  for  period  ending  7/31/98.  The  Barra  All-US  price  index  consists  of  all  publicly  traded  U.S.  common  stocks  for  which  price  quotations  are  available  and  ordinary  shares  of  foreign  stocks  traded  on  U.S.  markets.  ADRs,  REITs  and 
closed-end  funds  are  excluded.  'Total  return  of  more  than  150  large-capitalization  stocks  that  have  high  historical  earnings  growth  and  have  predicted  above-average  earnings  growth.  Total  return  of  more  than  300  large- 
capitalization  stocks  characterized  by  low  price-to-book  ratios,  high  yields  and  low  price-to-earnings  ratios.  JA  price-weighted  index  of  100  widely  followed  U.S.  technology  stocks.  Base  value  12/31/82  =  50  (adjusted).  4A  dollar- 
denominated  capitalization-weighted  index  of  more  than  1,100  foreign  stocks.  Source:  Morgan  Stanley  Capital  International.  5lndex  of  21  commodity  futures.  "Source:  Bridge-Commodity  Research  Bureau.  'Consensus  estimate, 
^hows  return  after  controlling  for  other  influences,  including  company  size,  value  and  growth  characteristics.  Multi-industry  firms  have  proportional  contributions  in  two  or  more  groups. 
Principal  source:  Barra,  Inc.,  Berkeley,  Calif.  Earnings  estimates:  IBES  Express. 
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World  market  valuations 


IBES-estimate  revision  index 


Country 


1998 
est  P/E 


Pakistan 

5 

Hong  Kong 
Malaysia 

7 
11 

Sri  Lanka 
Venezuela 

6 
5 

Turkey 

12 

Greece 
Portugal 

18 
28 

Spain 

25 

Belgium 

24 

Relative  to  . 
5-yr  avgP/E 

0.5 
0.6 
0.6 
0.6 
0.6 
2.0 
1.8 
1.8 
1.8 


EAFE  estimate  increases  to  decreases 


1.50 


1.00 


0.50 


0.00 


Forecasting  the  EAFE2 

- 

Estimated 
Year         P/E 

1997*      29.7 

%  change 

current  est 

vs  3  months  ago 

Expected 
year-to-year 
EPS  growth 

-5% 

16.9% 

1998       23.0 

-2 

29.2 

1999       20.2 

-4 

13.7 

0    N 
1997 


1998  country  estimates 
Rising  estimates 

Greece 

Finland 

Italy  /\ 

Hungary 

Sri  Lanka 

•Actual. 


Falling  estimates 

Indonesia 

Korea 

Malaysia 

Mexico 

Russia 


" 


According  to  ibes  International,  Turkey's  p/e,  based  on 
estimated  1998  profits,  is  twice  the  nation's  five-year  aver- 
age. Are  Turkish  stocks  expensive?  Not  exacdy.  Turkey's 
inflation  rate,  over  120%  in  early  1995,  is  now  about  90%. 
(As  inflation  falls,  investors  are  willing  to  pay  higher  mul- 
tiples for  future  earnings.)  If  this  trend  continues,  Turkey 
could  be  a  bargain:  Its  1998  estimated  p/e  of  12  makes 
it  one  of  the  lowest-priced  foreign  markets. 

Korea  now  sells  for  9  times  next  year's  earnings — even 


after  Seoul's  market  rose  31%  in  dollar  terms  in  the  month 
of  July.  Warning:  Analysts  are  still  cutting  estimates  for 
Korea.  With  Hong  Kong's  Hang  Seng  index  now  below 
8,000,  that  market  sells  for  7  times  1998  estimated  earn- 
ings and  sports  a  6%  dividend  yield.  The  Hong  Kong 
economy  may  be  headed  for  recession,  but  this  could  be 
an  opportunity  for  those  with  a  long-term  view.  It  will  take 
a  little  longer  for  some  other  Asian  markets  to  look  cheap. 
For  example,  Indonesian  stocks  sell  for  79  times  the 
depressed  profits  expected  for  next  year. 


Who's  hot 

Greatest  increase  in  estimates 

over  the  past  three  months 

Business 

1997 
EPS 

recent 

1998  EPS  estimate- 
S-month  change 

P/E 

Recent 
price 

3-month 
price  change 

ADR 
ticker 

Company/country 

ASL 
SKM 

Ashanti  Golrjfields/Ghana 
SK  Telecom/Korea 

gold  mining 

$0.50 

$0.43 

23% 

18 

$7.69 

-22% 

telecommunications 

0.02 

0.36 

16 

23 

8.25 

11 

NOK.A 

Nokia/Finland 

telecom  equip 

2.03 

2.67 

15 

34 

90.00 

35 

MKRAY 
CXIPY 

MakroAtacadista/Brazil 
Coflexip/France 

warehouse  stores 
oilfield  equip  &  services 

0.80 

2.65 

1.19 
3.21 

12 
10 

6 
15 

7.25 

49.00 

-29 

-31 

Who's  not 

Greatest  decrease  in  estimates 

over  the  past  three  months 

1997 
EPS 

recent 

1998  EPS  estimate- 
s-month change 

P/E 

Recent 
price 

3-month 
price  change 

ADR 

ticker 

Company/country 

Business 

RC 
DANKY 

Radio  Centro/Mexico 

broadcasting 

$0.84 

$0.46 

-55% 

21 

$9.50 

-32% 

Danka  Business  Systems/UK 

office  equipment 

1.13 

0.77 

-44 

11 

8.81 

-56 

ARA 

Aracruz/Brazil 

forest  products 
forest  products 
copper  mining 

0.55 
3.51 
2.31 

0.56 
1.83 
0.88 

-33 

17 

9.75 

-38 

GID 

Grupo  Industrial  Durango/Mexico 
Southern  Peru  Copper/Peru 

-28 
-27 

3 
14 

6.38 
12.75 

-56 

-16 

Ni 
are  CO 

price  eai 
weighted  ini 
Source:  IBES 
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-nod  4/30/98  through  7/30/98.  All  listed  companies  trade  as  American  Depositary  Receipts.  Prices  and  earnings  per  share  are  in  U.S.  dollars.  Earnings  projections 
•'mates  from  Wall  Street  security  analysts  comp                             ompan.es  listed  above  have  a  minimum  market  capitalization  of  $100  million.  'Estimated 
for  1998  divided  by  the  average  estimated  P/E  for  the  la                                    n  Morgan  Stanley  Capital  International  dollar-denominated  capital  ization- 
-ethan  1,100  foreign  stocks. 
onal. 
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Sneaker  rally 

^^  "Athletic  footwear  stocks  can  be  momentum- 
driven,"  observes  Goldman,  Sachs  analyst  Mar- 
garet Mager.  She  can  say  that  again.  The  latest  buzz  sur- 
rounds K- Swiss  (Nasdaq:  ksvvs),  a  $116  million  (1997 
sales)  Chatsworth,  Calif,  maker  of  tennis  sneakers  and 
apparel.  "K- Swiss  is  the  hot  brand  right  now,"  says  Keith 
Daly,  who  oversees  buyers  for  Footaction  USA. "I'm  dou- 
bling my  orders  for  this  spring."  The  sneakers  backlog  is 
up  38%  for  deliveries  through  Christmas. 

The  rage  is  over  the  Altezo,  a  tennis  shoe  with  a 
rugged  sole;  white  sells  best.  K-Swiss'  shares  have  nearly 
doubled  in  the  past  year,  to  $28.  Between  the  buzz  and 
the  reality,  analyst  Mager  says  the  stock  is  cheap  at  a 
recent  $23,  trading  at  14  times  1998  estimated  earnings 
of  $1.65  per  share.  She  thinks  K-Swiss  shares  will  hit 
$38  within  12  months,  but  one  money  manager  is  sure 


they'll  top  $50. 

Chief  Executive  Steven 
Nichols  has  a  reputation  for 
keeping  costs  tight:  Gross 
margins  are  among  the 
industry's  best — last  quar- 
ter they  were  at  43%. 
Investors  wanting  to  play 
this  brand  should  recall 
that  past  runs  in  Fila 
and  Converse  have 
lost  steam.  But 
note  K-Swiss' 
sharp  management 
and  design  teams. 
If  you  play  this  one, 
play  it  for  a  fast  turn. 


/ 


Gold  chip 


^^^  Gold  pricks  are  near  an  18- 
year  low  of  $276.75  per 
ounce,  and  the  new  European  Cen- 
tral Bank  recently  spooked  the 
market  by  announcing  that  it  was 
including  less  gold  than  expected  in 
its  reserves.  But  if  you  still  believe  in 
gold — or  if  you  want  to  play  it  for  a 


Bargain  at  the  bottom 


Gold  price  ($  per  ounce) 


Dow  Jones  industrials 


$10,000 


0,000 


Source:  Morgan  Stanley  Capital  International. 

While  the  Dow  Jones  sets  record  highs,  gold  prices 
sag  at  alltime  lows.  It  won't  last  forever. 


dead-cat  bounce — here's  an  interest- 
ing play:  Buy  Anglogold,  says  analyst 
Rene  Hochreiter  of  Barnard  Jacobs 
Mellet,  a  Johannesburg  brokerage 
firm.  Now  the  world's  largest  gold 
miner,  Anglogold  ( 1997  revenues, 
$2.6  billion)  was  recently  formed 
through  the  merger  of  seven  South 
African  mining  operations  owned  by 
conglomerate  Anglo  American.  At  a 


recent  $20.75,  Anglogold's  adrs 
(NYSE:  au)  trade  at  13  times  1998 
earnings — about  half  the  level  of 
North  American  rivals  Barrick  Gold 
and  Newmont  Mining.  Anglogold's 
market  capitalization  is  two-thirds 
that  of  rival  Barrick,  even  though 
Anglogold  produces  twice  as  much 
gold  per  year  as  Barrick  does. 

One  reason  for  the 
big  discount  is  that 

South  Africa  has  older, 

deeper  mines  that  may 
be  costly  and  inefficient. 
But  with  the  near  col- 
lapse of  the  South 
African  rand  and  an 
aggressive  cost-cutting 
strategy,  Anglogold's 
operating  costs  have 
dropped  sharply  in 
dollar  terms,  and  the 
company  now  extracts 
gold  at  $206  per  ounce, 
down  from  $292  in 
June  1997.  Expect  cost 
per  ounce  to  hit  $185 
before  2000. 

Anglogold  has 
reserves  of  140  million 
ounces,  twice  the  size  of  its  nearest 
competitor.  It  now  has  free  cash  flow 
of  $367  million;  rival  Newmont  is 
currently  cash  flow  negative;  Barrick 
is  trending  in  that  direction. 

Robert  Edwards,  Johannesburg- 
based  gold  analyst  at  hsbc  Simpson 
McKie,  expects  Anglogold  to  earn  a 
minimum  $1.60  per  share  this  year 
even  if  gold  prices  remain  at  recent 


low  levels.  Bonus:  Anglogold  yields 
7%  on  its  cash  dividend,  versus  1%  or 
less  for  North  American  rivals. 

-Luisa  Kroll 

Gyberbargain 

^^^  WEB  STOCK  enthusiasts  might 
want  to  take  a  look  at  Applied 
Micro  Circuits  Corp.  (Nasdaq: 
AMCC),  a  $77  million  (fiscal  1998 
sales)  chipmaker.  It  sells  at  34  times 
expected  fiscal  1999  earnings — a  loud 
bargain  by  tech-market  terms.  Kevin 
Landis,  comanager  of  the  $196  mil- 
lion (assets)  Technology  Value  Fund, 
is  high  on  the  stock.  AMCC  is  a  bit  out 
of  favor,  like  many  commodity  chip- 
makers,  but  the  kind  of  chips  it  makes 
serves  the  telecom  market  rather  than 
the  PC  market,  which  is  soft.  Landis 
considers  amcc  a  splendid  play  on  the 
Internet's  hardware  infrastructure. 

These  networking  chips  are  grow- 
ing at  a  35%-per-year  rate  compared 
with  8%  for  memory  chips  (drams). 
In  1998  communications  chips  will 
account  for  50%  of  Applied's  earn- 
ings—70%  by  1999.  At  a  recent  $24, 
down  20%  since  May,  Landis  rates  the 
stock  a  buy.  He  notes  that  the  com- 
pany's latest  chip  is  capable  of 
moving  data  at  2.5  gigabits  per 
second  and  can  quadruple  the  capaci- 
ty of  fiber-optic  networks.  He  expects 
customers  like  Nortel,  Cisco  and 
Lucent  to  be  big  buyers.  He  looks  for 
earnings  of  78  cents  per  share  this 
year  and  a  stock  price  of  at  least  30. 
-Om  Malik  wm 
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Occasion 


More  than  14,000  thoughts  on  the  business  of  life 
now  all  in  one  deluxe  volume 

There  is  no  true,  lasting  success 

in  business,  without  success  in  the 

business  of  living,  of  life. "  Is*5 

—  B.  C.  FORBES,  Founder  of  Forbes  Magazine 


Forbes 

Book  of 


Quotations 

THOUGHTS  ON 


THE  BUSINESS  OF  LIFE 

♦                                                  ♦ 

- 

"By  necessity,  by  proclivity, 
and  by  delight,  we  all  quote." 

—RALPH  WALDO  EMERSON 

"Life  begets  life.  Energy  creates 
energy.  It  is  only  by  spending 
oneself  that  one  becomes  rich." 

—SARAH  BERNHARDT 


A  Gift  for  Every  Occasion! 


The  ultimate  reference  for  speakers,  writers,  CEOs,  and  managers 
The  perfect  gift,  this  unique  collection  is  arranged  alphabetically 
by  subject— from  ability  to  zeal— for  easy  access  and  endless 
inspiration. 

Over  3,000  contributors  in  all — business  leaders  and  mavericks 
philosophers  and  pundits,  poets  and  politicians— from  across  the 
centuries  and  around  the  world.  Deluxe  edition,  992  pages,  $40.00  plu 
shipping  and  handling.  [C14] 

To  Order  by  Phone,  Call  Toll-Free:  1-800-876-6556 
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contrarian 

By  David  Dreman 


Avoiding  losers 
in  a  volatile  market 


s 


Don't  be  lured 
by  a  swinger 
who  happened 
to  catch  a  few 
hot  Internet 
stocks. 


f 


Of  7,000  mutual  funds,  only  1  in  10 
beats  the  s&P  500  in  any  10-year  period. 
The  winners  dwindle  if  you  go  out  15  years 
or  more.  How  can  you  pick  a  winner  against 
these  odds,  especially  in  a  market  that  has 
recendy  turned  volatile? 

The  Forbes  Mutual  Fund  Survey  screens 
for  performance  in  both  bull  and  bear  mar- 
kets and  will  help  identity  funds  that  fit  your 
objectives.  The  following  guidelines  will 
help  you  fine-tune  your  selection. 

1 )  Don't  buy  a  fund  solely  because  of 
past  performance.  Make  sure  the  manager 
primarily  responsible  for  the  record  is  still  at 
the  helm.  If  not,  the  record  doesn't  prove 
much  about  the  future.  When  a  star  manag- 
er leaves,  shareholders  are  assured  that  disci- 
ples will  carry  on  in  an  identical  manner. 
They  rarely  do. 

2)  On  a  similar  note,  don't  go  for  a  short 
record  no  matter  how  sizzling  it  appears. 
John  Kenneth  Galbraith  once  said,  "Finan- 
cial genius  is  a  short  memory  in  a  rising 
stock  market."  Don't  be  lured  by  a  swinger 
who  happened  to  catch  a  few  hot  stocks. 
Invest  with  a  manager  who  has  a  ten-year 
or  longer  record. 

3)  Concepts  can  kill.  It's  easy  to  sell  a 
new  fund  in  a  hot  area — biotech,  Internet. 
Go  back  far  enough  and  it  would  have 
been  airlines  or  TV  stocks.  By  the  time 
the  concept  gets  hot  enough  to  have 
funds  built  around  it,  the  end  may 

well  be  nigh. 

4)  Forget  the  theoreticians  who  tell  you 
to  put  a  good-size  chunk  of  your  portfolio 
abroad  to  enhance  returns  and  broaden 
diversification.  Following  this  advice  has 
proved  disastrous  in  recent  years.  Investing 
in  emerging  markets,  for  example,  for  the 
ten  years  ended  June  30  resulted  in  a  return 
of  only  57%,  versus  448%  for  the  s&P  500. 
Emerging  countries  in  the  Far  East  pro- 
duced a  negative  return  of  4%  annually  over 
the  past  decade,  versus  an  18.5%  gain  for 
the  s&P.  To  get  these  meager  returns,  you 
expose  yourself  to  currency  fluctuations — 
thus  increasing  your  risk  while  diminishing 
your  returns. 

Although  western  European  markets  are 


flying  today,  attracting  scads  of  new  money 
in  the  process,  over  time  foreign  markets  as 
a  whole  have  not  outperformed  the  S&P. 
Morgan  Stanley's  eafe  index,  which  repre- 
sents all  markets  abroad,  weighted  by  the 
value  of  each  country's  stocks,  is  up  a  paltry 
64.9%  for  the  ten  years  ended  June  30, 
against  448%  for  the  s&P.  I  use  foreign 
stocks  in  my  portfolios — but  only  when  I 
think  the  individual  stock  is  a  buy. 

5)  Tread  cautiously  with  small  funds.  An 
exceptional  record  built  with  a  $25  million 
or  $50  million  fund  buying  small  companies 
is  very  difficult  to  replicate  when  the  man- 

Tax  efficiency 


Fund 


Turnover    1 0-year  annual 
return 


Davis  NY  Venture  A 
Dodge  &  Cox  Stock  Fund 
Kemper  Dreman  High  Return  Equity  A 
Legg  Mason  Value  Trust 
Scudder  Growth  &  Income 


24% 

19 

10 

11 

22 


20.4% 

16.5 

19.2 

19.0 

17.2 


Source:  Dreman  Value  Management. 


Here  are  five  funds  that  have  both  low 
turnover  and  above-average  returns. 


ager  is  showered  with  a  billion  to  invest. 
The  flood  of  money  very  often  forces  him 
to  change  his  game. 

6)  For  the  taxable  investor  the  last  rule  is 
one  of  the  most  important.  Mutual  funds 
rarely  consider  taxes  in  calculating  perfor- 
mance. This  is  critical  because  the  average 
mutual  fund  has  an  annual  turnover  rate  of 
90%  to  100%,  while  some  go  to  200%, 
exposing  investors  to  large  capital  gains 
taxes.  To  take  a  worst  case,  if  a  momentum 
fund  returns  40%  and  the  entire  portfolio  is 
turned  over  in  that  year,  an  investor  in  a 
40%  tax  bracket  (including  state  income  tax) 
could  get  only  a  24%  return,  or  60%  of  the 
pretax  amount. 

Beating  the  market — with  mutual  funds 
or  without — is  tough.  Following  these 
simple  rules  can  help  you  do  it  without 
taking  outsized  risks.  Bi 


David  Dreman  is  chairman  of  Dreman  Value  Management  of  Red  Bank,  N.J.,  and  author  of  The  New  Contrarian  Investment  Strategy. 
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trends 

By  Robert  S.  Salomon  Jr. 


A  terrible  idea 


Why  pay  4% 
to  5%  to  get 
something 
that  is  avail- 
able cheaper 
elsewhere? 


There  is  a  great  deal  of  interest  today 
in  index  funds  and  other  passive  equity 
portfolios,  mostly  because  the  s&P  500  has 
beaten  the  vast  majority  of  actively  man- 
aged funds.  One  beneficiary 
has  been  unit  investment 
trusts — UlTs.  The  table 
depicts  the  dramatic  change 
that  has  taken  place  in  the 
composition  of  uits.  By  the 
end  of  this  year,  bonds  will 
have  been  displaced  by 
stocks  as  the  asset  category 
of  choice. 

What  is  a  uit?  It  is  a  trust 
that  is  also  a  registered  invest-      wmmm—mm 
ment  company  with  a  sole 
trustee,  usually  a  bank.  It  is  set  up  to  buy  a 
specific  list  of  securities  that  is  disclosed  ini- 
tially in  a  prospectus.  The  securities  are 
selected  professionally  and  held  without 
change  until  a  specific  termination  date  in 
the  future.  In  the  case  of  long-term  bond 
uits,  this  could  be  for  20  to  30  years;  for 
stock  uits,  just  a  few  years.  At  termination, 
cash  is  distributed  to  uit  holders  from  the 
sale  or  maturity  of  the 
trust's  holdings.  ■■■■■.    u-    ^     #*■_■■« 

The  annual  fee  to  cover    UIT  holdings  (§Dll) 
ongoing  expenses  tends 
to  be  small  since  there 
are  no  investment  pro- 
fessionals to  be  paid  for 
active  management.  But 
typically  there  is  a  load 
or  sales  charge  in  the 
range  of  4%  to  5%. 

If  a  salesperson  urges 
you  to  invest  in  a  UIT,  my  advice  is:  Don't 
do  it.  Why  pay  4%  to  5%  to  get  something 
that  is  available  cheaper  elsewhere?  If  you 
want  passive  investing,  the  Vanguard  Group 
offers  no-load  index  products,  and  for  equi- 
ties this  is  an  ideal  vehicle  to  replicate  the 
market.  There  is  no  termination  date  either, 
so  you  can  stay  in  for  any  length  of  time 
you  choose. 

Some  uits  have  been  set  up  to  hold  the 
"dogs"  of  the  Dow.  These  are  the  ten  high- 
est-yielding of  the  stocks  in  the  Dow  Jones 
industrial  average,  which  are  supposed  to 
be  the  cheapest,  and  therefore,  the  most 


likely  to  outperform  in  the  coming  year. 
The  theory  is  great,  but  it  hasn't  worked 
recently.  If  you  really  want  to  employ  this 
strategy,  with  a  little  effort  you  can  figure 
out  for  yourself  which  ten  DJI 
stocks  have  the  highest  yields  and 
save  the  load. 

In  the  last  several  months  UlTs 
have  been  used  to  acquire  REITs, 
and  they  have  employed  a  tech- 
nique that  is  highly  questionable. 
Some  of  the  holdings  are  acquired 
directly  from  the  REIT  and  at  a  dis- 
count to  the  public  market.  The 
sponsors  immediately  mark  up  the 
wmmm      price  and  use  it  to  fund  the  sales 
charge.  You  are  therefore  misled 
into  thinking  you  are  getting  the  UIT  with- 
out sales  charge.  This  apparent  free  lunch 
might  just  disappear  when  the  uit  termi- 
nates and  the  stock  has  to  be  sold.  Here 
again,  Vanguard  has  a  true  no-load  product 
that  provides  better  diversification  and  liq- 
uidity since  it  replicates  the  Morgan  Stanley 
REIT  index. 


uits  make  more  sense  for  bonds  than  for 


1993 

1994 

1995 

1996 

1997 

1998E 

Equity 
Debt 

$8.5 
79.0 

$9.3 
64.4 

:    $14.0 

59.1 

!     $26.4 
51.6 

$42.0 
44.1 

$85.0 
35.0 

Total 

87.5 

73.7 

73.1 

78.0 

86.1 

:    120.0 

Sources:  Investment  Company  Institute;  E-estimates,  STI  Management. 

By  the  end  of  this  year  stocks  will  overtake 
bonds  as  the  asset  category  of  choice. 


stocks.  Most  muni  buyers  want  funds  that 
are  state-specific,  so  that  they  can  avoid 
not  only  federal  taxes  but  also  local  ones. 
This  is  what  uits  were  originally  created 
for,  and  it  is  the  one  area  that  still  makes 
sense.  Personally,  I'm  not  a  big  believer  in 
municipal  bonds,  but  a  lot  of  people  just 
hate  paying  taxes. 

Stock  uits  just  make  no  sense.  If  you 
want  passive  investing,  get  yourself  a  Van- 
guard index  fund.  ■ 


Libert  S.  Salomon  Jr.  is  principal  and  cofounder  of  Stan  r  -based  STI  Management.  Research  analyst:  Deborah  H.  Tarasow. 
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observer 

By  Domingo  F.  Cavallo 


The  immensity 

of  Russia's  problems 


Russia's 
central  govern- 
ment manages 
to  collect  taxes 
equivalent  to 
only  10% 
of  GDP. 


After  a  few  mid-July  days  of  financial 
calm,  Russia's  markets  are  reeling  again.  A 
Russian  economic  crash  would  have  danger- 
ous social  and  political  consequences  for  the 
entire  world.  If  it  wishes  Russia  to  join  the 
world's  leading  market-based  democracies, 
the  West  should  develop  medium-  and 
long-term  strategic  support  plans,  rather 
than  try  to  put  out  fires  with  IMF  bailouts 
here  and  there. 

During  the  last  15  to  20  years  dozens  of 
countries  in  Latin  America,  Asia,  Africa, 
Eastern  Europe  and  the  former  Soviet 
Union  have  liberalized.  Some  have  done 
this  by  first  deregulating  their  economies 
and  then  introducing  political  reforms. 
Others  have  done  it  the  other  way  around. 

Russia,  by  contrast,  is  trying  to  transform 
both  its  economy  and  its  political  institu- 
tions. That's  a  doubly  difficult  task.  The 
transformation  cannot  be  accomplished 
without  deep  and  far-reaching  institutional 
reforms.  Russians  urgently  need  to  enforce 
the  rule  of  law,  curb  the  power  of  the  new 
oligarchy  and  consolidate  a  property  rights 
system — including  the  most  basic  property 
right,  a  stable  currency. 

Russia's  fiscal  problem  is  immense.  The 
central  government  majiagcs  to  collect  taxes 
equivalent  to  only  10%  of  GDP.  In  the  far 
bigger  U.S.  economy  the  government  col- 

Not  a  pretty  picture 

Russian  stock  market  index  ($US  based) 
July  30,  1997  through  July  30,  1998 


Source-.  Morgan  Stanley  Capital  International. 

After  a  brief  period  of  calm,  Russia's 
stock  market  continues  its  decline. 


lects  nearly  twice  as  high  as  a  proportion. 
Notwithstanding  that  subnational  units  col- 
lect another  25%  of  GDP  in  taxes,  the  distrib- 
ution of  fiscal  responsibilities  places  the 
burden  of  the  public  debt  mainly  on  the 
central  government.  To  reduce  the  Russian 
deficit  under  the  current  system  would 
mean  either  increasing  the  collection  of  fed- 
eral taxes  by  70%  or  slashing  central  govern- 
ment spending  by  40%.  Neither  alternative 
is  economically  feasible;  both  are  politically 
dangerous. 

Russia's  central  government  debt  is  five 
times  the  government's  annual  fiscal  rev- 
enue, one  of  the  worst  government  debt-to- 
revenues  ratios  in  the  world.  Interest  pay- 
ments now  represent  over  40%  of  central 
government  expenditures.  The  strategy  of 
using  high  interest  rates  (currently  55%)  to 
defend  the  ruble  only  worsens  the  problem. 

Although  the  recent  IMF-led  package 
calmed  international  and  domestic 
investors,  it  addresses  only  short-term  fiscal 
solvency.  The  IMF  simply  is  not  the  right 
institution  to  help  Russia  solve  its  problems, 
which  are  social,  political  and  cultural.  This 
is  asking  much  too  much  of  the  IMF. 

Russia,  we  should  remember,  has  a  vast 
nuclear  arsenal.  For  reasons  of  self-interest, 
Western  governments  should  direct  steps  to 
help  Russia  achieve  stability  and  remain 
democratic.  This  means  helping  her  deal 
with  these  long-term  problems  stemming 
from  seven  decades  of  mistaken  policies.  In 
return,  Russia  would  give  clear  and  verifi- 
able commitments  that  constitutional  rule 
and  the  strengthening  of  democracy  will 
continue,  that  economic  reforms  will  accel- 
erate and  that  a  policy  will  be  developed  to 
guarantee  the  responsible  management  of 
the  country's  nuclear  arsenal. 

True,  there's  a  chance  Western  taxpayers' 
money  could  end  up  in  the  hands  of  either 
the  new  Russian  oligarchy  or  Western  finan- 
cial speculators.  But  forced  to  choose 
between  that  moral  hazard  and  uncontrol- 
lable instability  in  a  big  country  with  over 
6,000  nuclear  warheads,  I  would  gladly  err 
on  the  side  of  moral  hazard.  BH 


Domingo  F.  Cavallo  is  the  publisher  of  Forbes  Global  Business  &  Finance. 
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insights 


By  Peter  Huber 


Wiretapper  can't  cope,  seeks  help 


And  even  if  it 
does  manage 
to  tap  a 
gambler's 
borrowed  cell 
phone,  where 
does  the 
government  go 
to  bust  him? 


FBI  DIRECTOR  Louis  J.  Freeh  is  back  up  on 
Capitol  Hill  once  again,  pleading  for  help — 
from  phone  companies.  Wish  him  luck. 
He  needs  it. 

When  it  passed  the  first  Wiretap  Act  in 
1968,  Congress  forgot  to  require  phone 
companies  to  cooperate.  It  soon  had 
to  amend  the  law — government  snoops 
couldn't  find  their  way  through  the  maze  of 
phone  company  wires  on  their  own.  In  1977 
the  Supreme  Court  had  to  spell  out  just  how 
much  assistance  New  York  Telephone  owed 
the  FBI,  which  was  struggling  to  install  a 
"pen  register"  to  track  phone  numbers 
dialed  from  an  illegal  gambling  den. 

By  1994  a  new  generation  of  digital  loops 
and  switches  had  become  technically  impos- 
sible to  tap.  So  Congress  passed  another  law 
directing  phone  companies  to  build  more 
FBI -friendly  networks  in  the  future,  and  to 
pry  open  unfriendly  ones  already  deployed. 

Then  coding  engines  arrived — hardware 
and  software  that  encrypt  signals  very 
securely.  A  pair  of  scramblers  to  attach  to 
existing  phones  goes  for  $170.  Or  you  can 
load  even  cheaper  software  on  your  comput- 
er, and  place  your  scrambled  voice  phone 
calls  over  the  Internet.  So  law  enforcement 
types  are  agitating  now  for  a  snooper-friend- 
ly desktop,  too.  Clipper  chips,  weak  encryp- 
tion algorithms,  stuff  like  that. 

The  FBI  can't  even  tap  the  White  Pages 
any  more.  Today  Damon  Runyon's  Sky 
Masterson  would  buy  a  wireless  phone 
with  prepaid  minutes  at  Radio  Shack — or 
send  Miss  Sarah  Brown  to  buy  it  for  him. 
And  even  if  the  G-men  manage  to  tap  a 
gambler's  borrowed  cell  phone,  where 
does  the  government  go  to  bust  him?  A 
phone  directory  certainly  won't  help — you 
have  to  summon  the  phone  company's 
technicians  again.  They  can  get  a  reason- 
ably good  fix  on  where  a  caller  is  located — 
in  a  white  Ford  Bronco,  for  example — 
from  the  strength  of  the  radio  signal 
picked  up  at  different  antennas.  In  1996 
the  FCC  directed  wireless  phone  companies 
to  modify  their  networks  to  determine  and 
relay  location  information  on  911  calls. 
On  his  latest  trip  to  Capitol  Hill,  Freeh 
was  asking  for  FBI  access  to  location  infor- 


mation on  wireless  calls  generally. 

How  much  longer  will  all  those  phone 
company  technicians  cooperate?  The  regu- 
lated— read  "government-friendly" — 
monopoly  phone  company  is  fast  giving  way 
to  a  ragtag  band  of  new  competitors.  Under 
the  1996  Telecom  Act  the  operator  of  a 
motel  can  buy  a  switch,  set  it  up  on  your 
old  phone  company's  premises,  and  start 
business  as  a  telco,  too.  Highly  regulated  as 
it  still  is,  the  old-guard  phone  company  has 
to  stay  on  good  terms  with  the  government. 
The  upstarts  don't. 

Like  the  FBI,  save-our-privacy  activists  keep 
trying  to  enlist  the  government  to  advance 
their  cause.  Outlaw  caller  ID.  Outlaw  video 
store  or  cable  company  disclosure  of  who's 
been  watching  which  movies.  Quarantine  the 
databases  compiled  by  credit  card  companies 
or  banks.  Every  new  threat  to  privacy,  it 
seems,  requires  some  new  regulatory  solu- 
tion. But  regulate  industries  enough  and  you 
end  up  with  obedient,  house-trained  pup- 
pies— which  is  what  the  FBI  likes  best.  No 
phone  company  boss  is  going  to  argue  very 
hard  with  Janet  Reno  or  FCC  Chairman 
William  Kennard  about  something  unimpor- 
tant like  Director  Freeh's  wiretaps,  not  when 
those  same  people  have  the  power  to  cut 
prices,  block  mergers  or  turn  off  (highly 
profitable)  caller  ID. 

Happily  for  privacy,  the  main  trends  in  the 
industry  remain  deregulatory  And  the  less 
we  regulate  these  markets,  the  more  privacy 
we  all  end  up  with — honest  people  and 
crooks  alike.  The  FBI  will  have  to  get  used  to 
it.  Smart  people  with  even  a  little  money  to 
spare  can  now  buy  all  the  electronic  privacy 
they  want — far  more  than  Director  Freeh  can 
afford  to  penetrate.  The  FBI  and  CIA  argue 
that  all  this  new  electronic  privacy  makes  it 
easier  for  some  very  bad  people  to  elude  the 
law.  Sixty  years  ago  they  might  have  said  the 
same  about  the  fast  cars  favored  by  Bonnie 
and  Clyde.  All  powerful  new  technologies 
end  up  being  used  by  criminal  elements,  too. 
But  it's  utterly  impractical  to  outlaw  chips 
and  software,  or  their  considerable  power  to 
secure  our  privacy.  The  forces  of  law  and 
order  are  going  to  have  to  develop  other 
ways  to  track  down  evil.  M 


Peter  Huber,  a  senior  fellow  of  the  Manhattan  Institute,  is  the  author  of  Law  and  Disorder  in  Cyberspace  (Oxford  Press,  1997); 
E-mail  address:  PeterWHuber@MSN.com  Home  page:  http://www.phuber.com/huber/home.html 
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AKE  BETTER  CONTROL  OF  YOUR  INVESTMENT  DECISIONS  WITH 

The  FORBES  Stock 
Market  Course 


ivery  investor  should  own  The  Forbes  Stock 
Aarket  Course,  the  practical  handbook  that 
provides  the  goals  of  today's  smartest 
rwestors  —  and  the  strategies  they  use  to 
each  them. 


PARTIAL  LIST  OF  TOPICS 


low  to  choose  a  broker — Broker  commissions — How  to  place 
n  order  —  Sources  of  information  —  Market  patterns  (how  to 
Lhart  stock  market  movement)  —  Dollar-cost  averaging  — 
'luying  on  margin  —  How  to  read  the  tape  —  The  Dow  theory 
i-  Indexes:  the  Dow,  the  Russell  2000,  the  Wilshire  5000  — 
tonds  and  preferred  stocks  —  Derivatives  including  options  — 
i  tow  to  read  a  company's  financial  statement — Mutual  funds. 


SPECIAL  BONUS  GIFTS 


Order  The  Course  today,  and  you'll  also  receive  two  special 
bonus  gifts:  The  Forbes  83-Year  Wall  Chart  of  Business  and 
Security  Trends,  plus  an  invaluable  Glossary  of  Investment  Terms. 

The  Course  describes  the  risk  level  of  various  investments  and 
helps  you  find  your  own  "comfort  level"  of  risk  and  reward.  Two 
sample  portfolios,  one  for  a  retirement  fund  and  one  for  the 
funding  of  a  child's  education,  show  these  risk/reward  factors  at  work. 

How  much  time  do  you  want  to  spend  on  your  investments?  The  Course 
describes  how  the  active  investor  attempts  to  beat  the  market  by  buying  low 
and  selling  high  —  a  method  requiring  close  attention.  It  also  outlines  how 
the  passive  investor  buys  and  holds  stocks  to  allow  dividends  and  appreci- 
ation to  produce  a  return.  Each  technique  is  fully  explained  in  this  time- 
tested  manual. 

The  Course  will  give  you  an  understanding  of  the  forces  that  drive  the 
market  up  and  down,  the  signs  that  let  you  see  what's  coming  and  the 
factors  affecting  the  prices  of  individual  stocks.  You  even  get  an  entire 
section  on  to  how  to  make  money  in  a  down  market. 

Written  in  simple,  concise  language,  The  Course  can  help  you  take  better 
control  of  your  investment  decisions.  You  can  enjoy  it  as  a  straight  "read- 
through''  or  refer  to  the  individual  topics  as  you  need  them.  It  comes  in  a 
handsome,  sturdy  binder,  with  sections  that  are  clearly  marked  and  more 
than  enough  space  for  making  your  own  notes. 


ORDER  THE  COURSE  NOW 


You  can  own  The  Forbes  Stock  Market  Course  for  just  $89.50  —  far  less 
than  investment  courses  at  local  colleges,  which  cost  as  much  as  $400 
or  more.  Order  yours  now.  Your  satisfaction  is  guaranteed:  If  you're  not 
completely  satisfied,  we'll  refund  your  money,  no  questions  asked. 


Order  Form 
and  Guarantee 


JAME 


(please  print) 


Send  me  the  new  edition  of  The  Forbes  Stock  Market  Course  ...  plus 
The  FORBES  83-Year  Wall  Chart  of  Business  and  Security  Trends  and  the 
Glossary  of  Investment  Terms  as  a  bonus.  My  check  for  $89.50  (or  credit  card 
information)  is  enclosed.  If  I'm  not  satisfied,  I  may  return  The  Course  within  ten 
days  and  receive  a  full  refund  or  credit. 


FOR  FASTER  SERVICE,  CALL  1-800-888-4525  ext  835 

□  Check  for  $89.50  enclosed*    □  Charge  my  credit  card 
□  Amex    □  MasterCard    □  Visa    □  Diners  Club 


ADDRESS 


Name: 


:ITY 


STATE 


ZIP 


Number: 


Exp.  Date:        / 


FORBES  INC.,  60  Fifth  Avenue,  New  York,  NY  10011 

*Buyers  in  NY,  CA,  GA,  MO,  IL,  TX,  DC,  add  applicable  sales  tax  as  required  by  law. 


Given  the  great  success 
enjoyed  by  recent  movie 
adaptations  of  the  novels  of 
Jane  Austen  and  Henry 
si  James,  it  is  only  logical  that  filmmak- 
ers should  turn  now  to  the  works  of 
Honore  de  Balzac,  whose  The 
Human  Comedy  is  one  of  the  endur- 
ing monuments  of  19th-century  cul- 
ture. Balzac's  great  themes  of  lust, 
greed  and  vanity  are  perfectly  suited 
to  the  relendess  culture  of  the  1990s. 
His  baroque  plots  offer  the  kind  of 
suspense  conspicuously  lacking  in  so 
many  movies  today. 

Two  movies  currently  represent 
Balzac  on  the  screen — Cousin  Bette 
and  Passion  in  the  Desert.  Unfortu- 
nately, they  are  both  disappointing. 
But  I  don't  think  this  spells  the  end 
of  the  cinematic  Balzac.  In  fact,  he 
could  support  a  blockbuster  of  his 
own,  as  anyone  who  has  seen  Rodin's 
impressively  fleshy  sculpture  of  Balzac 
might  guess.  Balzac  was  outsize  in 
every  way — not  least  in  his  appetites 
for  food  and  women.  He  is  said  to 
have  composed  his  works  while 
standing  at  a  writing  table  from  mid- 
night to  dawn  dressed  in  a  monk's 
cassock,  his  body  stoked  with  pot 
after  pot  of  strong  black  coffee.  His 
abuse  of  coffee  eventually  led  to  the 
decay  of  his  health. 

The  series  of  novels  that  make  up 


Looking  for  tales  of  sex,  greed  and  corruption? 
Turn  off  CNN  and  start  reading  Balzac. 

A  visionary  realist 


By  Adam  Bresnick 


The  Human  Comedy  stands  as 
Balzac's  conscious  riposte  to  Dante's 
pious  Divine  Comedy.  Whereas  Dante 
looked  heavenward,  Balzac  looked 
earthward.  In  the  admiring  words  of 
Henry  James,  "The  real,  for  Balzac's 
imagination,  had  an  authority  that  it 
has  never  had  for  any  other."  If  you 
want  to  understand  sexual  corruption 
in  the  corridors  of  power  in  Wash- 
ington, read  Balzac;  if  you  want  to 
understand  money-grubbing  and 
posturing  in  the  literary  salons  and 
art  galleries  of  fin-de-siecle  Manhat- 
tan, read  Balzac's  Cousin  Bette;  if 
you  want  to  understand  the  ^^ 
hypocrisies  of         the       ^^ 

self-appointed  watchdogs 
of  the  press,  read  Lost 
Illusions.  It's  all  there 
in  these  and  other 
works. 

The        Human 
Comedy  is  made  up 
of  more  than  50 
novels  and  count- 
less shorter 
works,    divided 
into   categories 
such  as  "Scenes 
of  Parisian  Life," 
"Scenes  of  Provin- 
cial    Life,"     and 


"Philosophical  Stud- 
ies." The  idea  was  to 


The  more 
things  change . . . 

PkRE  Goriot,  Balzac's 
version  of  King  Lear,  is  a 
good  place  to  begin 
exploring  The  Human 
Comedy.  Eugene  de  Rasti- 
gnac  is  an  ambitious 
young  man  from  the 
provinces  who  arrives 


in  Paris  to  make  his  for- 
tune and  learns  the 
lessons  of  practical  cyni- 
cism in  short  order. 

Lost  Illusions,  Balzac's 
novel  about  the  intrigues 
of  journalism  and  litera- 
ture, takes  the  reader  into 
a  culture  of  gossip  that 
has  not  changed  all  that 
much  fron.    he  19th  cen- 


tury to  the  late  20th.  Lost 
Illusions  is  arguably  the 
greatest  urban  novel  of 
the  19th  century.  Its 
sequel,  A  Harlot  High 
and  Low,  depicts  the 
scandalous  rise  of 
Vautrin,  the  master  crimi- 
nal of  The  Human 
Comedy,  to  the  post  of 
Paris  police  chief. 


For  shorter  fiction,  try 
"Sarrasine,"  one  of  the 
greatest  tales  in  European 
literature.  Balzac  packs 
unsettling  reflections  on 
sexuality,  gender  and  the 
power  of  art  into  the 
shocking  story  of  a  sculp- 
tor whose  passion  for  an 
Italian  soprano  goes  hor-  | 
ribly  awry.  -A.B. 
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represent  the  totality  of  life  in  France 
during  the  first  half  of  the  19th  centu- 
ry. With  characteristic  grandeur,  Balzac 
proclaimed  that  his  characters  would 
come  to  supplant  historical  figures  in 
the  memory  of  19th-century  France. 
The  great  Oscar  Wilde  apparently 
agreed:  He  has  one  of  his  characters 
observe  that  the  greatest  tragedy  of  his 
life  was  the  death  of  Lucien  de  Ru- 
bempre,  the  charismatic  hero  of 
Balzac's  Lost  Illusions. 

In  order  to  thicken  his  fiction, 
Balzac  hit  upon  the  innovation  of  the 
recurrent  character.  By  having  a  given 
figure  reappear  in  various  narratives, 
either  as  the  protagonist  or  as  a  bit 
player,  Balzac  created  an  entire  fic- 
tional universe.  The  doctor  Horace 
Bianchon,  for  example,  appears  in 
nearly  50  of  Balzac's  works,  whenever 
a  character  requires  medical  assistance. 
So  real  was  Bianchon  in  the  mind  of 
Balzac  that  the  novelist  famously 
called  for  the  good  doctor's  aid  when 
he  himself  was  on  his  deathbed. 

Balzac's  Paris  is  both  endlessly 
attractive  and  fabulously  corrupt. 
"Behind  every  great  fortune,  there 
is  a  crime,"  Balzac  once  said,  and 
he  never  revised  that  opinion.  Let 
the  movies  mine  Balzac  for  better 
or  worse,  The  Human  Comedy  will 
always  remain  a  stunning  chronicle 
of  ambition,  deceit  and  egotism. 
Looking  for  a  compelling  late- 
summer  novelr  Grab  yourself  a  Balzac 
classic.  It  is  a  perfect  literary  compan- 
ion for  our  excessive  times — not 
to  mention  a  great  read.  A  few  min- 
utes into  any  of  his  great  novels,  and 
you'll  be  sure  to  learn  something 
about  1998  Manhattan,  Los  Angeles 
or  London.  M 
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|  "I  wish  the  King 
I  may  keep  it" 


By  G.  Bruce  Boyer 

There's  a  new  wrinkle  in  that  most 
unchanging  of  fashions — men's  formal 
wear.  Comes  a  blast  from  the  past  to 
freshen  up  the  standard  black  tie:  the  fancy 
waistcoat,  worn  instead  of  a  cummerbund. 

Fancy  in  this  case  means  intricately  textured 
patterns  of  silk  brocades  and  jacquards  in  golds, 
silvers  and  pastel  hues;  waistcoats  with  low, 
three-button  closure  and  satin  lapels;  backless 
ones  patterned  with  scrolls  and  cornucopias. 
Just  the  thing  to  brighten  that  black-tie  night. 

John  Haller,  a  vice  president  at  Robert  Tal- 
bott,  reports  that  the  tide  is  already  shifting 
away  from  cummerbunds.  Talbott's  bestsellers, 
both  single-  and  double-breasted,  feature  lapels 
of  silk  faille — a  kind  of  transverse  ribbing.  This 
is  truly  Sun  King  stuff,  but  it  does  make  an 
indisputable  statement. 

The  waistcoat  has  a  venerable  history.  The 
eminent  English  diarist  Samuel  Pepys  made  the 
following  entry  on  the  evening  of  Oct.  8, 
1666,  noting  a  proclamation  made  the  day 
before  by  King  Charles  II: 

"The  King  hath  yesterday  in  council  declared 
his  resolution  of  setting  a  fashion  for  clothes, 
which  he  will  never  alter.  It  will  be  a  vest.  ..." 

The  following  Monday  Pepys  went  to  West- 
minster Hall  to  see  the  king's  new  finery:  "This 
day  the  King  begins  to  put  on  his  Vest,  and  I 
did  see  several  persons  of  the  House  of  Lords, 
and  Commons,  too,  great  courtiers  who  are  in 
it — being  a  long  cassocke  close  to  the  body,  of 
black  cloth  and  pinked  [i.e.,  slashed]  with  white 
silk  under  it,  and  a  coat  over  it  .  .  .  and  upon 
the  whole,  I  wish  the  King  may  keep  it,  for  it  is 
a  very  fine  and  handsome  garment." 

In  that  one  week  fashion  had  taken  a  step 
away  from  the  cloaks,  doublet  and  hose  of  the 
late  Middle  Ages.  These  early  vests  were  in 
fact  longer  than  the  coats  that  covered  them, 
but  they  gradually  shortened  over  the  years: 
By  the  middle  of  the  next  century  the  waist  of 
the  vest  was  where  it  is  today.  By  the  Regency 
period  the  coat  had  replaced  the  cloak,  and 
trousers  replaced  breeches.  Voila!  The  three- 
piece  suit  as  we  know  it  today. 

Pepys  was  dead  right:  The  vest  is  a  very  fine 
and  handsome  garment.  For  day  wear,  a  suede 
vest  complements  a  sporty  suit  or  sport  jacket 
nicely.  Shetland  tweeds  in  country  colors  like 
mustard  and  khaki  green,  perhaps  with  a  win- 
dowpane  check,  also  work  well.  wa 


Good  investment:  Whether 
it  is  worn  as  part  of  a  three- 
piece  suit,  on  its  own  or 
after  hours  on  the  town, 
the  fancy  waistcoat  is  a 
versatile  fashion  statement. 
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Two  decades'  worth  of  underappreciated 
American  abstract  painting  is  poised  to  move 
to  the  big  leagues. 

Getting  in  early 


By  Robert  Goff 


The  can't-miss  art  exhibition 
this  year  isn't  in  New  York, 
Washington  or  Paris.  On 
Aug.  28  the  J.  Donald 
Nichols  collection  opens  at  Wake 
Forest  University  in  Winston-Salem, 
N.C.  More  than  100  first-rate  exam- 
ples of  American  abstract  paintings, 
drawings  and  sculptures  from  the 
1930s  and  1940s  will  be  featured  in 
the  exhibition. 

You've  never  heard  of  most  of  the 
artists,  but  you  will  be  hearing  about 
them  from  now  on.  The  exhibition 
promises  to  shake  up  the  way  schol- 
ars, collectors  and  curators  think 
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about  abstract  art  and  the  cultural 
scene  of  the  1930s  and  1940s  (see 
box,  opposite). 

But  why  at  Wake  Forest?  A 
baseball  scholarship  gave  Donnie 
Nichols  his  first  big  break,  taking 
him  out  of  tiny  Franklin,  Tenn.  and 
opening  up  the  world.  Sheer 
ambition  carried  him  far.  After  two 
years  at  Wake  Forest,  Nichols  played 
five  seasons  with  the  Baltimore 
Orioles'  farm  system,  completing 
his  degree  and  then  working  at 
J.C.  Br.  [ford  &  Co.,  a  New  York 
Stock  E:  hange  member  firm,  in 
the  off-seasons. 


Nichols 
quit  the  Ori- 
oles when  it 
became  clear 
he  wasn't  going 
to  the  big 
leagues.      "I 

realized  that  I  would  have  more  suc- 
cess in  business  than  in  baseball,"  says 
Nichols,  now  57  years  old.  He  was 
right.  In  1978  he  built  a  Wal-Mart  in 
his  home  town  and  went  on  to  found 
Atlanta- based  jdn  Realty,  owner- 
operator  of  over  10  million  square 
feet  of  commercial  space  in  23  states. 

As  the  money  started  rolling  in, 
Nichols  began  to  collect  art.  Build  a 
mall,  buy  a  painting — that  was 
Nichols'  collecting  ritual.  On  trips 
north,  he  scoured  Manhattan's 
uptown  galleries  for  good  examples 
of  American  impressionism.  Before 
long  Nichols  starting  bumping  into 
the  minor  league  problem  again. 

"I  came  in  too  late,"  he  says.  "I 
had  been  collecting  long  enough  to 
know  that  there  was  no  way  that  I 
could  ever  have  the  best  collection  of 
American  impressionists.  Collecting 
is  like  business — you  have  to  focus, 
devise  a  plan  and  execute." 

After  considerable  research,  he 
found  the  collecting  hole  he  was 
seeking.  It  fell  between  the  first  wave 
of  early  American  modernism — 
artists  like  Georgia  O'Keeffe  and 
Arthur  Dove — and  the  abstract 
expressionism  of  the  1950s,  led  by 
Pollock,  de  Kooning  and  Rothko. 
What  was  in  the  middle?  Nichols 
wondered. 

He  soon  found  out:  the  American 
Abstract  Artists  group  and  the  artists 
shown  by  the  Museum  of  Non- 
Objective  Painting,  later  the 
Solomon  R.  Guggenheim  Museum. 
Artists  like  Burgoyne  Diller,  George 
L.K.  Morris  and  Ilya  Bolotowsky 
had  been  passed  over  by  the  art 
establishment  of  their  day.   They 
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were  producing 

works  reminiscent  of 
Kandinsky  and  Mon- 
drian  at  a  time  when 
realism  was  the 
reigning  vogue. 

When  Nichols  started  hunting 
them  down  in  the  mid-1980s, 
he  discovered  that  their  reputations 
had  never  rebounded,  despite  their 
vigorous  explorations  of  pure  form 
and  color.  "Most  people 
thought  I  was  crazy  for 
going  after  this  stuff,"  he 
recalls. 

That  will  sound  familiar 
to  any  investor:  Most  of 
the  really  great  business 
ideas  sound  dumb  when 
they  are  first  discovered. 
Nichols  was  able  to  browse 
large  collections  with 
almost  no  competition. 

He  bought  with  selective 
passion,  scouting  only  the 
best  works  from  each  of  the  move- 
ment's artists.  Their  owners  figured 
Nichols  was  doing  them  a  favor 
when  he  made  off  with  masterpieces 
at  prices  that  rarely  got  as  high  as 


This  exhibi- 
tion should 
shake  up  the 
way  scholars, 
collectors 
and  curators 
think  about 
abstract  art. 


$40,000.  This  allowed 
Nichols  to  assemble  what 
is  uncontestably  the 
world's  best  collection  of  a 
key  transitional  period  in 
American  abstraction. 
Despite  requests  from  museums, 
the  art  will  be  packed  up  and 
returned  to  Nichols'  Nashville  home 
after  the  Wake  Forest  exhibition 
closes  on  Oct.  11. 

"I  had  no  intention  or  desire  to 
take  my  collection  pub- 
lic," declares  Nichols. 
"I'm  doing  it  because  of 
my  gratitude  to  Wake 
Forest — for  giving  me  not 
only  a  free  education,  but 
a  great  one." 

This  fleeting  glimpse 
could  put  an  entire  move- 
ment on  the  map.  Consid- 
er this:  The  record  price 
for  a  Georgia  O'Keeffe 
from  what  is  considered 
American  abstract  art's 
first  wave  is  $3.6  million.  The  record 
price  for  a  third-wave  de  Kooning  is 
$21  million.  The  top  price  for  a 
second-waver  of  the  kind  Nichols 
collects?  $180,000.  Hi 


The  lost  generation 

In  the  1930s  and  1940s  artists  in  places 
as  diverse  as  New  York  City,  Chicago, 
New  Mexico  and  Pennsylvania  built  on  the 
innovations  of  European  painters  like  Piet 
Mondrian,  Joan  Miro  and  Wassily  Kandin- 
sky. You  can  see  the  European  influence 
in  the  rowdy  colors,  geometric  shapes 
and  intersecting  planes  of  these  brash 
but  neglected  Americans. 

Their  timing  was  terrible.  Realism 
reigned,  since  it  was  deemed  the  appro- 
priate artistic  response  to  the  poverty  and 
turmoil  of  the  Depression.  Times  were  too 
tough  for  inscrutable  abstractions.  Muse- 
ums like  the  Whitney  Museum  of  Ameri- 
can Art  scoffed  at  Americans  they  consid- 
ered to  be  aping  their  European  betters. 
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The  passage  of  time  is  righting  that 
wrong.  "Our  view  of  American  art  of  that 
period  is  certainly  changing,"  says  Lowery 
Sims,  the  curator  of  20th-century  art  at 
the  Metropolitan  Museum  of  Art.  The 
Whitney's  new  permanent  galleries 
include  works  by  Burgoyne  Diller,  Charles 
Shaw  and  John  Ferren. 

On  average,  top-quality  paintings  from 
the  period  go  for  between  $20,000  and 
$60,000,  while  works  on  paper  can  be 
had  for  between  $2,000  and  $12,000. 
Smart  collectors  can  snap  up  great  bar- 
gains in  a  market  that's  sure  to  improve. 

•The  best  galleries  for  work  from  this 
period  are  Snyder  Fine  Art,  Michael 
Rosenfeld  Gallery  and  Joan  Washburn, 
all  in  New  York  City,  and  Houston's 
Meredith  Long  Gallery.  -R.G. 


|  Speed  the  plow 

9 

=  It  does  0  to  30  in  ten  seconds, 
S  can  use  a  joystick  to  accelerate 
B  instead  of  a  gas  pedal  and  comes 

with  a  computer  plug-in  so  you  can 
automatically  monitor  the  mechanics 
of  the  tractor  on  your  laptop.  Oh,  yes, 
it  also  hauls  a  14-ton  payload. 

Genriemen,  start  your  threshers.  It's 
the  Fendt  Favorit  900  Vario,  and  at 
$180,000  a  pop,  it  is  to  tractors  what  a 
Lamborghini  is  to  automobiles.  A  year 
and  a  half  ago  agco,  the  big  American 
tractor  manufacturer  that  markets  such 
brands  as  Massey  Ferguson,  bought 
Xaver  Fendt  GmbH  &  Co.  The  Vario 
is  about  to  arrive  here,  although  at  first 
you  will  be  able  to  find  it  only  in  Cali- 
fornia, Idaho  and  Canada.  What  better 


way  to  tool  around  your  chardonnay 
vineyards  than  behind  the  joystick  of  a 
plush  green  Fendt  Vario?  "It's  the  Buck 
Rogers  of  tractors,"  coos  Dave  Mowitz 
of  Successful  Farming  magazine. 

What  differentiates  the  Vario  from 
the  competition,  besides  the  outra- 
geous price,  is  its  continuously  vari- 
able transmission.  Today's  tractors, 
which  require  an  engine  built  for  pull 
and  speed,  often  have  up  to  60  gear 
positions,  which  means  an  awful  lot  of 
gear  shifting. 

In  1990,  after  years  of  building 
prototypes,  Fendt  combined  a  hydro- 
static drive  and  a  mechanical  drive. 
Result:  a  souped-up  transmission  that 
eliminates  all  that  shifting. 

"The  Fendt  is  not  for  everybody," 
says  John  Shumejda,  agco's  chief  oper- 
ating officer.  That's  for  sure,  but  if 
you're  looking  to  score  major  coolness 
points  around  the  granary  and  drive 
home  with  the  harvest  queen,  you  want 
the  Fendt  Vario  and  want  it  bad. 

-Ben  Pappas 
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Receive  Value  Line 
for  only$7§:$55 

An  introductory  subscription  to  The  Value  Line  Investment  Survey  brings  you  the 

2000-page  Investors  Reference  Library — Value  Line's  most  recent  Ratings  and  Reports 

tf  on  1 700  stocks  and  the  practical  guide  ftm  In  Invest  in  Ciimmm  Slocks.  You  will  also  receive 

analyses  of  about  1 30  stocks  each  week  for  1 0  weeks  for59£$55.  Available  only  once  every 

three  years  to  any  household   SPECIAL  BONUS:  WALL  STREET  WORDS,  Revised 
Edition:  An  Essential  A  to  Z  for  Today's  Investor  (retail  price,  $  1 2  00)  In  addition  to  clear 
definitions  of  4,000  terms,  this  convenient  guide  contains:  60  case  histories  illustrating  the  real- 
world  application  of  key  concepts,  as  well  as  samples  of  technical  charts  You  also  get 
explanations,  hints  and  tips  from  industry  professionals  on  50  special  topics,  including  tax  law, 
financial  management  and  accounting.  Available  while  supplies  last.  Free  with  your  trial 
\  subscription.  Your  subscription  may  be  tax-deductible;  consult  your  tax  advisor  Send  check  or 
money  order  along  with  name,  address  and  zip  code  together  with  this  ad  or: 

Call  Toil-Free  1-800-833-0046 

Ext  2903  Dept  616WD24  American  Express,  MasterCard,  Visa  or  Discover 

I  hours  a  day,  7  days  a  week.  II  you  are  nol  completely  satisfied  return  all  materials 

in  good  condition  within  30  days  from  the  slart  of  your  trial  subscription  for  a  full 

refund  of  your  fee  Allow  4  weeks  for  delivery.  Foreign  rates  upon  request 

www.valueline.com 
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ASSET  PROTECTION 
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OFFSHORE  BANKING 


We  show  you  "How  To" 

create  a  financial  fortress  that 

will  protect  your  wealth  with 

complete,  tested  and  secure 

privacy,  including: 

Confidential  Banking, 

Offshore  Centers,  Debit  and 

Credit  Cards,  access  to 

International  and  US  Funds, 

Overseas  and  Domestic 

Brokerage  Services 


Call  us  today:  800-266-8211 

Merrill,  Scott  &  Associates 
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business  opportunities 


TAKE  YOUR  BUSINESS  OFFSHORE  FOR  THE 

BEST  ASSET  PROTECTION  AND  PRIVACY 
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Credit  Cards  W?5 
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Now  producing 

100% 

return  on  capital. 


Vwtkalhwestment. 

•  No  Principal  Risk 

•  No  Speculation 

•  No  Market  Risk 

•  Qualifies  for  IRA's 

c-L  The  Alpha  Capital  Group 


800-677-3365 


business  opportunities 


I  MADE  OVER  $1,000,000 
LAST  YEAR... 


...  in  a  zero  stress,  relaxed,  ideal 
lifestyle,  simple,  home-based  business! 

Now  I  Want  To  Teach  2  Highly  Motivated 

People  In  Your  Area  My  "Turn  Kc\  " 

Svstem.  FREE  Info-Pat 


24  Hr.  Hotline  888  490  4989 


Streaming  Real-Time  Quote 
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BUGGED? 


Your  Room?  Phone?  Fax?  Computer? 

YOU  BET  YOUR  SWEET  ASSETS! 

Red  spy  gear  to  solve 

real  life  problems. 

Mfg.  since  1959  www.spyzone.com 

1-800-722-4490 
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1  Protection,  Privacy,  Tax  Free 
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Private  Bank  for  Sale 

call  for  FREE  report!!! 

Call:  800-733-2191 

Worldwide  Business  Consultants 


#1  on  the  internet! 
Available  Worldwi 

Download  Free 
software  today  at 
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The  Leader  in  Distance  Lea 
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Send  for  FREE  information 
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Alexander  teacher  that  can 
help  relieve  today's  pain  and 
help  prevent  tomorrow's. 
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TOLL  FREE  1400-392-0363 


hred-it 


To  Success 


'  Shredding  for  over  35,000 

companies  in  North  America. 
1  World  leader  in  mobile  document 

shredding  and  recycling. 
'  Offering  a  unique,  proven 

franchise  system  successful  in 

over  50  markets. 
'  Business  to  business  service; 

national  account  program; 

training;  exclusive  territories. 
1  Excellent  opportunities  nation 

wide. 
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MAKE  A  FORTUNE 
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EXECUTIVE  VACATIONS 
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1-800-995-2583 
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INVESTMENT  GEMSTONES 
GUARANTEED  LIQUIDITY!! 

We  buy  <\  sell  Diamonds 

and  all  Precious  Gemstones. 

Free  wholesale  catalog  since  1967! 
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Trade  &  Chamber  of  Commerce 

HOUSE  OF  ONYX 
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home  furnishings 


V  Buy  Direct!  ^ 

from  North  Carolina,  furniture  capital  of  the 
world.  Shop  and  save.  In  home  delivery. 
Over  400  manufacturers  to  choose  from. 

Homeway  Furniture  Company 
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Timely 
Reminder 


Sampler  Offer-Jutt  $15.00. 

For  our  deluxe  logo  watch,  Never-fade 
guarantee.  Lifetime  warranty.  Specify 
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Noughts  on  the  business  of  life 


Just  when  almost  everybody  had  apparently  concluded  that  America  was  destined  to  experience 
a  dull,  drab  summer,  spectacular  activity  flared  in  securities.  In  two  short  weeks  sentiment 
performed  a  somersault.  Stocks  bounded  upwards  at  a  rate  equaled  only  once  before  in  our  history. 
Commodities  advanced,  retail  trade  picked  up,  manufacturers  were  called  on  to  replenish  depleted 
inventories.  Will  the  recovery  movement  continue?  Most  commentators  preach  caution.  My  opinion 
is  that  the  worst  has  passed  in  stocks,  retail  trade  and  industrial  activity.      -B.C.  Forbes  (1938) 


|s  We're  like  blind  men 
;  on  a  corner — we  have 

||  to  learn  to  trust 
|  people,  or  we'll  never 

11  cross  the  street. 

II  George  Foreman 


1 5  I  know  how  to  do 
anything — I'm  a  mom. 

ROSEANNE 


There  is  perhaps  no 
phenomenon  which 
contains  as  much 
destructive  feeling 
as  moral  indigna- 
tion, which  permits 
envy  or  hate  to  be 
acted  out  under  the 
disguise  of  virtue. 
Eric  Fromm 


§  A  pat  on  the  back  will 
|  help  build  character 
*jif  it  is  given  often 
§  enough,  hard  enough, 
sand  low  enough. 
Fulton  J.  Sheen 


To  inspire  bravery, 
take  brave  action. 
Dave  Weinbaum 


Avoiding  danger  is 

no  safer  in  the  long 
run  than  outright 
exposure.  Life  is 
either  a  daring 
adventure  or  nothing. 
Helen  Keller 


Martyrdom  is  the 
only  way  in  which  a 
man  can  become  fam- 
ous without  ability. 
George  Bernard  Shaw 


Never  support  two 
defects  at  the  same 
time.  It's  your 
combination  sinners — 
your  lecherous  liars 
and  your  miserly 
drunkards — 
who  dishonor 
the  vices  and 
bring  them  into 
bad  repute. 
Thornton  Wilder 


He  who  hesitates 
is  a  damn  fool. 
Mae  West 


He  is  the  only  case 
I  know  of  a  bull  who 
carries  his  china 
shop  with  him. 

Winston  Churchill 


It  was  a  woman  that 
drove  me  to  drink, 
but  unfortunately  I 
never  had  the  chance 
to  thank  her. 
WC.  Fields 


The  Golden  Rule: 
Whoever  has  the  gold 
makes  the  rules. 
Anonymous 


Where  women 

are  concerned, 

the  rule  is 

never  go  out  with 

anyone  better  dressed 

than  you  are. 

John  Malkovich 


I  possessed  the  book 
for  years  before  I 
could  make  out  what 
it  meant.  Indeed,  I 
did  not  fully  under- 
stand it  until  I 
myself  independently 
discovered  most  of 
what  it  contained. 
Bertrand  Russell 


A  chicken  is  an 

egg's  way  of  making 
another  egg. 
Anonymous 


It's  wrong  to 
suppress  laughter. 
It  goes  back  down  and 
spreads  to  your  hips. 
Fred  Allen 


The  tragedy  of  life 

is  what  dies  within 

a  man  while  he  still 

lives. 

Albert  Schweitzer 


A  Text .  .  . 

Behold,  God  is  my 
salvation;  I  will 
trust,  and  not  be 
afraid:  for  the  Lord 
Jehovah  is  my 
strength  and  my  song; 
he  also  is  become  my 
salvation. 
-Isaiah  12:2 

Sent  in  by  John  Kelso  Jr., 
Monroe,  La.  What's  your 
favorite  text?  Forbes  Book  of 
Quotations:  Thoughts  on  the 
Business  of  Life  is  given  to 
senders  of  Bible  texts  used. 


More  than  14,000  "Thoughts," 
arranged  alphabetically  by  subject, 
are  available  in  a  900-page 
one-volume  deluxe  edition, 
Forties  Book  of  Quotations: 
Thoughts  on  the  Business  of  Life. 
The  price  is  $40  plus  $3.50  ship- 
ping and  $1  per  item  for  handling 
(add  applicable  sales  tax). 
To  order,  please  call  toll-free, 
1-800-87&6556. 
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i  love  the  experience 

Consider  a  luxury  so  sumptuous,  you  could  almost  taste  it.  And  now,  with  the  Toyota  Avalon, 

of  something  so  rich, 

you  can  drive  it.  From  the  quiet  elegance  of  its  spacious  interior  to  its  sophisticated, 

so  decadent  and  without 

restyled  exterior,  it's  a  driving  experience  that  will  quite  possibly  make  your  mouth  water. 

the  fear  of  cavities. 
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1  800-GO-TOYOTA  ^  www.toyota.com 


1997  Toyota  Motor  Sales,  U.S.A.,  Inc.  Buckle  Up!  Do  it  for  those  who  love  you. 
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F  SWEDEN.  40  AND  50".  ALC/VOL  (80  AND  100  PROOF)  100%  GRAIN  NEUTRAL  SPIRITS.  ABSOLUT  COUNTRY  OF  SWEDEN  VOOKA  &  LOGO  ABSOLUT  ABSOLUI  BOTTLE  DESIGN.  ABSOi 

EKA  COM  ARE  TRADEMARKS  OWNED  BY  V&S  VIN  &  SPRIT  AB  <-y1998V&S  VIN  &  SPRIT  AB  IMPORUD  BY  THE  HOUSE  OF  SEAGRAM  NEW  YORK  NY  PHOTOGRAPH  BY  VINCI  NIDI/' 
ENJOY  OUR  QUALITY  RESPONSIBLY 
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There  are  over  7500  ISPs. 

But  only  one  of  them  is  an 
Internet  Communications  Company  for  business. 


At  UUNET,  our  goal  is  to  help  your  company  communicate  more  effectively.  That's  why  we're  advancing  the  Internet,  making  it  bigger  and  better.  \Ne'n 

growing  our  network  by  a  thousand  percent  each  year,  adding  thousands  of  miles  of  fiber-optic  cable  and  hundreds  of  thousands  of  modem  ports 

connecting  the  US,  Europe  and  Asia  via  undersea  cable  and  constantly  upgrading  our  hubs  to  keep  pace  with  the  explosive  growth  in  Internet  traffic.  Thi 

advanced  network  allows  us  to  offer  innovative  products  like  Internet-based  faxing  and  multicasting.  And 

helps  us  unite  the  world  of  business,  enabling  thousands  of  companies  to  do  more,  better  and  faster.  So  call 

I  888  886  3827,  or  visit  http://info.uu.net/growth  for  more  information.  Because  when  it  comes  to  I  / 

business  on  the  Internet,  there's  only  one  Internet  Communications  Company  —  UUNET.  The  Internet  At  Work. 


When  ASAP  Isn't 
Soon  Enough. 


: 


ly  QAD  Offers  Industry-Specific  Solutions  for  Automotive,  Consumer  Products 


ectronics,  Food  &  Beverage,  Industrial   Products,  and   Medical   Industries 

Get  A  Y2K-Ready 
Solution  Now. 


o 


ace  it,  the  year  2000  is  fast  approaching  and  you  need 
get  your  new  ERP  solution  in  place  quickly.  But 
ith  some  vendors,  there's  no  telling  when  you'll  see 
suits.  A  year  from  now,  two  years  from  now,  or  maybe 
ever  is  no  way  to  run  a  business. 

Truth  be  told,  QAD's  MFC/PRO"  supply-chain- 
nabled  ERP  software  has  always  been  Y2K  ready.  And 
ur  software  running  on  IBM  RS/6000  and  Netfinity 
ervers  is  ideal  for  midrange  to  large 
lanutacturing  companies  with  distributed  operations. 
Vhat's  more,  when  it  comes  to  rapid  deployment  of 
ngle  or  multisite  business  solutions  supporting 
6  to  1 ,000+  concurrent  users,  no  one  even  comes  close 
o     matching     our     record     for     fast     installations. 


In  less  time  than  it  takes  most  other  vendors  to  define 
your  requirements,  we  can  roll  out  complete  solutions 
that  will  take  you  into  the  next  millennium. 

Thanks  to  our  rapid  implementation  methodology, 
industry-specific  expertise,  and  global  alliances,  QAD 
systems  are  installable  in  four  months  -  more  than  four 
times  faster  than  the  industry  norm.  And  because  of  the 
proven  scalability  of  our  software  running  on  IBM 
UNIX  or  Windows  NT  servers,  additional  sites  can  be 
rolled  out  virtually  overnight,  no  matter  where  they  are 
located. 

So  if  you're  looking  for  quick  results  and 
ASAP  isn't  soon  enough,  call  the  people  who  really 
understand  the  need  for  speed. 


n 

QAD 


The  speed  to  run  your  business.7' 


'1998  QAD.  All  rights  reserved  QAD.  the  QAD  logo,  and  MFG/PRO  are  trademarks  or  registered  trademarks  of  QAD  Inc  The  IBM  logo  is  a  registered  trademark  and  the  IBM  Business  Partner  emblem  .s  a  trademark  of  International  Business 
"betimes  Corporation  and  are  used  together  under  license.  IBM,  RS/6000.  AIX.  Netfinity  and  IBM  Credit  Corporation  are  trademarks  or  registered  trademarks  of  IBM.  All  other  products  or  names  are  trademarks  or  registered  trademarks  of  their 
espective  companies  IBM  makes  no  representations  or  warranties,  express  or  implied,  regarding  QAD's  MFG/PRO,  including  but  not  limited  to  year  2000  readiness  and  the  implied  warranties  of  merchantability  and  fitness  for  a  particular  purpose 
Tfear-2000  ready  definition  found  on  wwwqad.com  ••The  actual  rates  and  amount  that  can  be  financed  are  based  on  a  customers  qualifications  and  subject  to  credit  approval  Rates  are  subject  to  change,  and  offer  may  be  withdrawn  at  any  time 


Not  a  follower. 


i?  1998  NEC  USA.  Inc. 


In  1997,  NEC  registered  more  patents 

han  all  but  two  of  the  top  250  technology 

and  manufacturing  companies. 


■■ 


You  never  know  what  NEC  will  come  up  with  next.  That's  because  we're  at  the  heart  of  developments  in  the  integrated 
technologies  of  multimedia:  The  computers  and  Internet  servers  that  can  make  web  storefronts  and  other  virtual 
companies  possible.  The  communications  systems  and  imaging  devices  that  enable  second-graders  in  Mexico  to  share 
lessons  with  classmates  in  London.  The  semiconductors  that  tell  your  bank  in  Iowa  how  many  lire  you  just  withdrew  from 
a  cash  machine  in  Milan. 

And  we're  developing  a  whole  new  generation  of  display  technologies  that  can  bring 
fossils  or  other  objects  to  life  by  surrounding  them  with  3D  text  and  graphics. 

Discover  the  world  of  multimedia.  Because  it's  your  world.  And  NEC  multimedia  can 
help  you  run  it    WWW.nec.com   1.800.338.9549 

Source:  1997  Registered  US  Patents  -  US  Patent  and  Trademark  Office 


just  imagine 

NEC  MULTIMEDIA 


We 


E'RE  IN  THE  TRANSPORTATION  INDUSTRY, 
SO  IT  ONLY  MAKES  SENSE  THAT  WE  NEVER  STAND  STILl 


National  Customer  Service  Center:  l-800-NFLK-SOU  (635-5768).  Annual  report  requests:  I-800-5JI-6757.   Web  site:  www.nscorp.com. 
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Forward  motion  has  become  a  habit  at 
Norfolk  Southern.  We  like  to  keep  the 
Thoroughbred  running  with  a  steady  flow  of 
new  ideas.  In  fact,  it's  just  one  mission  of  the  mechanical 
engineers  in  our  Innovative  Research  Department.  Some 
of  their  recent  efforts  include  projects  to  develop 
longer-lasting  crossties,  stronger  couplers,  and  quicke 
loading  and  unloading  methods  for  coal,  merchandise 
and  intermodal  freight.  The  result  of  these  endeavors  is  a 
railroad  that  constantly  strives  to  improve  its  safety,  its 
efficiency  and  its  customer  service.  For  more  than  a 
century,  Norfolk  Southern  has  continued  to  bring 
innovation  to  transportation.  As  we  approach  the  next 
millennium,  it  seems  we're  moving  at  a  pretty  good  clip. 


The  Thoroughbred  of  Transportation. 

©  1997  Norfolk  Southern  Corp  Three  Commercial  Place.  Norfolk.  VA  23510. 
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46  The  Next  Information  Revolution  We've  all  heard  the 
hype  about  how  information  technology  has  changed  the  world. 
But  technology  has  barely  scratched  the  surface.  The  visionary  who 
invented  management  as  we  know  it  says  the  real  revolution  will 
not  focus  inward  on  costs  but  outward  on  opportunities. 
By  Peter  F.  Drucker 

63  America's  Best  Technology  Users 

The  high  tech  industry  knows  how  to  use 
computers.  No  surprise  there.  But  what  « 

about  everybody  else?  ASAP  tells  all  in  our 
first  comprehensive  survey  of  non-tech 
companies  and  uncovers  the  winners  and 
wimps  of  the  information  age. 

64  Entertainment  &  Media  Winners:  Walt  Disney,  Dow  Jones, 
Viacom;  Wimp:  TCI;  Profile:  Neil  Budde,  editor,  Wall  Street 
Journal  Interactive  Edition 
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66  Financial  Services  Winners:  American  Express,  First  Union,  Charles 
Schwab;  Wimp:  Morgan  Stanley  Dean  Witter;  Profile:  Alfred  R  Kelly  Jr., 
executive  vice  president,  American  Express 

68  Food  &  Agriculture  Winners:  Keebler  Foods,  Archer  Daniels  Midland, 
Pioneer  Hi-Bred  International;  Wimp:  Nabisco;  Profile:  Tony  Cavalieri, 
vice  president,  Pioneer  Hi-Bred 

72   Health  Care  Winners:  United  HealthCare,  American  Oncology  Resources, 
Foundation  Health  Systems;  Wimp:  Oxford  Health  Plans;  Profile:  Dr.  Malik 
M.  Hasan,  CEO,  Foundation  Health  Systems 

74  Nontelephone  Utilities  Winners:  Detroit  Edison,  Duke  Energy,  Entergy; 
Wimp:  Pacific  Gas  and  Electric;  Profile:  Henry  Fiallo,  CIO,  Entergy 

78  Manufacturing  Winners:  Steel  Dynamics,  Newell,  Johnson  Controls; 
Wimp:  Sunbeam;  Profile:  Kuntal  Thakurta,  manager  of  comfort 
engineering,  Johnson  Controls 

80  Oil  &  Gas  Winners:  Baker  Hughes,  Amoco;  Wimp:  Chevron 

80  Retail  Winners:  Wal-Mart  Stores,  Gap,  The  Home  Depot;  Wimp:  J.C.  Penney 

82  Services  Winners:  Marriott  International,  Starbucks,  McDonald's; 
Wimp:  Boston  Chicken;  Profile:  Debbi  Gillotti,  CIO,  Starbucks 

86  Transportation  Winners:  American  Airlines,  Federal  Express,  Werner  Enterprises;  Wimp:  Boeing 

HOW  Winners  Do  IT  All  dynamic  companies  are  computerized,  but  not  all  computerized 
companies  are  dynamic.  Five  success  stories  reveal  how  the  dynamos  do  it.  By  Clint  Willis 
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11    EDITOR'S  LETTER:  STEPPING  DOWN  &  UP  A  final  word  from  our  fearless  leader  as  he  steps  down  as  editor 
of  ASAP  and  up  as  publisher  of  Forbes.  By  Rich  Karlgaard 

15  LETTERS  TO  ASAP 

25  STARTUP:  Tales  and  Trends  from  the  Digital  Age 

25  A  FRACTURED  EXISTENCE  Mathematician  Michael  Barnsley  is  trying  to  change  the  way 
computers  see,  and  we  live. 

26  8  WORK  The  road  from  rabbi  to  headhunter  is  shorter  than  it  appears. 

28   YOU'RE  FIRED!  (WE  HOPE)  The  word  on  the  Street:  A  good  analyst  is  hard  to  find. 

30   SHELF  LIFE  Our  favorite  gurus  review  what's  hot  and  what's  not  in  high  tech  gadgets. 

30   THE  NEXT  NETWORK  Internet  architect  Douglas  Van  Houweling  returns  for  a  repeat 
performance. 

30  THE  ROTH  WAY  A  Roth  IRA  can  work  wonders  for  your  private-company  stock. 

32  RICHEST  AMERICANS  IN  HISTORY  Sure  Bill  Gates  is  loaded,  but  is  he  as  rich  as  Rockefeller? 

34  ANGELS  IN  AMERICA  Where  the  tech  elite  are  spreading  their  wealth. ..and  why. 

34  A  BRAND-NEW  CAPITALIST  What's  it  take  to  become  a  VC?  It's  all  in  the  Rolodex. 

34    YOU  KNOW  YOUR  STARTUP  WILL  FAIL  WHEN...  Now  hiring:  a  sales  manager  with  experience 
in  international  arms  dealing. 

36   INSIDE  TRADER:  TREASURE  HUNTER  When  tech  stocks  pull  a  Titanic,  investors  may  be 
looking  at  a  blessing  in  disguise.  By  Geoff  Baum 

39  NET  VS.  NORM  Realtor.com  adds  the  allure  of  online  shopping  to  an  industry  rooted  in 
bricks  and  mortar.  By  David  H.  Freedman 

94  PARADIGM  PARTY  Spearheaded  by  the  efforts  of  little-known  San  Jose-based  Uniphase,  the  next  paradigm-shifting  bash 
will  be  in  integrated  optics.  By  George  Gilder 

102  LEGENDS:  JOHN  COCKE  During  a  long  career  at  IBM,  this  celebrated  computer 
scientist  designed'software,  hardware,  and  most  famously,  the  ubiquitous  RISC  chip. 
By  Anthony  Brandt 

104  EDITORIAL  INDEX  This  issues  companies 
and  their  Web  URLs. 

106  THE  FREEDOM  OF  ORDER  There's  nothing 
like  too  much  order  —  intrusive  govern- 
ments, corporate  bureaucracies  —  to  kill  a 
good  creative  high.  Except  no  order  at  all. 
By  Virginia  I.  Postrel 

108  REWRITING  THE  GEEK  TRAGEDY  Not 

long  ago,  the  revenge  of  the  nerds  seemed 
to  be  finally — and  let's  face  it,  painfully — 
upon  us.  But  with  the  recent  return  of  good 
old  glitz  and  glamour,  one  has  to  ask: 
Where  have  all  the  programmers  gone? 
By  Owen  .Edwards 

110  MAKING  FRONT  MONEY  So  you  missed  the  back-office  enterprise  boom. 
Well,  cheer  up:  Front-office  software  is  coming  into  its  own,  and  it  may 
be  the  second  investment  chance  of  a  lifetime.  By  Geoffrey  Moore, 
Paul  Johnson,  and  Tom  Kippola 
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You  know  our  portables, 
now  meet  the  rest  of  the  family. 

You  may  know  that  Toshiba  is  the  first  name  in  portable  computers.  But  what  you 
may  not  know  is  that  now  you'll  find  our  name  on  servers,  desktops,  and  the 
rest  of  the  hardware  you  need  for  enterprise  solutions.  All  our  products  share  the 
same  heritage  of  reliability  and  performance.  And  when  you  build  your  whole 
system  within  the  Toshiba  family,  you'll  realize  greater  flexibility  and  lower 
total  cost  of  ownership.  What's  in  a  name?  Everything  if  the  name  is  Toshiba. 


In  Touch  with  Tomorrow 

TOSHIBA 

For  more  information,  call  1-800-TOSHIBA  or  look  us  up  on  the  Web  at  www.toshiba.com 
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Plug  it  in,  turn  it  on.  Now  adding 
network  storage  is  a  Snap! 
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Soap1  Server  and  Network  Storage  Made  Simple  are  trademarks,  and  the  Mendian  logo  is  a  registered  trademark  of  Mendian  Data.  Inc.  ©1998  Meridian  Data.  Inc    All  nghts  reserved.  CompUSA  and  CDW  are  trademarks  of  their  respectrve  comp 


Starting  at  just  $995,  the  Snap!  Server™  from  Meridian  Data  is  everything  you  want  in  a  storage  server 

It  comes  preconfigured  to  recognize  your  network,  so  you  really  can  just  plug  it  in  and  turn  it  on  —  with  no 

downtime  for  your  existing  servers.  And  with  prices  ranging  from  $995  for  the  4  GB  server  to  1 2  GB  for  $  1 79 

Snap!  Server  redefines  network  storage,  offering  the  perfect  combination  of  quick  and  easy  installation  at  prices! 

never-before-seen  for  a  file  server  In  fact,  Snap!  Server  is  so  hassle-free,  it  comes  with  an  unconditional 

30-day  money-back  guarantee.  And  now,  you  could  win  a  Snap!  Server  just  by  visiting  our  web  site 

at  www.snapserver.com/forb  or  simply  call  I  -888-343-SN AP  ext.  700. 
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Editor  is  named 
feather-plucking 

publisher. 


™4)own  &  Up 


ith  this  column,  I  stand  down  as  editor  of  Forbes 
ASAP,  a  magazine  I  jump-started  with  Steve  Forbes 
and  George  Gilder  in  1992,  and  accept  the  call 
from  upstairs  to  become  the  publisher  of  Forbes. 
The  publisher!  It  shocked  me,  too!  Editors 
spend  their  days  ruffling  feathers.  Then  it's  the 
publisher's  role  to  stride  in  a  few  days  later,  suntanned  and  shoe- 
shined  and  perfectly  cravated,  with  a  dry  martini  to  smooth 
.hem.  Smooth  feathers,  you  say?  My  heart  is  with  the 
rufflers,  and  why  stop  there?  Chop  off  the  damned 
soul's  head,  I've  always  said.  Pluck  every  last  feather, 
hen  lay  'em  on  a  hot  grill. 

Here,  in  Forbes  ASAP,  you  could  always  gaze  upon 
the  follies  of  feckless  CEOs... or  discover  business 
models  about  to  get  blown  apart  by  the  technology 
tornado.  From  these  pages  we  lobbed  Scud  missiles 
and  water  balloons  filled  with  sour  milk.  Forbes  ASAP  has  always 
taken  as  its  solemn  duty  the  business  of  skewering,  vivisecting, 
and  stomping  upon  IT's  reluctant  adopters.  Not  once  during  the 
last  six  years  did  we  pass  up  a  chance  to  kick,  punch,  poke,  sit 
upon,  and  twist  our  victims'  noses.  They  all  deserved  it.  They 
needed  it.  The  new  light-speed  economy  is  intolerant  of  thumb 
suckers  and  fools.  "Asphalt  and  concrete  cannot  long  survive  the 
onslaught  of  photons,"  says  Forbes  columnist  Peter  Huber.  He's 
right.  By  pushing  this  magazine's  poor  victims  into  the  light,  we 
were  doing  them  a  favor. 

Friends  warn  me:  All  this  ends.  Honesty  of  Forbes  ASAP's 
kind  is  the  first  casualty  when  one  jumps  from  church  to 
state  in  the  magazine  business.  Because,  all  of  a  sudden,  one 
must  become  an...iiberschmoozer!  A  glad-hander!  A  golfer! 
A  publisher!... 

...But  hold  the  phone,  man!  The  fax  is  ringing.  It's  a  letter 
coming  through  from. ..Tom  Wolfe! ...who  along  with  George 
Gilder,  Peter  F.  Drucker  (see  the  great  master's  exclusive  story  for 
Forbes  ASAP,  "The  Next  Information  Revolution,"  on  page  46), 
Mark  Helprin,  Virginia  Postrel,  Tom  Peters,  Michael  S.  Malone, 
Stephen  Ambrose,  Owen  Edwards,  and  a  few  other  A-list 
writers  have  been  the  joy  of  my  days  at  Forbes  ASAP.  The  great 
TW's  memo  says: 

"Wow — congratulations  on  your  promotion!!!  The  Forbes 


family  is  a  great  family  and  they  are  to  be  commended  for  putting 
out  magazines  that  are  editorial-driven,  not  marketing-driven." 
Editorial  driven.  Not... market  driven. 
What  a  concept!  Since  its  founding  in  1917,  what  has 
set  Forbes  apart  is  the  courage  to  tell  the  truth,  whatever  the 
fallout,  and  to  tell  it  within  the  context  of  a  worldview  that 
is  clear-eyed,  accurate,  and  predictive,  not  sentimental,  fash- 
ionable, or  sensational.  Journalism  is  supposed  to  work  that 
^^^  way.  Of  course,  it  often  doesn't,  especially  in  maga- 
zines. Celebrity  magazines  nowadays  let  the  very 
celebrities  they  are  profiling  read  the  story  before  it 
goes  to  print.  Some,  like  Vanity  Fair,  even  let  the 
celebrity  choose  the  writer. 

Bad  enough  if  such  low  dealing  behind  the  pay- 
ing reader's  back  were  confined  to  celebrity  and  fash- 
ion magazines.  But  this  stinky  practice  has  crept 
into  business  magazines.  Forbes's  chief  rival,  Fortune,  recently 
ran  a  31 -page  cover  story  called  "One  Digital  Day."  Only  a  few 
lines  of  small  print,  way  at  the  bottom,  tiny  and  buried, 
disclosed  that  the  story's  text  and  its  lavish  photos  were  under- 
written. ..bought  is  the  word!. ..by  the  world's  largest  chip 
manufacturer! 

Now  you  see  the  strength  of  Tom  Wolfe's  quote  — 
"editorial-driven,  not  marketing-driven"  —  and  what 
a  rare  jewel  Forbes  remains.  Never  for  us,  that  sell- 
out crap.  Forbes  and  Forbes  ASAP  will  continue  to 
go  their  own  way,  as  Forbes  has  since  1917  and  Forbes 
ASAP  since  1992  —  writing  stories  first  and  last  for 
our  loyal  readership  of  entrepreneurs,  managers,  and  investors — 
capitalists  and  value  creators  of  the  New  Millennium. 

In  appointing  a  blunt-spoken  technology  magazine  editor  as 
a  publisher,  Forbes  has  thrown  down  a  gauntlet.  It  is  saying:  We 
will  always  be  an  editorial-driven  magazine.  We  put  readers  first. 
Try  that,  if  you  dare. 

Look  for  my  "Digital  Rules"  column  in  Forbes.  Drop  me 
a  note  sometime.  And  yes,  welcome  ASAP's  new  editor,  Michael 
S.  Malone.  He's  a  scholar,  a  poet,  and  a  determined  butt 
kicker.  Ask  him  what  he  once  called  a  former  CEO  of  Apple. 
— ►  rkarlgaard@forbes.com  ■ 
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calling    planet    earth 


Does  this  look  like 
the  Year  2000  to  you? 


To  your  computer,  it  might 

Businesses  everywhere  are  wringing  their  hands  over  the  "Year  2 
Problem."  That's  when  computers  will  become  totally  confused  ov 
what  century  it  is  —  because  many  were  allocated  only  two  digits 
identify  the  year  in  a  date  field.  To  them,  the  year  "02"  has  alwa 
meant  1 902  —  not  2002.  So  The  problem  is  most  urgent  for  tha 
who  deal  with  dates.  Like  actuaries.  And  benefits  administrators,  wl 
face  the  prospect  of  benefits  that  may  terminate  before  they  begi 
&&  What  can  they  do?  Find  Year  2000  experts  to  reprogram  all 
their  software?  Replace  their  entire  system?  Yes.  Or,  they  c* 
download  their  data  to  ABR,  and  let  us  deal  with  it.  We  have  1,4C 
people  performing  benefits  outsourcing  services  for  more  the 
30,000  companies  (who  won't  have  to  worry  about  the  year  2000 
or  much  of  anything  else).  COBRA.  HIPAA.  Flex.  401(k).  We  do 
all  today—  and  we're  ready  for  tomorrow. 
B  If  you're  short  a  couple  of  digits, 
give  us  a  call:  1-800-366-3  1  30.      Information  Services,  Ir 


ggABF 


Nasdaq:  ABRX     http://www.abr.com 
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Letters  tor  .  ^  , 

ASAP ! 


GILDER  AND  GOD 

Gilder's  trenchant  critique  ["The  Soul  of 
Silicon,"  June  1  ]  cuts  to  the  heart  of  modern 
society's  dichotomy  between  what  we  call 
facts  (science)  and  values  (religion).  In  suc- 
essfully  divorcing  religion  from  morality, 
the  Enlightenment  created  autonomous 
domains  for  science  and  economics  outside 
theological  reflection.  Our  society  holds  that 
two  plus  two  is  four,  but  when  it  comes  to 
values  or  business  ethics,  it  is  whatever  you 
believe.  This  perspective  has  provided  fertile 
soil  for  using  greed  to  justify  business  ethics. 
The  assumption  behind  this  belief  is  that 
science  and  economics  are  "objectively  true" 
while  moral  statements  about  economics  are 
just  your  "personal  opinion,"  and  that  is  exactly 
how  you  should  keep  it.  In  the  aftermath  of 
the  Enlightenment,  work  was  desacralized,  as 
the  Christian  notion  of  a  "calling"  was  severed 
from  vocation  or  career.  So,  Gilder's  call  to  the 
church  to  sanctify  work  represents  an  attempt 
to  reunify  that  which  has  been  wrongfully 
severed.  Theology  was  once  the  "queen  of  the 
sciences,"  meaning  that  it  informed  all  the 
other  disciplines.  It  is  time  for  thoughtful 
Christian  reflection  on  economics  and  science 
once  again  to  take  a  stand. 
DAVID  S.  FRIEDMAN 
davidf@institute-for-impact.com 


Preach  on,  Bro  Gilder!  Trans- 
cendence does  trump  materialism. 
And  honest  economic  endeavors  do 
possess  spiritual  value." 


tern  of  true  altruism  meant:  Ayn  Rand.  His 
article  supports  Rand's  contention  that  it  is 
capitalism's  alleged  defenders,  not  its  detrac- 
tors, that  are  its  greatest  threat. 
DAVID  M.  JOHNSON 
manager@gaib.com 

George  Gilder's  article  is  rife 
with  errors  about  the  nature 
of  capitalism.  Mr.  Gilder 
states  that  capitalism  is  "a 
fundamentally  irrational 
process,"  and  that  "the  prob- 
lem" lies  in  men  of  "little 
faith."  This  could  not  be  fur- 
ther from  the  truth.  Only 
laissez-faire  capitalism  pro- 
tects the  true  rights  inherent 
to  all  humans  and  is  defended 
by  those  who  comprehend  its 
morality.  No  mysticism  (i.e., "faith")  is 
necessary.  Faith  is  not  a  valid  means  of 
acquiring  knowledge.  A  person's  faith  that 
the  earth  is  flat  does  not  make  it  so. 
MARK  D.  KALINOWSKI 
markkali@umich.edu 

I  just  finished  Mr.  Gilder's  "Soul  of  Silicon." 
Boy  oh  boy  —  will  I  have  my  libertarian 
friends  where  I  want  'em  now!  Thanks 
for  an 
inspiring 
article. 
BRIANA 
LECLAIRE 
Moscow, 
Idaho 


George 
Gilder's 


Nothing  is  more  ludicrous  than  a  religious 
conservative  trying  to  defend  capitalism. 
George  Gilder  misses  the  boat  on  every 
count.  Those  who  wish  to  understand  and 
defend  capitalism  should  read  Ayn  Rand,  not 
George  Gilder. 
EDWIN  A.  LOCKE 
elocke@mbs.umd.edu 

Mr.  Gilder  is  correct  in  concluding  that  capi- 
talism is  a  moral  economic  system.  But  how 
he  reached  that  conclusion  is  beyond  me.  He 
repeatedly  calls  capitalism  "fundamentally 
irrational"  and  based  on  "hope  and  faith."  Are 
not  reason,  intelligence,  productivity,  science, 
and  self-interest  the  hallmarks  of  capitalism? 
Mr.  Gilder  would  benefit  from  the  works  of 
someone  who  knew  what  an  economic  sys- 


genius  raises 
Forbes  ASAP  to  a  very  high  level  indeed.  His 
clear  and  well-researched  piece  will  be  shared 
with  my  children,  friends,  and  clients.  It  has 
the  power  to  move  our  thinking  and  our 
behavior. 

ROBERT  BREUNIG 
73642.2523@compuserve.com 

Preach  on,  Bro  Gilder!  Transcendence  does 
trump  philosophic  materialism  and  all  its 
practical  outworkings.  And  honest  eco- 
nomic endeavors  —  stewardship,  in  the  lan- 
guage of  Scripture  —  do  possess  spiritual 
value.  Yet  you  deal  unnecessarily  harshly 
with  Adam  Smith.  True,  the  altruistic  "white 
hats"  of  business  have  a  profound  edge  (at 
least  in  the  long  run)  as  they  voluntarily 
align  themselves  with  market  mechanisms 


and  moral  structures  that  reward  service  of 
others  before  self. 

But  a  free  market  can  effectively  channel 
even  greed  and  selfishness  for  the  benefit 
of  others,  but  only  as  long  as  civil  govern- 
ments cooperate  by  defending  property 
rights  and  eschewing  wealth  redistribution. 
The  meek  will  inherit  the 
earth — and  much  else 
besides. 

ERIC  R.  ALEXANDER 
eralexander@juno.com 


I  am  afraid  George  Gilder  has 
read  too  many  of  his  own  press 
clippings.  Perhaps  addressing 
an  august  religious  group  also 
had  its  impact.  He  now  seems 
to  perceive  himself  as  handing 
down  stone  tablets  containing 
immutable  truths,  rather  than  providing 
useful  perspective  on  the  evolution  of  tech- 
nology. Spare  us  further  articles  from  this 
pretentious  windbag. 
CHARLES  RIEPE 
hastler@worldnet.att.net 

Mr.  Gilder's  essay  represents  a  new  and 
excellent  defense  of  capitalism  by  finding 
that  "the  moral  core  of  capitalism  is  the 
essential  altruism  of  enterprise."  This  con- 
trasts with  Ayn  Rand's  search  for  the  moral 
aspects  of  capitalism  as  an  exercise  in  ratio- 
nal self-interest.  While  altruism  in  Ayn 
Rand's  world  is  unacceptable  in  its  generally 
understood  form,  it  is  used  imaginatively 
by  Mr.  Gilder  as  an  integral  part  of  capital- 
ism, which  could  heal  the  breach  between 
science  and  theology. 
FRANCIS  WARD 
fjward@earthlink.net 

Where,  oh  where,  is  the  editor  of  ASAP? 
Sleeping?  Please  tell  us  in  less  than  a 
thousand  words  what  you  think  Gilder  is 
saying  in  his  piece.  Three  times  I've  started 
reading  that  article  and  have  given  up  in  dis- 
gust. Gilder  is  a  pompous,  wordy  windbag 
badly  in  need  of  editing  in  every  issue, 
but  this  one  tops  all  others.  Are  you  paying 
him  on  word  count? 
ROGER  DICKESON 
roger@prem-associates.com 

Gilder's  piece  is  marvelous  and  profound  — 
the  sort  of  thing  one  finishes,  then  imme- 
diately starts  to  read  again. 
PETER  M.  ROBINSON 
robinson@hoover.stanford.edu 
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Gilder's  article  is  must  reading  for  every 
executive,  representative,  judge,  and  employee, 
along  with  every  teacher  and  college  profes- 
sor. They  should  also  read  and  understand 
Friedrich  Hayek's  The  Fatal  Conceit:  The 
Errors  of  Socialism.  Gilder  and  Hayek  are 
right  on  the  mark  in  pointing  out  the  ego- 
centricity,  greed,  selfishness,  envy,  sloth,  and 
personal  irresponsibility  of  those  who 
depend  on  and  support  socialism  in  all  its 
forms.  Social  liberals  in  the  Democratic  and 
Republican  parties  do  more  harm  to  people 
with  social  programs  that 
actually  perpetuate  and 
increase  the  very  problems 
they  are  supposed  to  solve. 

Each  individual  can 
solve  his  or  her  problems 
by  changing  internally. 
Christ  and  all  the  great 
spiritual  leaders  taught 
that  truth.  No  other  per- 
son, thing,  or  social  pro- 
gram can  make  that  inter- 
nal change.  Freedom, 
capitalism,  and  personal 
responsibility  offer  all 
individuals  the  greatest 
opportunity  for  self-fulfill- 
ment, good  spirituality, 
and  personal  growth 
toward  God. 
MARK  STOEHR 
St.  Augustine,  Florida 


success  in  business  most  often  comes  through 
the  number  of  people  you  help  to  become 
successful,  not  just  the  fact  of  hiring  "bet- 
ter" or  "smarter"  people,  although  this  is  a 
plus.  Mr.  Carnegie  was  wealthy  because  he 
made  so  many  millionaires  of  other  men. 
This  happens  only  when  your  business 
partners/stakeholders  are  allowed  to  share 
in  the  success  in  proportion  to  their  contri- 
butions. This  has  been  the  key  element  to 
the  success  of  Ray  Kroc  and  McDonald's. 
It  is  also  precisely  why  big  business 
flounders,  while  startups  succeed. 

TODD  YOUNG 
icellu@aol.com 


"I  disagree  with 
your  article  on 
privacy.  There  is 


George  Gilder  is  obviously 
a  bright  person  and  makes 
a  good  argument  that  capi- 
talism, at  its  best,  is  both  creative  and  just. 
So  far  so  good!  Except  for  his  exuberance 
about  the  human  carrying  capacity  of  the 
earth,  there  is  no  need  to  tie  the  arguments 
to  Catholic  theology.  Instead  of  "forgiving" 
Galileo  the  Vatican  should  ask  forgiveness 
for  giving  the  earth  the  Crusades,  the  Inqui- 
sition, and  the  massacre  of  the  Huguenots. 
PAUL  BAIRD 
pbaird  1611  @aol.com 

GET  SMART 

Awesome  commentary  on  the  state  of  hiring 
in  "traditional"  big  business  ["Editor's  Letter," 
June  1].  Nobody  receiving  a  corporate-subsi- 
dized welfare  check  (executive  salary)  can 
afford  to  hire  someone  better  than  him  or 
her.  After  all,  the  emperor  might  be  revealed 
as  having  no  clothes.  You  did  miss  one  huge 
element  of  business  success,  and  that  is  the 
concept  of  duplication.  As  Mr.  Getty  put  it, 
I'd  rather  rely  on  1%  of  the  efforts  of  100 
men  than  100%  of  one  man.  True  long-term 
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or  at  least 
should  be, 
between  what  is 
a  matter  of 
public  record 
and  what  is  not." 


Bruce  King,  former 
governor  of  New 
Mexico,  put  an  inter- 
esting recursive  twist 
on  the  theme  of  your 
piece.  He  said: 
"When  you  hire 
someone  who  is 
smarter  than  you 
are,  you're  smarter 
than  he  is." 
DAN  MARTINEZ 
ooplong@yahoo.com 


Your  very  insightful 
article  explains  a 
certain  trend  in  our 
economy  in  clear 
and  distinct  terms. 
The  mathematical 
fashion  in  which  you 
explain  entrepreneur- 
ial success  relies  on 
one  huge  and  perhaps  tenuous  assumption, 
however.  To  rank  some  people  as  .9,1,1.1, 
etc.,  is  descriptive  only  in  one  dimension  — 
hard  work  or  initiative.  Today's  global  econ- 
omy calls  for  several  [dimensions]. 

The  manager  who  surrounds  himself 
with  smarter  people  is  no  more  going  to  be 
successful  then  the  weight  lifter  who  sur- 
rounds himself  with  stronger  teammates  or 
the  coach  who  surrounds  himself  with  star 
athletes.  The  whole  entrepreneurial  spirit, 
and  our  bustling  economy  that  rewards  it, 
prospers  when  people  rise  and  conquer  new 
challenges,  both  for  their  personal  benefit 
and  for  that  of  the  corporation  they  repre- 
sent. Surely  it  is  not  possible  to  line  up  such 
people  and  assign  percentage  differences  to 
their  abilities. 
JAVED  AHMED 
ahmed86@wharton.upenn.edu 

I  really  enjoyed  your  article.  As  a  seasoned 
executive  search  consultant,  the  most  devas- 


tating combination  of  traits  I  have  observec 
is  an  inflated  ego,  stubbornness,  and  not 
knowing  what  you  don't  know. 
POUGLAS  REITER 
dmreiter@aol.com 


Excellent  commentary,  but  I  would  add  on< 
thing  to  your  comments.  Companies  that  d 
hire  one-pluses  seem  to  have  a  very  strong 
sense  of  shared  values.  Not  canned  wanna- 
be junk,  but  serious,  driving  connections 
that  strengthen  over  time.  At  the  risk  of 
being  a  mercenary,  read  the  book  Reality 
Leadership.  It  is  an  underground  hit  and  is 
designed  to  drill  for  cohesion  and  vitality 
in  individuals  and  organizations. 
MARK  JACOBS 
www.protential.com 

Our  owner  and  my  boss,  Mr.  Moore,  passec 
on  your  article  to  me.  He  said,  "Put  it  on 
your  board  —  this  is  one  of  the  smartest 
guys  ever  because  he  agrees  with  me."  We 
practice  what  you  preach.  It  is  not  easy, 
though,  especially  with  a  job  market  that 
we  have. 
JOE  HAGE 
jhage@miinet.com 

PRIVACY,  PLEASE 

In  "The  Politics  of  Privacy"  [June  1], 
Virginia  Postrel  addresses,  for  the  first  time 
I've  seen  in  print,  what  is  perhaps  at  least 
as  important  an  issue  as  privacy  invasion 
itself —  data  ownership.  According  to  Postre 
tacit  reasoning,  when  we  provide  personal 
data  to  others  (albeit  involuntarily),  we  giv< 
them  a  share  in  our  identity  and  the  right  t 
use  it  as  they  please.  The  ownership  issue 
leads  to  financial  consideration.  Creditors, 
periodicals,  retailers,  banks,  and  on  and  on. 
demand  personal  data  as  a  condition  of  bu' 
ing  their  services.  Then  they  sell  our  identil 
data  to  others.  We,  the  creators  of  our  own 
data,  are  the  only  ones  not  to  profit  from  it 
We  must  share  it  to  survive  in  the  world. 
If  that  sharing  creates  co-owners  —  and  I 
question  that  it  does  —  we  deserve  royalty 
payments  for  its  use.  Private  data  should 
generate  profit  for  its  creators  as  well  as,  if 
not  instead  of,  its  plunderers. 
CAROL  CELESTE 
renaissancewriter@juno.com 

I  just  wanted  to  thank  you  for  your  article 
on  privacy.  As  an  American  consumer,  I 
expect  that  everything  I  do  is  monitored  b) 
someone.  I  for  one  am  very  excited  that  thi 
information  is  easier  to  collect,  as  it  preven 
unnecessary  and  unwelcome  junk  mail  (bo 
paper  and  digital).  The  more  information  a 
company  can  collect  about  me,  the  more 
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IS  THE  COMPANY  THAT  BROUGHT 
THE  INTERNET  TO  BUSINESS  BEHIND  YOUR  ISP? 


(□Cisco 

Powered  Network 


Meet  the  most  powerful  team  in  business  network  services:  Cisco 
Systems  and  Cisco  Powered  Network  service  providers.  Virtually 
every  piece  of  information  that  travels  across  the  Internet  travels 
across  Cisco  equipment.  Your  Cisco  Powered 
Network  service  providers  use  this  very  same  CISCO  SYSTEMS 
equipment  to  bring  new,  innovative  network 


services  to  your  business.  You  can  get  behind        mniiiiimiiiiiiiiimii® 

Empowering  the 
the  whole  program  at  www.cisco.com/cpn.  Internet  Generation1" 
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likely  it  is  that  they  will  know  ahead  of  time 
whether  or  not  I  would  be  interested  in  their 
product  or  service. 
MICHAEL  EARLS 
mearls@acxiom.com 

I  must  disagree  with  the  position  you  took  in 
your  article,  "The  Politics  of  Privacy."  There  is, 
or  at  least  should  be,  a  very  clear  line  between 
what  is  a  matter  of  public  record  and  what  is 
not.  Certain  information  about  an  individual 
simply  is  not  fair  game  for  dissemination  just 
because  it  is  possible  to  collect  it.  How  recep- 
tive would  you  be  to  your  pharmacist  selling 
information  about  your  prescriptions  or 
your  local  video  store  or  library  compiling 
lists  of  movies  or  books  you've  checked  out 
in  the  past?  There  is,  I  believe,  tremendous 
validity  to  the  statement  that  all  men  "de- 
serve the  right  simply  to  be  left  alone." 
BILL  JONNARD 
bjonnard@ix.netcom.com 

LESS  THAN  ANGELIC 

With  reference  to  the  ASAP  article  on  angel 
investing  ["Dollars  from  Heaven,"  June  1], 
you  significantly  mischaracterize  my  activi- 
ties by  creating  the  overall  impression  that 
angel  investing  somehow  replaces  venture 
capitalist  participation.  In  the  three  examples 


you  cite,  my  investments  were  either  simulta- 
neous with  or  preceded  major  VC  participa- 
tion. In  the  cases  of  UUNet  Technologies 
and  RealNetworks,  I  introduced  the  firms 
to  Accel  Partners,  who  not  only  invested 
and  made  a  large  return  but  also  materially 
participated  in  building  the  successful  com- 
panies.  My  model  is  "both-and,"  not  "either-  • 
or."  Angels  can  arrive  early  to  the  party, 
but  professional  VCs  are  vital  to  growing 
successful  startups. 
MITCH  KAPOR 
mkapor@kei.com 

Your  article  on  individual  investing  in 
private  companies  is  helpful  in  distinguish- 
ing the  contributions  these  investors  bring  to 
the  table  as  opposed  to  venture  funds.  But, 
please,  help  stop  the  use  of  the  term  "angel" 
in  referring  to  these  private  placement  indi- 
vidual investors.  Not  only  is  it  inappropriate, 
but  it  reads  like  someone  sprinkling  Stardust 
on  a  project  versus  what  is  really  going  on: 
A  real  person  writes  a  real  check  with  real 
money  for  some  type  of  an  equity  stake. 

Since  venture  capitalist  (VC)  as  a  desig- 
nation is  now  generically  used  to  refer  to  the 
large  venture  funds,  I  use  the  term  "venture 
individual"  (VI)  to  indicate  individuals 
investing  in  private  deals.  This  term  more 


accurately  describes  the  type  of  investment 
and  the  entity  signing  the  subscription 
agreement  and  presenting  the  check. 
PHILLIP  G.  SMITH 
Bloomington,  Minnesota 


HARSH  WORDS 

In  "Dollars  from  Heaven:  The  World's  First 
VC"  [June  1],  you  state, "Two  decades  later, 
Rickenbacker  squandered  his  fleet  budget  or 
the  Lockheed  Constellation  instead  of  the 
newer  Boeing  707."  I  would  submit  that  youi 
use  of  the  word  "squandered"  is  too  harsh  in 
describing  Rickenbacker's  decision  to  use 
Rockefeller  financing  to  purchase  the  new 
Electra  aircraft. 

Consider  the  times.  The  Electra  was 
more  efficient  and  virtually  just  as  fast-oper 
ating  on  Eastern's  short-haul  route  system 
as  the  pure  jets  and  was  financially  justified 
as  the  logical  transition  from  piston  power 
to  the  jet  age.  The  same  justification  was 
used  by  American  Airlines,  which  also  pur- 
chased the  Electra.  However,  Eastern's  deci- 
sion did  lead  to  its  decline  in  the  Miami-to- 
New  York  passenger  market  and  ultimately 
to  the  removal  of  Rickenbacker  because  of 
failing  P&Ls. 
JACK  S.  MEADE 
jsmeade@aol.com 


Fairfax  County  is  home  to  more  than 
2,000  leading  information  technology  companies. 


rrr 


In  a  world  where  technology  changes 
overnight,  there's  one  place  where  the 
conditions  for  change  never  change  a  bit. 
Where  companies  like  Cable  &  Wireless, 
Oracle,  Nextel,  Concert  and  Network 
Solutions  can  count  on  access  to  three 
major  airports.  Where  the  schools  are 
among  the  nation's  best.  Where  the 
world's  largest  customer  for  information 
technology,  the  federal  government,  is 
right  next  door.  Want  to  change  the 
face  of  information  technology?  Then 
change  your  business  address.  Call 
us  at  703-790-0600  or  visit  our 
Web  site.  And  join  us  in  Fairfax  County. 


FAIRFAX  COUNTY,  VIRGINIA.  HOME  OF  THE   1998  WORLD  CONGRESS  ON  INFORMATION  TECHNOLOGY. 


www.FairfaxCountyEDA.org 


tough    customer. 


£Aj  From  boulevards  to  back  roads .  For  legions  of  motorcycle 
enthusiasts  nothing  evokes  the  rugged  spirit  of  America  like 
the  thunder  of  a  Har  ley  -  Davids  on*'.  5A  Rockwell  automation 
systems  help  ensure  the  uncompromising  standards 
of  the  Harley  engines  whose  sound  now  excites  the 
imagination  of  a  new  generation  of  riders.  wDOJ  Just  as 
the  successes  of  so  many  other  equally  demanding 
customers  resonate  with  innovative  answers  from  Rockwell. 
MS  Whether  it's  the  semiconductor  chip  that  lets  a 
digital  cellular  user  finish  a  long  day's  business 
on  a  single  battery  charge.  |\|^fl  The  avionics  that  guide 
an  airliner  to  a  fog-shrouded  island  using  satellite  and 
microwave  technology.  /JQJj  Or  the  call  center  technology 
that  helps  a  small  manufacturing  firm  handle  customer 
inquiries  as  efficiently  as  a  Fortune  500  company. 
Bold  ideas  for  those  who  refuse  to  conform  to 
the  status  quo.  \^M  Because  whatever  your  business, 
the     bottom     line     is     this.    \j9r    you   succeed.      We   succeed. SM 


Rockwell 


Electronic  Controls   and  Communications 
www . rockwell . com 
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US/ 


US  internetworking,  Inc. 

is  pleased  to  announce  the  sale  of  a  minority 
interest  in  our  company  to: 

LIJOMEST 

INTERPRISE  NETWORKING 


USi  welcomes 
JOSEPH  R.  ZELL 

President  of  U  S  WEST  1NTERPRISE  Networking 
to  our  Board  of  Directors. 


Delivering  Internet  Computing  Services" 
to  enterprise  customers  worldwide. 


One  USi  Plaza,  Annapolis,  Maryland  21401-7478 
www.USinternetworking.com 
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THE  COKE  OPTION 

Jeffrey  Bonar  would  have  been  much  better 
off  had  he  taken  five  options  of  Coca-Cola 
stock  ["You  Know  Your  Startup  Will  Fail 
When ... ,"  June  1  ] .  In  the  past  five  years, 
there  have  been  two  stock  splits,  and  another 
is  coming.  The  company  [will  have]  the 
second-highest  market  cap  in  the  country 
(after  Microsoft  gets  nailed).  For  a  Coke 
shareholder,  things  are  pretty  good. 
HENRY  STEIN 

Director,  Corporate  Customer  Development 
Minute  Maid  Company 
fhas50@classic.msn.com 

A  WORTHLESS  RAG 

Hey,  great  call  on  Smart  Modular  Tech- 
nologies. It's  only  down  60+%  after  your 
February  23  "Dynamic  100"  issue.  Now  I 
know  why  I  should  never  listen  to  magazines 
like  yours.  CEO  Ajay  Shah  really  blew  all  his 
credibility  with  Wall  Street  after  his  second- 
quarter  report.  The  money  I  have  lost  on 
Smart  Modular  Technology  could  buy  me 
and  100  friends  lifetime  subscriptions  to 
your  worthless  rag. 
DONALD  FAGAN 
tt@infobeat.com 
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COVER  UP! 

Your  cover  [June  1]  with  the  young  woman 
in  hip-huggers  outfitted  with  a  strategic  tat- 
too on  her  tummy,  orange  hair,  and  finally, 
the  coup  de  grace,  this  bizarre  contraption 
with  a  PalmPilot  and  some  fake  remote 
control-looking  thing  glued  to  it  is,  well,  just 
plain  stupid.  Is  this  woman  supposed  to  rep- 
resent the  average  21st-century  purchaser 
of  personal  technology?  I  might  forgive  a 
mag  like,  well,  Wired  in  attempting  some- 
thing this  ridiculous,  but  not  Forbes  ASAP. 
MIKE  COUGHLIN 
userbosco@series2000.com 

REAL  PLANE  FACTS 

Robert  Mamis  was  clearly  seeking  to  start 
his  article  with  an  attention-grabber  ["When 
Chips  Fail,"  June  1  ].  He  found  it  in  the  story 
of  the  1994  China  Airlines  crash  in  Japan. 
(Formerly  a  reporter,  I  covered  the  event 
out    f  Taiwan  —  the  home  country  of  China 
An       v)  Unfortunately,  to  describe  the  cata- 

as  being  caused  by  computers  is  a 
distor         Without  a  host  of  errors  and  a 
great  i        of  negligence  by  the  cockpit  crew, 
the  crash  would  never  have  occurred. 
Numi    >us  tests  indicated  alcohol  in  the 


blood  of  both  the  pilot  and  copilot.  It  is  trui 
that  just  prior  to  the  crash  the  computer  die 
fail  to  respond  to  efforts  to  pull  the  plane 
up.  But  for  Mamis  to  proclaim  the  guilt  of 
the  chips  and  the  programmers  in  this  case 
is  tantamount  to  condemning  a  laptop  com 
puter  for  not  working  after  a  cup  of  coffee 
has  been  spilled  on  its  keyboard. 
GEOFFREY  CHRISTIAN 
gchristi@ball.com 

I  looked  in  your  article  for  the  manufacture 
of  the  China  Airlines  jet  that  crashed  in  1994 
I  did  not  find  it  mentioned.  But  on  the  same 
page  you  discussed  the  automation  of  the 
Boeing  777.  Your  discussion  of  the  777  con- 
cluded with  "Unfortunately,  even  backup  sys 
terns  aren't  foolproof.  Just  ask  the  families  o 
the  264  who  died  in  Japan."  The  strong  impli 
cation  is  that  the  China  Airlines  jet  was  a 
Boeing.  If  it  was  not,  you  have  done  the  Boe 
ing  company  a  great  disservice!  There  is  a 
vast  difference  between  deliberately  designing 
a  system  to  subvert  the  input  of  a  human  pile 
and  the  possible  failure  of  a  backup  system. 
BRANT  M.  MILLER 
brant@compuserve.com 

The  article  regarding  failure  of  chips  implie: 
that  the  China  Airlines  crash  in  1994  was  a  | 
Boeing  bird.  The  China  Airlines  crash 
involved  an  Airbus  A300. 
DONALD  R.  ROGERS,  M.D. 
Anchorage,  Alaska 

ANATOMY  101 

The  June  issue  was  excellent,  especially  the 
expose  of  futuristic  chips  ["Twenty- Five 
Cool  Things  You  Wish  You  Had...  And 
Will"].  But  you  said, "In  the  next  five  years, 
chip-driven  implants  will  fix  numerous 
neurological  disorders  such  as  urinary  incon 
tinence  and  sexual  dysfunction."  The  prac- 
tice of  urology  deals  with  these  problems. 
Neurology  deals  with  such  things  as  epileps 
multiple  sclerosis,  Alzheimer's  disease,  pain 
management,  and  Parkinson's  disease.  An 
easy  way  to  remember  the  difference  is  the 
old  medical  school  rhyme:  "Neurology  deal.1 
with  the  tics;  urology  deals  with  the  — !" 
MARGARET  L.  FRAZER,  M.D. 
Carmel,  Indiana 


Readers  tell  us  what  you  think: 


editor@forbesasap.com 

(650)   637-1987 

One  lagoon  Drive,  Ste.  2S0 
Redwood  City,  CA  94065 

www.forbes.com 
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overnight    success. 


While  others  sleep,  the  FedEx*  fleet  flies  nightly 


from  hundreds  of  airports  all  over  the  globe 


4 


And 


it's  Rockwell  communications,  navigation  and  weather  radar 
systems  that  help  keep  the  planes  of  the  world' s  largest 
express  transportation  company  on  schedule.  C;"^J  But  that's 
not  the  only  way  Rockwell  is  on  board  with  FedEx.  LjJ^jJ  Rockwell 
call  center  technology  helps  expedite  more  than  half  a  million 
customer  requests  a  day.  'j'"""  ,  And  Rockwell  systems  at  FedEx 
world  headquarters  help  move  millions  of  packages  through 
the  night. J   IJ| While  modems  with  Rockwell  semiconductor  chips 


let  countless  customers  track  the  progress  of  their  shipments 

9 

.^  "~ — 

afford    to    stand    still .  £_g^  Because    whatever    your    business, 
the    bottom    line    is    this.     9     You  succeed.      We   succeed. su 


Rockwell 


Electronic  Controls  and  Communications 
www . rockwell . com 


SIEMENS 


Negotiating  little-known  waters,  you  need 
the  right  partner  with  you  at  every  stage. 


Siemens  Microelectronics  is 
your  partner  for  every  stage  of 
design  and  delivery. 

Dedicated  to  investing  time  and  resources 
to  build  lasting  relationships,  we  stay  with 
you  from  start  to  finish.  This  ensures  opti- 
mized solutions  for  all  your  future  designs 
— no  matter  how  far  you  want  to  go. 


Our  new  system  solution  centers  offer 
local  application  support  when  you  need  it. 

These  new  system  solution  centers  provide 
individual  design  consultation  for 
Automotive,  Communications,  Computer  & 
Periphei       industrial  Control  and  Consumer 
Electrc  lies.  We  work  with  you,  guiding  you 
through  xn  range  of  products  to  find  the 
perfect .  olution  for  your  application. 


Our  network  of  wordwide  fabs  provide 
added  resources  that  make  it  possible  fc 
us  to  deliver  solutions  when  and  where 
you  need  them.  In  fact,  our  new  US  fab 
with  ,25um  technology  is  an  example  of 
our  commitment  to  more  readily  availabl 
local  resources.  So  you  can  be  sure  that 
Siemens  will  always  be  there  to  meet 
your  growth  and  time-to-market  needs. 
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nunications 

■ternetworking  ICs 

ber  Optics/Lasers 

:  Discretes  &  Wireless  ICs 

Dtocouplers-SSRs 

ON  ICs 

apacitors/SAW  Filters 


Automotive 

•  Smart  Power  ICs 

•  Discretes 

•  Microcontrollers 

•  Display  Indicators 

•  Thermistors/Varistors 


Computer  &  Peripherals 

•  DRAMs/Modules/SGRAMs 

•  Embedded  DRAMs 

•  Microcontrollers 

•  Custom  Optoelectronics 

•  Discretes 

•  Smart  Power  ICs 

•  Inductors 


Industrial  Control 

•  Display  Indicators 

•  CAN  Microcontrollers 

•  Optocouplers 

•  Smart  Power  ICs 

•  Ferrites 


Consumer  Electronics 

•  HDTV/SDTV 

•  QAM/QPSK  Processors 

•  Picture-in-picture 

•  Smart  Card  ICs 

•  Multimedia  Cards 

•  Passive  Components 


dvance  technology  leadership  means 
i  wre  innovative,  integrated  products. 

iemens  has  consistently  achieved  techno- 
igical  firsts  through  our  ongoing  R&D 
fforts.This  is  exemplified  in  our  leadership 
i  products  such  as  advanced 
iternetworking  ICs,  Smart  Card  ICs, 
licrocontrollers  and  DRAM  Technology. 


This  wealth  of  knowledge  is  leveraged  by 
years  of  experience  in  system  application 
solutions.  Our  engineers  have  worked 
closely  with  some  of  the  world's  largest 
and  most  demanding  customers,  giving  us 
the  ability  to  better  understand  and  meet 
your  individual  application  needs. 

For  a  smoother  journey  for  your 

next  design,  let  Siemens  be  your  guide. 


To  discover  how  we  can  help  you  with 
our  range  of  products,  visit  our  website. 

www.smi.  siemens.com 
or  call  1-800-777-4363 


Siemens  Microelectronics,  Inc. 

Your  partner  for  winning  solutions. 


Take  Your  Business  To   ft  Better  Place 
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Welcome  to  the  ultimate  place  to  work.  The  Networkplace. 
Where  ideas  are  shared.  Knowledge  flows  freely.  And  Sharp's 
advanced  new  digital  document  systems  keep  everything 
moving  at  light  speed. 

The  Sharp  Imager  series  delivers  reliable  digital  copying 
with  remarkable  clarity  at  28  or  33  pages  pe:  minute.  And  the 
versatile  Imager  turns  into  an  ultra-efficient  wc:!  group  laser 


printer  with  multiple  finishing  options  such  as  stapling  01 
sorting  right  from  your  desktop.  You'll  see  productivity  soar.  / 
Sharp  takes  your  business  to  a  better  place.  The  Networkpl; 
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©1998  Sharp  Electronics  Corporation.  In  the  future,  the  Sha 


io  'Tijny  popular  operating  systems  and  protocols  using  an  optional  printer  cont- 
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A  FRACTURED  EXISTENCE 


CURE  MATHEMATICIAN  FIGHTS  FOR  SUCCESS 


What's  better  than  reading 
about  the  Edisons  of  the 
digital  age?  Reading  about 
its  poor  failed  geniuses  — 
those  pioneers  who  had 
some  fundamental  insight 
and  then  were  unable  to  capitalize  on  it. 
Either  because  of  poor  timing  or  lack  of 
financial  acumen  or  just  plain  bad  luck, 
their  breakthroughs  and  their  names  are 
forever  relegated  to  oblivion. 

At  the  moment,  Michael  Barnsley  is 
caught  between  obscurity  and  fame.  His 
hopes  for  prominence  are  riding  on  an 
intellectual  breakthrough  he's  made:  a 
new  way  for  computers  to  "understand" 
and  deliver  images,  which  could  revolu- 


tionize how  we 
store,  retrieve,  and 
even  think  about 
information. 

No  one  disputes 
that  Barnsley,  born 
in  Folkestone,  Eng- 
land, is  a  genius: 
Only  a  genius  could  have  developed,  at 
the  age  of  15,  an  experiment  to  find  evi- 
dence of  God  in  the  human  brain.  By 
1972  he  had  a  B.A.  in  mathematics  from 
Oxford  and  a  Ph.D.  in  theoretical  chem- 
istry from  the  University  of  Wisconsin. 

But  it  was  in  1988,  while  a  mathemat 
ics  professor  at  the  Georgia  Institute  of 
Technology,  that  he  made  his  big  contri- 


"Anyone  at  any  time 
can  completely 
change  the  computer 
industry." 


bution.  At  the  time, 
Barnsley  did  not  like 
the  way  computers 
reproduced  images 
and  set  about  to 
change  it. 

The  human  eye,  he 
says,  sees  the  world  in 
patterns.  It  sees  a  single  basic  line  and  then 
adds  together  all  these  lines  to  see  a  larger 
object.  Computers,  on  the  other  hand, 
produce  pictures  by  analyzing  millions  and 
millions  of  dots,  or  pixels.  When  all  these 
dots  are  put  together,  like  one  of  Seurat's 
pointillist  paintings,  they  create  an  image. 

To  Barnsley  this  approach,  which  he 
calls  "pixel  bashing."  was  cumbersome.  ^ 
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@WOrk  WITH  A  HEAD-HUNTING  RABBI 


Matchmaker, 


Working  as  an  executive  recruiter  for  the  Cleveland-based  search 
firm  Christian  &  Timbers  may  seem  like  an  odd  second  job  for  a 
rabbi.  But  for  Bruce  Abrams,  who  recruits  mostly  for  high  tech 
Israeli  startups,  it  couldn't  be  more  natural. 

"As  a  rabbi,"  he  says,  "I  try  to  resolve  family 
relationships  that  have  gone  bad.  For  example, 
you  have  two  brothers  who  are  partners  in  a 
family  business.  One  brother  becomes  the  domi- 
nant player  in  the  business  and  the  other  brother 
becomes  disgruntled.  Often,  one  of  the  brothers 
won't  show  up  at  a  funeral  or  wedding  because 
he  feels  he  isn't  successful  enough  in  the  eyes 
of  the  family  or  he  isn't  getting  the  respect  from 
his  family  that  he  deserves.  When  something  like 
this  happens,  I  appeal  to  the  brother's  sense  of 
morality:  He  needs  to  do  the  right  thing  —  what 
is  best  for  the  family. 

"Now,  this  may  not  seem  obvious,  but  this 
relates  to  startups.  Think  of  a  startup.  For  the 
founders,  the  startup  is  like  a  baby  that  they 
have  nurtured  and  helped  to  grow.  I've  even  heard  entre- 
preneurs say  that  their  company,  their  baby,  is  more  impor 
tant  than  their  family.  I  don't  necessarily  agree  with  that, 
but  I've  heard  people  say  it. 


Make  Me  a  Match 


"There  is  almost  always  a  leadership  issue  when  the 
company  needs  [to  move  toward]  professional  leader- 
ship. This  can  be  a  difficult  transition  for  the  founders. 
Not  all  founders  can  do  it. 

"Just  like  in  a  family,  a  founder  some- 
times has  to  step  down  for  the  greater  unity 
and  greater  good  of  the  company.  This 
is  the  kind  of  thing  I  have  to  say  to  the 
founders:  'Do  you  want  to  run  a  business, 
or  do  you  want  a  lifestyle  company  that 
inflates  your  ego?' 

"Another  thing  that  is  important:  There  is 
a  little  bit  of  intuition  in  this  [head-hunting] 
business.  As  a  rabbi  I  have  dealt  with  a  lot  of 
people  in  a  lot  of  different  and  difficult  situ- 
ations. This  has  really  helped  me  develop  a 
sense  of  whether  a  person  is  the  right 
one.  Do  they  fit  with  the  team? 

"When  I'm  looking  for  a  great  executive, 
I'm  looking  for  a  mensch  —  someone  who 
is  inner-directed,  high  integrity,  word  is  their  bond.  They  have 
to  want  to  be  in  the  game.  They  have  to  want  to  win.  Intelli- 
gence, intensity — those  things  are  givens.  Without  those,  they 
won't  even  get  in  the  door." —  Geoff  Baum 


Grooming  CEOs  Finding  the  right 
CEO  is  like  finding  the  right  mate: 
Both  require  real  chutzpah. 


BARNSLEY 


A  high-resolu- 
tion image 


requires  tons  of  pixels  and  hefty  computer 
power  ("As  you  double  the  area  of  the  pic- 
ture, you  have  to  quadruple  the  computa- 
tion power,"  he  says).  Low-resolution  images 
are  quicker  and  easier  to  deal  with  but  not 
is  pretty  to  look  at.  Why  not,  Barnsley 
asked,  have  a  computer  see  and  under- 
stand an  image  like  the  human  eye  does? 

The  way  to  do  this,  he  knew,  was 
through  fractals,  an  obscure  field  of  math- 
ematics that  uses  the  idea  of  recurrent 
patterns  to  describe  such  real-world  objects 
as  clouds  and  ferns.  If  a  simple  formula 
can  describe  any  triangle,  then  why  can't 
a  "simple"  mathematical  formula  describe 
k  tree? 

In  1988,  with  the  aid  of  a  dream  in 
which  the  tangled  wires  of  a  switchboard 
fnagically  became  untangled  through 
'ecurrent  patterns,  Barnsley  found  that 
formula  and  was  able  to  convert  a  pixel- 
based  image  into  a  fractal  image.  He 
pained  this  mathematical  procedure  the 
"fractal  transform."  Over  the  years, 

se  of  this  insight,  he  has  received 
ai    .  *!ades  from  colleagues  across  the 

as  well  as  awards.  His  name  was 
on    :-,.mrlipH  ahont  for  a  Nohpl  Prize. 
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In  1987  he  cofounded 
a  company,  Iterated 
Systems,  and  did  what 
no  one  had  ever  done 
before:  produce  com- 
mercial products 
using  fractal  mathe- 
matics. His  Atlanta- 
based  company  has 
produced  products 
that  allow  graphic 
artists  to  move  images 
more  quickly  and  eas- 
ily over  networks  and 
then  output  the  images 
at  many  resolutions  on 
many  devices.  On  the 
whole,  these  non-Inter- 
net products  have  met 
with  enthusiasm.  They 
have  garnered  awards 
and  have  been  called  "extremely  prom- 
ising" and  "revolutionary"  by  users 
and  analysts. 

But  Barnsley's  place  in  history  is  far 
from  assured.  He  has  the  daunting  task  of 
cajoling  an  entire  Internet  industry  to 
change  from  pixels  to  fractals  —  not  an 
easy  i  .  ;   given  that  the  industry  has  spent 
hu        .ds  of  billions  on  its  pixel-haspd 


THE  PATH  MOST  TRAVELED 


The  ratio  of  acquisitions  to  IPOs 


'92 


93 


'94 


'95 


'96 


'97 


'98* 


In  search  of  capital  and  liquidity,  companies  in  ever  greater  numbers 
have  bypassed  the  IPO  route  in  favor  of  mergers  and  acquisitions. 

'Projected.  Includes  IT.  telecommunications,  and  digital  media.  Source  Broaowv.  Associate 


technology  Currently,  all  computer 
images  —  from  the  nudie  pictures  on  th< 
Web  to  flying  screensaver  toasters — are 
produced,  represented,  and  transmitted 
using  pixel-based  technologies.  The  odd 
then,  are  stacked  against  him.  "General.; 
says  Richard  F.  Tusing,  who  worked  witl 
Iterated  as  head  of  MCI's  emerging  tech 
nologies  department,  "people  aren't  will 
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In  90  days, 
MJ  Designs  got 
integration  for 
its  business  and 
a  foundation  for 
the  future. 


It  only  took  nine  weeks 
for  Capstone  Turbine 
Corporation  to  get  a 
flexible,  responsive 
IT  system  to  handle 
rapid  growth. 


SAP    K   3    is  the  most  powerful  business  application  software  solution  you  can  get,  and  now  you 

can  get  it  faster  than  ever.  Using  the  provan  AcceleratedSAV  implementation  methodology, your 

company  can  start  working  better,  faster  and  smarter,  sooner  than  ever.  SAP  professionals 

and  over  75  AcceleratedSAP  partners  will  provide  the  expertise  and  know-how  to  help 

you  go  live  within  the  budget  and  time  goals  that  you  set.  It's  a  combination 

of  resources  that  works.  In  fact,  over  300  customers  have  successfully  used 

AcceleratedSAP.  And  they're  all  more  efficient,  more  productive  and  more 

competitive  as  a  result.  So  before  you  choose  between  getting 

the  most  powerful  software  tor  your  business,  and  the  most 

manageable  software  to  implement,  why  not  have  both? 


For  more  information,  visit  us  at  www.sap.comlusalasap  or  call  1  -800-2 83-1SAP. 


TfwSAt* 


AcceleratedSAP  is  a  component  of  TeamSAP, "  the  coordinated  effort  of 
people,  processes  and  products  required  to  deliver  taster  business  results. 


.4  Better  Return  On  Information. 


OirtlU  'Ji 


MICROSOFT  TO  THE  LEFT;  JUSTICE  TO  THE  RIGHT 


Apparently  Microsoft  and  the  Justice  Department  aren't  as  far  apart  as  we  have  been 
led  to  believe.  In  an  office  building  in  San  Francisco,  in  fact,  they  are  neighbors  — 
just  down  the  hall  from  each  other.  A  sign  points  visitors  in  the  right  direction.  We 
wouldn't,  after  all,  want  Janet  accidentally  walking  in  on  Bill,  now  would  we? 


Q    k   T\  kl  PT  F  W- to  make  a  transfor" 
D  A  K  il  U  L  L  I     mation.  It  doesn't 
make  any  difference  if  the  math  is  better." 

This  could  explain  why,  even  though  it 
has  been  around  1 1  years,  Iterated  generated 
only  $9.5  million  in 
revenue  last  year. 
(That  the  company  is 
currently  listed  on  the 
Oslo  Stock  Exchange 
can't  help  much  either.) 

But  what  if  Barns- 


ley  and  Iterated  are 
successful  in  trans- 
forming how  comput- 
ers deliver  images? 
Where  does  this  revo- 
lution ultimately  take 


Eye  See  Barnsley's  fractal  technology  could 
ultimately  lead  to  computers  seeing  the  world 
morp  like  thp  human  pyp  Hops 


us?  "In  my  role  at  MCI,"  says  Tusing,  "I  met 
with  a  lot  of  academicians.  The  reason  Michael 
is  rare  is  because  of  how  deep  his  model  goes. 
He  could  fundamentally  change  how  we  live, 
love,  and  work."  If  adopted,  Barnsley's  fractal 
technology  could  ultimately  lead  to  quicker, 
clearer  images  sent  over  the  Internet  and  to 
small  wireless  devices  such  as  PDAs,  says 
Tusing.  It  could  also  lead  to  a  brand-new  type 
of  digital  camera  —  many  times  better  than  the 
current  breed  on  the  market.  In  the  longer 


term,  if  computers  see  images  more  like  the 
human  eye  does,  then  they  could  recognize  an 
image  of  Bill  Clinton,  whether  young  or  old,  in 
a  compromising  position  or  not.  This  could 
lead  to  an  entirely  new  way  to  search  the 
Internet  —  through  pictures 
instead  of  keywords.  This,  in 
turn,  would  change  how  we  store 
and  think  about  information. 
Even  further  out,  if  a  computer  is 
able  to  see  more  like  the  human 
eye,  then  HAL-like  artificial  intel- 
ligence takes  another  step  closer 
to  reality. 

This  revolution,  at  least  in 
its  fractal  form,  won't  take  place, 
however,  if  Barnsley  and  Iterated 
aren't  able  to  win  over  the  indus- 
try with  good  marketing  and  a  little  luck. 
And  if  his  revolution  never  arrives,  then 
Barnsley  will  join  the  ranks  of  forgotten 
geniuses. 

For  his  part,  Barnsley  doesn't  like  to 
hear  such  talk.  "Anyone  at  any  time,"  he  says, 
"can  completely  change  the  computer  indus- 
try." The  brightest  ideas  can  be  transmitted 
over  the  network  and  transform  the  world 
overnight.  "It's  the  democratization  of  the 
imagination." —Eric  W.  Pfeiffer 


YOU'RI 
FIRED 

(WE  HOPI 

Bad  Analys; 

In  the  spirit  of  fair  play 
we  decided  to  analyze 
analysts.  We  talked  to 
number  of  mutual  fum 
managers  and  technok 
stock  watchers  to  see 
which  tech  analysts  tht 
like  to  run  off  the  Stret 
Here's  what  they  said: 

Krishna  Shankar,  the 

San  Francisco-based 
analyst  at  Donaldson, 
Lufkin  &  Jenrette., 
generally  too  descript 
and  not  analytical 
enough... was  bullish 
on  AMD  when  the  ch 
maker  was  consistent! 
losing  money  last  yea 
was  also  negative  on 
Intel  when  it  was  a 
rising  star. 

John  Lazlo  at  Paine 
Webber...  stretched  to 
thin... not  up-to-date 
with  the  companies 
he  follows. 

George  Kelly  at  Morg 
Stanley  Dean  Witter- 
too  Cisco-centric. 

Tony  Langham,  form< 
at  NatWest  Securities 
recommendations  of 
Motorola  sound  like ; 
stuck  record. 

Joe  Bellace  at  Merrill    | 
Lynch. ..too  cursory  i 
his  analysis  and  not 
anticipatory  enough. 

Christopher  Stix  at 
Cowen  &  Company., 
made  poor  calls  on 
3Com  and  Bay  Net- 
works...jumps  to  cor 
elusions  too  easily 

—  Will  Merri 
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if  you're  making  energy  decisions  energy  information  services.  Get  your  should  be  doing,  too.  In  fact,  we're  adding 
hout  detailed  usage  information,  you're  energy  usage  profiles,  24  hours  a  day.  ^^  nearly  100,000  meters  a  month  to  the 
bably  paying  too  much.  That's  why  you  need        And  use  this  information  to  run  ^^^  over  one  million  meters  already 

llN'ets  online  meter  reading  technology.        your  business  more  efficiently     data   systems     online    across    the    country. 
cause  now  is  not  the  time  to  be  ^5|     and    cost    effectively.  So  before  you  jump  to  conclusions 

It's  exactly  what  about  your  energy  needs,  visit  our  website, 
more  and  more  forward-  www.myEnergyInfo.com,  for  a  free  demo, 
thinking  businesses  are  Or  call  us.  And  get  the  information  you 
doing.  And  what  you         need  to  be  a  smarter  energy  buyer. 


usting  energy  playing  games. 

Once  we  connect  your  meter(s) 

our  network,  you'll  have  online 

cess  to  a  world  of  invaluable 


myEnergylnfo.com    — SSi 


Get  online  access  to  your 
energy  usage  profile— 24  hours  a  day. 


98  GdlNet  Dau  Systems 


com       125  SHOREWAY  ROAD    SAN  CARLOS    CA    94070 


inm.'ii 


Shelf  Life 


WHAT  TECHNOLOGY  IS  HOT? 

WHAT'S  NOT? 


ROGER  McNAMEE 

Founder  of  investment  firm 

Integral  Capital  Partners... 

before  that,  managed  the 

Science  &  Technology  Fund 

at  T.  Rowe  Price. 

Favorite  technology:  "I  love 

my  AxSys212  amplifier  [man- 
ufactured by 
Line  6].  It's  all 
digital;  it's  totally 
awesome.  I  can 
create  any  guitar 
sound.  It's  prob- 
ably the  most 
tremendously 
gratuitous 

technology  lying  around 

my  house." 

Least  favorite:  "Windows. 

It  doesn't  float  my  boat. 

It's  not  personal.  Java's 

aggravating — the  hype  is 

so  out  of  control." 


JOE  NACCHIO 

President  and  CEO,  Qwest 
Communications,  the  new 
darling  of  the  information 
revolution. 
Favorite  technology: 
"My  wide-screen  TV 
with  800  channels.  I've 
got  to  be  honest:  If  the 
channels  were  on  a  PC, 
I  wouldn't  watch.  There's 
something  I  like  about 
flopping  down  on  my 
couch  and  putting  my 
feet  up." 
Least  favorite: 
"A  laptop;  it's 
cumbersome. 
When  I  put  one  in 
my  briefcase,  it  feels  like  I'm 
carrying  a  brick.  Also  email. 
It  depersonalizes  relationships. 
The  phone  is  a  better  tech- 
nology for  relationships." 


DOUGLAS  COUPLAND 

Author  famous  for  capturing 
the  tech  culture  in  Micro- 
serfs.  ..most  recent.book  is 
Girlfriend  in  a  Coma. 
Favorite  technology:  "FedEx— 
I  feel  like  I'm 
putting  the 
FedEx  kids 
through  college. 
I  went  from 
one  a  week  to 
one  a  day.  I'm 
a  FedEx  junkie." 
Least  favorite: 
"The  fax  machine.  It's  Satan's 
gopher  —  it's  evil.  People 
only  send  faxes  when  they 
want  to  suck  labor  out  of 
you,  such  as:  'We  need  this 
form  filled  out  and  sent  to 
Sheri  in  payroll  by  4  p.m.'  I 
also  have  a  love-hate  rela- 
tionship with  AOL." 


ALAN  DERSHOWITZ 

Defense  atttorney  and  profes-J 
sor  at  Harvard  Law  School . 
famous  former  clients  include! 
Claus  Von  Bulow,  Mike  Tysonjj 
and  Michael  Milken. 
Favorite  technology:  "Satellite| 
telephones.  I  was  on  a  cruise 
recently  and  I  had  to  be 
reached.  I  mean,  I  have  people! 
on  death  row.  Also,  I  have 
something  called 
a  'bat  phone.'  It's 
reserved  for  my    Jjjjj 
children,  wife,  and 
mother.  They  are  the  only 
ones  that  have  the  number.  It's! 
just  a  regular  cordless  phone."! 
Least  favorite:  "Ringing  cell 
phones.  I  hate  when  you're 
at  the  symphony  and  beeps 
go  off.  I  hate  things  that  go 
'buzz'  in  the  night." 

—  Carol  Pickering 


T  H  E  N  E  XT  NETWORK 


One  of  the  original  builders  of  the  Internet  builds  another 


Douglas  Van  Houweling 
is  CEO  of  the  Washing- 
ton, D.C.-based  Univer- 
sity Corporation  for 
Advanced  Internet 
Development,  a  non- 
profit government/ 
university  partnership  that  is  building  the 
second  generation  of  the  Internet.  Internet! 
will  offer  the  country's  most  prestigious  uni- 
versities quicker  networking  capabilities  and 
fancy  new  applications  for  cutting-edge 
research.  By  using  his  powers  of  persuasion, 
Van  Houweling,  who  helped  build  the  first 
Internet,  has  managed  to  convince  private- 
industry  leaders  to  join  the  partnership. 

ASAP:  Why  would  a  for-profit  company 
i~>out  new  applications  and  a  new 
that,  at  least  initially,  benefits 
universities? 

Van  Houweling:  Because  the  project  will 
ti  tnsform  the  Internet  into  an  even  more 
|  ■<]  id  pervasive  network.  As  that 


happens,  substantial  business  opportuni- 
ties will  be  generated. 
ASAP:  Like  what? 

Van  Houweling:  Well,  for  instance,  appli- 
cations that  enable  instant  access  to  multi 


ledia  communications  and  virtual  reali 
These  new  applications  will  enable  sever 
people  at  different  locations  to  work 
together  in  one  virtual  "conference  roon 
It  will  enable  reception  and  storage  of 


THF  ROTH  WAY  ,nvestinS  Pre-'po  shares  into  an  IRA 

I  k    i\  Vr  I  I  *     If  ^  I      Employees  of  startups  may  be  the  biggest  win- 


lggest 


ners  with  the  new  tax-free  Roth  IRA.  Under  current  laws,  these  employees  can 
take  $2,000  in  cash,  put  it  into  their  IRA,  and  then  use  this  money  to  purchase 
shares  in  their  private  companies.  So,  what's  the  big  deal? 

Well,  consider  employees  at  Cisco  Systems,  pre-IPO,  who  purchased  400  share: 
at  $5  a  share  (a  fair  market  value  back  in  the  '80s).  Today  they  would  be  the 
proud  owners  of  nice  little  nest  eggs.  How  nice?  $1.57  million  —  all  tax  free. 

Of  course,  there  are  a  couple  of  caveats.  Whether  or  not  nest  eggs  hatch  is 
a  matter  of  luck  and  timing.  Namely,  does  the  company  go  public  or  is  it 
bought  by  a  larger,  deep-pocketed  one?  Also,  that  initial  $2,000  worth  of  pri- 
vate stock  may  need  to  be  appraised  by  an  independent  appraiser,  just  to  stay 
out  of  harm's  way  (the  IRS).  And  these  appraisers  don't  come  cheap.  Fees  can 
range  from  $400  to  more  than  $1000,  and  no,  in  most  cases  it  isn't  tax 
d  'luctible  —  we  checked.  — Rodes  Fishburn 


III 

Iff 
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moving  presentations 

by  design 


lacoHiwcinLWiw 


The  features  you  need.  The  size  you  . 

It's  ultra-powerful.  It's  ultra-portable.  It's  the  personal 
projector  that  packs  a  big  punch  into  a  small  package.  500 
ANSI  lumens.  2,000  hour  high-performance  lamp.  Zeiss  optics. 
pounds.  Vibrant  SVGA  800  x  600  resolution.  Power  zoom  lens.  And  simple  plug-and- 
y  operation  thanks  to  color-coded  connections  and  auto  synching. 

ove  ahead  with  the  no  compromises  personal  projector. 

p  on  the  train.  Catch  a  plane.  Toss  it  in  your  trunk.  At  less  than  ten  pounds  light,  the 
'aportable  DAVIS  DL450  travels  easily,  side-by-side  with  your  laptop  in  our  own  dual 
rying  case.  What  could  be  better  than  that?  Get  your  presentations  moving  today 
:h  the  DAVIS  DL450. 

ove  fast!  Call  888-798-9998  ext.  1  33  for  the  dealer 
rarest  you.  Or  visit  www.davisna.com 
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Richest 
Americans 
in  History 

HOW  OUR  TECH  TITANS  STACK  UP 

0 


5  Andrew  Carnegie  (1835- 
1919)  Wealth:  0.60%  of 
the  U.S.  economy.  Started  by 
building  iron  bridges  for  the 
railroads,  then  cashed  in  with  steel. 


6 


Bill  Gates  (1955-)  Wealth: 
0.58%  of  the  U.S.  economy. 

King  of  the  operating  system; 

emperor  of  software. 


9 


f       £4  Steve  Ballmer  (1956) 
|.  ~|      0  I  Wealth:  0.13%  of  the  U.S. 
^^^M    economy.  Microsoft's  key  tacti- 
^••^    cian  ranks  after  George  Wash- 
ington (1732-1799),  who  married  one  of 
the  wealthiest  widows  in  the  nation,  and 
before  Anthony  N.  Brady  (1834-1913), 
who  consolidated  New  York  transit 
systems  and  utilities. 


IJohn  D.  Rockefeller  (1839- 
1937)  Wealth:  1.53%  of  the 
U.S.  economy*  America's  first 
billionaire  —  thanks  to  oil. 


2 


Cornelius  Vanderbilt 

(1794-1877)  Wealth:  1.15% 
of  the  U.S.  economy.  Built  an 
impressive  empire  of  steam- 
boats and  railroads. 


©^John  Jacob  Astor  (1763-1848) 
0  Wealth:  0.93%  of  the  U.S. 
economy.  His  initial  fortune 
came  from  the  fur  trade,  then 
later  in  New  York  real  estate. 


7  Alexander  Turney  Stewart 
(1803-1876)  Wealth:  0.56% 
of  the  U.S.  economy.  Founded 
the  first  department  store  in 
the  United  States. 


8  Frederick  Weyerhaeuser 
(1834-1914)  Wealth:  0.55% 
of  the  U.S.  economy.  Built  an 
empire  on  America's  insatiable 
appetite  for  timber. 


OTHER  TECH  TITANS  IN  THE  TOP  100 


ny.  the 

0 


4  Stephen  Girard  (1750-1831)  Wealth: 
0.67%  of  the  U.S.  economy. 
Made  his  money  in  shipping 
and  later  was  the  largest 
investor  in  the  First  Bank  of 
the  United  States. 


■■'— 
f 


/*^    ^Q  Paul  Allen  (1953- ) 
fr    A    00  Wealth:  0.20%  of  the 

W\r  ^J    U.S.  economy.  The  Microsoft 

^^        cofounder  ranks  just  after 
James  J.  Hill  (1838-1916),  who  built  an 
empire  of  railroads  and  towns  in  the 
Northwest,  and  just  before  Elias  Hasket 
Derby  (1739-1799),  who  made  his  for- 
tune during  the  Revolutionary  War  in 
privateering  and  trade.  Derby  may  have 
been  America's  first  millionaire. 


ff  Michael  Dell  (1965- )  Wealth: 

OO  0.12%  of  the  U.S.  economy.  The 
Dell  Computer  founder  ranks 
just  after  George  Pullman 
(1831-1897),  who  came  up 
with  the  idea  of  sleeping  cars 
in  trains,  and  just  before  Robert  Wood 
Johnson  Jr.  (1893-1968),  who  started 
Johnson  &  Johnson. 

QA  larry  Ellison  (1944-)  Wealth:  0.07% 
7  V  of  the  U.S.  economy.  The  Oracle 
CEO  ranks  before  Captain  Robert 
Dollar  (1844-1932),  who  founded  what 
would  become  the  American  President 

^g^^  shipping  line,  and  after  Ben- 
ff.m  jamin  Franklin  (1706-1790), 
WV^V    whose  wealth  came  from  the 

^Hr^     purchase  of  land. 

"Wealth  figures  calculated  by  dividing  a  person's  total 
wealth  by  America's  GNP  at  the  time  of  the  person's 
death,  or  if  the  person  is  still  alive,  by  1997  GNP  fig- 
ure. Rankings  and  historical  information  from  The 
Wealthy  100  by  Michael  Klepper  and  Robert  Gunther 
(Carol  Publishing  Group,  1996).  Ranking  of  non-tech 
figures  limited  to  only  those  listed  in  The  Wealthy  100. 
The  wealth  calculated  from  the  most  recent  publicly 
available  SEC  filings.  Share  price  as  of  5/21/98.  ■ 


VAN  HOUWELING 


customized  "TV"— 
if  you  want  to  listen 
to  a  keynote  address  at  a  conference  you're  unable  to  attend, 
you'll  be  cble  to  do  it  at  the  time  the  speech  is  delivered  or  watch 
it  after  the  fact.  In  the  retail  sector,  the  creation  of  [new]  appli- 
cations will  allow  you  to  see  how  clothes  will  look  if  you 
purchase  and  wear  them  and  order  them  custom-made. 
ASAP:  Are  there  any  other  reasons  that  for-profit  compa- 
nies should  care  about  what's  going  on  with  Internet2? 
Van  Houweling:  What  we  are  doing  here  is  exemplary  of 
what  21st-century  corporations  are  going  to  need  to  do. 
More  and  more  corporations  need  to  work  in  collabora- 
tion with  each  other  to  accomplish  their  objectives.  In  fact, 
when  I  think  about  my  job,  the  word  "entrepreneur"  works. 
job  is  to  get  all  of  those  folks  focused  on  what  they  can  gain 
t  common  objective  and  signed  up  to  do  their  part. 
A34P:  In  the  past,  you've  said  that  trying  to  organize  the  acade- 
mmunity  is  like  herding  cats.  But  what  is  the  most  difficult 
aspecl       working  with  businesses? 


Van  Houweling:  The  biggest  challenge  is  getting  past  the  "mark 
share"  orientation  to  the  "market  size"  opportunity.  Companies 
expend  substantial  resources  increasing  their  share  of  a  market, 
but  have  a  hard  time  justifying  a  similar  investment  in  increasin 
the  size  of  the  market,  even  though  the  potential  returns  from  i 

larger  market  may  substantiall 
exceed  those  from  gaining  a 
few  percents  of  market  share. 
ASAP:  Besides  increasing  thi 
market,  what  are  some  of  th« 
other  long-term  impacts  of 
Internet2? 

Van  Houweling:  It's  almost 
impossible  to  predict.  I  would  speculate,  however,  that  Internet2 
will  enable  a  new  world  of  human  interaction.  Wherever  you  ar 
on  the  planet,  you  will  be  able  to  be  "with"  anyone  else  on  the 
planet.  1  think  MCI's  advertising  campaign  a  couple  of  years  ag< 
is  very  appropriate.  "What  will  the  world  be  like  when  there  is 
no  'there,'  only  'here'?" —  Interview  by  Eric  W.  Pfeiff 


Internet2  will 
create  substantial 
new  business 
opportunities." 
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>,    A  I  understand.  You  really  like  the  gunk  that 
collects  on  the  bottom  of  the  mouse.  Well,  I 
really  like  being  able  to  talk  to  my  computer 
and  have  it  listen.  Have  it  take  dictation,  open  files, 
edit,  create  faxes  and  e-mails — all  with  just  a  word  or  two 
m  me.  Philips  FreeSpeech  '98  software  makes  it  possible.  Call, 
1  free,  1-877-856-4154  or  visit  www.freespeech98.com. 
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WiQ!$  INVESTING 

IN  WHAT  AND  WHY 


S  U  H  AS     PATI  L 


Founder  and  chairman  emeritus  of  Cirrus 
Logic,  a  Fremont,  California-based  semicon- 
ductor company. 

WHAT:  Invested  $1.6  million  in  Right  Works, 
a  San  Jose  software  company  that  automates 
and  streamlines  businesses'  purchasing  pro- 
cesses (i.e.,  "Where  can  I  buy  those  nice  lovely  little  blue  Post-it 
Notes  and  who  has  to  approve  the  purchase?"). 
WHY:  Likes  the  CEO  and  founder,  Vani  Kola,  34.  "She's  a  tremen- 
dous entrepreneur.  All  entrepreneurs  have  to  have  drive,  tenacity, 
and  the  ability  to  think  clearly,  but  Kola  really  rises  above 
the  crowd." 


JERRY     FIDDLER 

Cofounder  and  chairman  of  Wind 
River  Systems,  a  leading  provider  of 
embedded  software  that  makes  cell 
phones  and  cameras  smarter. 
WHAT:  Invested  $225,000  in  Crossbow 


Technology  of  San  Jose,  which  aims  to  revolutionize  embedded) 
sensors.  Customers  include  Amtrak,  which  is  installing  thel 
sensors  on  trains  to  keep  them  from  going  off  the  tracks. 
WHY:  "I  love  the  business,"  he  says.  "They're  replacing  chunky! 
mechanical  technology  with  simple  silicon-based  technology."! 

DAVID     HUBER 

In  1994,  founded  Ciena,  which  offers  a  fiber- 
optics  solution  for  increasing  bandwidth... 
after  Ciena's  huge  IPO  last  year,  Huber  can 
afford  to  be  angelic. 

WHAT:  Currently  investing  about  $7  million 
in  Cidra,  a  Wallingford,  Connecticut,  com- 
pany that,  like  Ciena,  uses  fiber-optic  tech- 
nology—  particularly  sensors.  The  sensors  enable  oil  and  ga: 
companies  to  find  and  extract  hidden,  overlooked  reserves. 
WHY:  "Even  though  the  price  of  oil  is  dropping,  the  value 
proposition  for  this  is  enormous.  If  this  can  improve  the  effi- 
ciency [of  oil  wells]  by  just  a  few  percentage  points,  in  theory 
it  would  be  worth  a  lot  of  money."  — Michelle  Jeffen 


A  BRAND-NEW  CAPITALIST 


It's  a  tight  job  market  out  there,  even  for 
venture  capitalists.  Like  everyone  else, 
they've  been  forced  to  look  in  unusual 
places  for  talent,  such  as  at  former  media 
stars  like  Stuart  Alsop  (formerly  at  Inc. 
and  InfoWorld  magazines  and  now  a  VC 


Who  VC  Firms  Are  Hiring  and  Why 


at  New  Enterprise).  Why  would  VCs  hire 
a  media  star?  Because  he  brings  a  great 
Rolodex  and  experience  in  generating 


You  Know  Yoi 

ur  Startup  Wil 

1  fail  When, 

In  1996,  Miami-based  tele- 

i 

from  the  company's  law 

employee  threatened  to 

phony  startup  KapCom 

firm.  The  routine  back- 

file a  sexual  harassment 

Industries  was  just  getting 

ground  check  on  the 

suit.  With  two  major  per- 

on its  feet.  Founder  and 

woman  had  turned  up 

sonnel  snafus  in  one 

then-CEO  Allen  Kaplan 

a  suspicious  Social  Security 

month,  and  a  possible 

placed  an  ad  in  the  Miami 

number  and  contact 

lawsuit  on  the  horizon, 

Herald  for  a  sales  manager. 

address.  The  woman  had 

KapCom's  financial  back- 

Several applicants  responded, 

been  an  international  arms 

ers  lost  confidence  and 

including  a  woman  who 

dealer.  KapCom  immedi- 

backed out  —  permanently. 

sailed  through  six  inter- 

ately rescinded  its  offer 

—  Suzie  Amer 

views  with  flying  colors 

of  employment.  Shortly 

and  was  hired.  Then 

thereafter,  another  newly- 

•  If  you  have  a  startup 
disaster  story,  send  it  to 

Kaplan  received  a  call 

hired —  and  fired  — 

ericp@forbesasap.com. 

visibility.  Such  attributes  are  as  good  as 
gold  as  the  market  becomes  saturated 
with  thousands  of  startups,  each  vying  tc 
be  seen  and  heard  by  the  national  media. 

VCers  also  have  gone  after  former 
headhunters,  such  as  Tim  Haley  of  Instirt 
tional  Venture  Partners  and  David  Beirne 
of  Benchmark  Capital,  for  another  reasor 
"Creating  a  successful  high  tech  company 
is  as  much  about  good  technology  as  goc 
people,"  says  Kathryn  Gould,  who  began 
the  headhunter-turned-VC  trend  in  1989 
when  she  joined  Merrill  Pickard. 

If  the  boom  times  continue,  look  for 
VCs  to  gobble  up  more  headhunter/medi 
types  (say,  headhunter  Ken  Virnig  of 
Devine  and  Virnig).  Then  look  for  VCs  t< 
hunt  down  other  professionals  who  will 
give  them  a  competitive  edge,  perhaps 
business  gurus  such  as  Geoffrey  Moore, 
who,  by  the  way,  is  already  doing  some 
VCing  on  the  side  at  Mohr,  Davidow 
Ventures.  —Eric  W.  Pfeiffer 
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HE  POWER  OF  LIGHT  Internet  traffic.  Video  applications.  LANS.  WANS.  (Whew!)  What's  it  going  to  take 
b  get  you  the  bandwidth  you  need  to  make  it  all  work?  Optical  innovations  from  Bell  Labs.  We're 
ramatically  increasing  the  capacity  of  existing  networks  with 
jdvanced  optical  networking  technology.  Our  new  WaveStar" 
Iptical  networking  system  is  an  entirely  new  level  of  innovation. 
I  delivers  five  times  the  bandwidth  of  today's  commercial 
ber-optic  systems,  without  adding  more  cable.  (That's  enough 
Opacity  to  handle  every  bit  of  per-second  worldwide  internet 
raffic  over  a  single  fiber.)  We  know  how  to  get  you  the 
;andwidth  your  network  needs.  As  much  as  you  need.  Where  you 

eed  it  we  make  the  things  that  make  communications  work. 


Lucent  Technologies 

BeB  labs  Innovations 

600  Mountain  Avenue 

Murray  mil.  NJ  07974-0636 

http.v/vvmv.lucent.com 

1-888 -4 -Lucent 


IB 


Inside  Trader 


MAKUJl 


Treasure 


Hunter 


How  to  capitalize 
when  tech  stocks 

take  a  plunge. 

By  Geoff  Baum 


High  tech  stocks  can  be  a  nasty  place  to 
invest.  Even  as  the  major  market  indices 
cling  tenuously  to  near-record  levels,  many 
tech  issues  have  suffered  unnerving  de- 
clines. On  June  1,  more  than  half  of  the 
companies  listed  on  the  tech-laden  Nasdaq 
exchange  were  down  20%  or  more  from 
their  1998  highs. 

This  volatility  can  be  worrisome.  But 
don't  let  it  scare  you  away.  Technology  has 
powered  the  current  bull  market  and  will 
continue  to  be  the  economic  growth  engine 
in  decades  to  come  (see  this  issue's  cover 
package  on  how  non-tech  companies  use 
information  technology  to  cut  costs  and 
boost  productivity). 

How  can  you  capitalize  on  recent  high 
tech  sector  weakness?  Take  advantage  of  the 
market's  increasingly  unforgiving  attitude. 
These  days,  fickle  investors  react  to  unwel- 
come news  with  a  "punish  now,  ask  ques- 
tions later"  trading  strategy.  Manugistics 
(MANU),  Adaptec  (ADPT),  and  Motorola 
(MOT)  are  only  a  few  of  the  firms  that  have 
seen  their  market  values  plummet  by  30%, 
40%,  or  more  due  to  perceived  weakness  in 
their  business  strategies. 

The  trick  is  to  determine  which  of  these 
are  fading  stars  and  which  are  long-term 
players  with  a  bright  future.  If  you  can  dif- 
ferentiate between  the  two,  the  payback 
could  be  handsome. 

When  an  out-of-favor  company  attracts 
your  attention,  the  first  thing  to  do  is  get  a 
sense  of  its  valuation  relative  to  its  com- 
petitors. After  the  drop,  is  the  stock  really 
as  cheap  as  it  seems?  Get  comfortable  using 
the  Internet  as  a  quick  source  of  informa- 
tion. Two  good  references  are  the  SEC's 
Edgar  archives  (sec.gov/cgi-bin/srch-edgar) 
and  Yahoo's  quote  service  (quote. yahoo 
.com).  Using  these  searchable  sites  you  can 
easily  find  a  firm's  most  recent  10-Q  quar- 
terly statements,  10-K  annual  reports,  DEF 
14A  proxy  filings,  insider  trading  records, 


and  key  financial  indicators.  Start  by  look- 
ing at  the  company's  price-to-sales  ratio. 
Studying  the  price-to-earnings  ratio,  the 
more  commonly  used  indicator,  can  also 
be  helpful.  But  companies  in  trouble  often 
don't  have  earnings  or  can  sometimes 
disguise  earnings  problems  with  tricky 
accounting.  Sales  are  more  difficult  to 
manipulate.  "During  tough  times,  revenues 
are  more  stable,  and  they  are  a  better  indi- 
cator of  long-term  value,"  says  Merrill 
Lynch  computer 
hardware  analyst 
Steve  Milunovich. 

Another  effective 
indicator  of  future 
growth  is  the  amount 
a  company  spends 
on  R&D.  Michael 
Murphy,  editor  of 
the  California  Tech- 
nology Stock  Letter, 
uses  a  price-to- 
growth-flow  ratio 
where  growth  flow 
equals  the  firm's  earnings  plus  R&D 
expenditures.  Says  Murphy,  "R&D  gives  a 
good  indication  of  future  revenues.  Com- 
panies with  a  price-to-growth-flow  ratio 
of  10  or  below  look  cheap."  And  even 
when  earnings  drop  significantly,  the  ratio 
can  still  give  you  a  good  indication  of  the 
firm's  potential. 

Murphy's  price-to-growth-flow  ratio  is 
a  good  initial  indicator  of  value,  but  the 
next  step  is  to  see  whether  the  firm's  R&D 
spending  is  paying  off  in  terms  of  financial 
performance.  Many  companies  that  spend 
heavily  on  R&D  —  Silicon  Graphics,  Xerox, 
and  Apple,  for  example  —  haven't  been 
effective  at  converting  expensive  develop- 
ment projects  into  revenue-generating 
products.  So  check  how  much  revenue  the 
firm  is  deriving  from  its  recent  products  (3 
years  old  or  less),  and  how  that  compares 


A   BETTER 

INDICATOR 

Adaptec 

Applied  Materials 

KLA  Tencor 

Manugistics 

Motorola 

Novellus  Systems 

Oracle 

Seagate  Technology 

Stock 
Performance 

-73% 
-45% 
-61% 
-37% 
-32% 
-46% 
-31% 

Growth 
Flow 

4.66 

Price 
to  Sales 

1.59 

5-Year 
Projected 
Earnings 

23.25% 

22.00% 

22.39% 

47.50% 

8.17 

6.06 

2.17 
2.25 

13.99 
7.92 
7.07 

3.19 

1.00 
1.99 

18.57% 

25.90% 

18.43 

3.63 

24.57% 

-43% 

15.45 

.75 

20.67% 

Stock  performance:  10/10/97  to  6/10/98  Source  for  growth  flow  ratio  California 
Technology  Slock  Letter  Stock  price  for  P/S  ratio  as  of  June  10,  1998.  Source  for  five- 
year  projection:  Zacks  Investment  Research. 

with  its  competitors'  figures.  Murphy  like: 
to  see  a  number  greater  than  50%.  Revenues 
from  newer  products  indicate  a  company  L 
innovative  and  willing  to  cannibalize  its  ok 
products  for  new  growth  opportunities 
That's  a  good  sign. 

If  the  valuation  numbers  satisfy  you* 
delve  further  into  the  company's  operation 
and  strategy.  Find  out  what  originally  scared 
off  investors.  If  you  hit  on  something  tha 
looks  suspicious  —  for  example,  decreasi 
ing  margins  01 
shrinking  marke. 
share  — don't  ig; 
nore  it.  Dig  deepei 
Is  the  firm's  tech 
nology  being  sub 
sumed  into  anothe 
company's  products 
Call  the  investor  re 
lations  departmen 
or  attend  a  share 
holders'  meeting  t< 
hear  how  the  fim 
is  addressing  thes 
problems.  Gaining  familiarity  with  the  com 
pany's  key  executives  may  fill  in  some  of  th 
holes  left  by  your  research. 

Finally,  evaluate  the  company's  long 
term  strategy.  If  you're  planning  to  hoi' 
the  firm's  stock  for  several  years,  yoi 
certainly  want  to  know  whether  the  com 
pany  is  thinking  for  the  long  run  a 
well.  Does  it  have  a  strategy  to  expand  it 
customer  base?  Does  its  vision  match  th 
market?  Has  it  been  successful  in  gettin 
new  customers  and  technology  throug 
mergers?  Have  key  executives  made  sig 
nificant  sales  of  stock? 

If  you  are  willing  to  do  your  homewor 
and  can  stomach  high  tech  volatility,  yo 
can  pick  up  excellent  companies  at  bargain 
basement  prices.  I 


Geoff  Raum.  editor  at  garage.com,  a  startup  capital  fin, 
may  holt!  financial  positions  in  companies  listed. 
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I   FOUND  THIS  ON  THE   INTERNE 


Now  I  make  trades  instead  of  phone  calls. 

At  only  $9.99  per  trade,*  I  get  free  news,  research  and  unlimited  real-time  quotes. 
Making  my  own  investment  decisions  has  never  been  easier. 
Datek  updates  my  account  instantly  and  provides  me  with  what  I  need  to 

manage  my  own  portfolio.. .and  my  broker  wonders  why  I  don't  call  anymore. 


-  *  A:* 


DATEK 

online  www.datek.com 


TRADE    NOW 


*  All  internet  trades  up  to  5,000  shares  are  only  $9.99.  Your  commission  is  waived  if  your  marketable  order  is  not  executed  within  60  seconds.  Some  restrictions  apply.  Please  check  our  website  for  more  details.  Average 
execution  time  on  marketable  orders  is  less  than  10  seconds  (as  of  6/1/98).  Trade  Now  is  a  servicemark  of  Datek  Online.  ©1998  Datek  Online  Brokerage  Services  Corp.,  member  NASD  /  SIPC  /  Boston  Stock  Exchange. 
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Business  solutions 
for  the  fortune  500 


Your  company  isn  t  gigantic,  but  it  isn't  small  cither.  Being  in  the 


middle  can  be  quite  a  challenge.  That's  why  we  created  PeopleSoft 


Select.  Designed  for  companies  like  yours,  it's  a  business  solution 


including  software,  hardware,  and  services.  It  comes  with  the 


Financials,  HR,  and  Distribution  applications  you  need  to  run 


your  business  more  effectively,  and  the  assurance  of  working 


with  industry  leaders.  It  can  change  and  grow  with  you.  And  it's 


directly  supported  by  us.  To  find  out  what  we  can  do  for 


call  1  -888-797-5757  or  visit  us  at  www.peoplesoft.com/500k. 


Microsoft      int^l      COMPAQ. 


We  work  in  your  world. 


BUSINESS  AT  WEB  SPEED 
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Realtor.com  doesn't  exactly  sell  houses.  But  it's  already        IN  0  Ml 

starting  to  determine  who  does  and 

who  doesn't  sell  them. 

By  David  H. 

Freedman 


House  Calls  Realtor.com  founder  Stuart  Wolff  presides  over  a  site  that  logs  some  3  million  visits  a  month  from  prospective  home 
buyers  representing  as  much  as  15%  of  the  market — and  nearly  100%  of  Net-surfing  home  buyers. 


Gaunt  and  flashing  an  awkward 
smile,  Stuart  Wolff  is  standing 
at  the  threshold  of  what  looks 
like  an  upscale  barracks  and  is 
reminiscing  in  shy  tones  about 
a  science  fair  at  his  Oklahoma 
high  school. 

Don't  let  his  manner  fool  you.  Though 
he's  wearing  sheep's  clothing,  the  35-year- 
old  Wolff  is  on  his  way  to  setting  one  of 
the  largest,  most  competitive  industries  in 
the  United  States  on  its  ear.  He  has  already 
changed  the  way  a  sizable  portion  of 
Americans  shop  for  homes.  And  in  the 
coming  years,  most  of  the  rest  of  us  are 
likely  to  discover  that  before  looking  at 
a  house  or  speaking  to  a  real  estate  agent, 
we'll  want  to  see  Wolff  first. 


Or  rather,  his  Web  site.  Realtor.com 
may  be  the  leading  example  of  a  different 
sort  of  Web  model:  one  that  isn't  the  Web 
arm  of  a  conventional  business,  but  at  the 
same  time  doesn't  seek  to  replace  or  even 
compete  with  any  3D  businesses.  Instead, 
Realtor.com  is  attempting  to  insert  itself 
as  a  new  and  essential  front  end  to  the 
conventional  way  of  doing  business,  set- 
ting up  a  dynamic  balance  of  power 
between  the  virtual  and  the  real.  Along 
the  way,  the  Web  site  could  control  the 
means  for  establishing  who  in  the  real 
estate  industry  is  profitable  and  who  isn't. 

Wolff  started  off  in  electrical  engineer- 
ing and  landed  an  important  memory- 
chip  patent  as  an  IBM  researcher. 

Deciding  by  1993  that  he  had  followed 


his  scientific  bent  long  enough,  Wolff 
left  IBM  for  cable  television  giant  TCI, 
where  he  was  placed  in  charge  of  the 
nerdy  counterpart  to  the  entertainment 
deal-making  group:  forging  deals  that 
would  bring  the  company  into  promi- 
nence in  online  commerce  via  interactive 
television. 

Wolff  cast  a  scientist's  eye  over  the 
vast,  unformed  landscape  of  information 
opportunities  and  quickly  came  up  with 
a  theory:  The  road  to  the  greatest  riches 
in  this  business  would  lie  in  the  direction 
of  complexity.  That  is,  you  might  be  able 
to  make  money  selling  widgets  online,  but 
the  big  score  would  be  from  selling  some- 
thing that  baffled,  intimidated,  or  otherwise 
overwhelmed  consumers.  What's  more, 
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the  magnitude  of  the 
opportunity  would  in- 
crease with  the  products 
price,  market  size,  trans- 
action frequency,  feature 
variability,  and  number 
of  intermediaries.  When 
he  sat  down  in  1995  to 
chart  out  U.S.  industries 
on  his  scale,  three  prod- 
ucts and  services  came 
out  on  top:  health  care, 
residential  real  estate, 
and  cars. 

As  anyone  who  has 
ever  bought,  or  tried  to 
buy,  a  home  knows,  pur- 
chasing real  estate  can 
indeed  be  a  confusing 
and  even  frightening  ex- 
perience. To  buy  a  book,  you  pick  it  up 
off  the  shelf  of  a  bookstore  and  pay  for 
it  at  the  cash  register.  With  a  home,  you 
might  search  for  months,  dealing  with  a 
range  of  brokers  and  sellers;  and  when 
you  finally  decide  to  buy,  you've  got  mort- 
gage brokers,  banks,  inspectors,  lawyers, 
insurers,  title  agents,  and  escrow  agents, 
among  others,  to  contend  with.  If  you 
don't  make  your  living  at  it,  it  seems  like 
a  lot  to  learn. 

At  first  glance,  residential  real  estate 
might  seem  well  suited  to  being  sold  on- 
line. There's  a  vast,  constantly  changing 
selection  of  product  with  easily  catego- 
rizable  features  (square  feet,  number  of 
bathrooms,  swimming  pool),  lending  itself 
to  computer  searches.  But  there  are  also 
aspects  to  home  buying  that  speak  against 
it.  For  one  thing,  buyers  tend  to  focus  their 
searches  in  relatively  tight  geographical 
areas,  so  an  online  real  estate  service 
wouldn't  necessarily  be  able  to  offer  a 
greater  selection  of  candidate  homes  than 
a  local  broker.  What's  more,  buyers  want 
to  visit  the  homes  they're  considering  —  a 
virtual  display  might  be  an  effective  teaser 
or  even  first-level  filter,  but  few  people 
would  buy  based  on  one.  Perhaps  most 
problematic,  buying  a  home  tends  to  be 
an  emotionally  charged,  highly  negotia- 
tion-intensive process  in  which  the  aver- 


List  Server  There's  plenty 
of  buying  advice  and  real-estate- 
related  services  on  Realtor.com. 

But  the  real  draw  is  its  list  of  more  than  90%  of  the  1 .3  million  homes  for  sale 
in  the  United  States  at  any  one  time.  Competitors  can't  even  come  close. 

age  buyer  requires  a  good  deal  more  sup- 
port and  advice  than  could  realistically  be 
provided  by  a  computer. 

All  this  led  Wolff  to  his  second  deci- 
sion: There  was  no  way  that  an  online  ser- 
vice was  going  to  be  able  to  cut  real-world 
real  estate  agents  out  of  the  home-buy- 
ing process.  Besides  the  fact  that  they  show 
homes,  says  Wolff,  real  estate  agents  are 
part  deal  maker,  part  negotiator,  and  part 
psychiatrist.  Not  to  mention  that  brokers 
have  almost  all  the  listings.  "From  day 
one,"  he  says,  "I  knew  we  had  to  partner 
with  the  brokers." 

As  it  turned  out,  the  National  Associ- 
ation of  Realtors  (NAR),  representing 
720,000  members,  had  been  operating  a 
Web  site  since  October  1995.  ^he  site  pro- 
vided member  information  and  home  list- 
ings, but  the  data  was  spotty.  As  a  result, 
the  service  didn't  pull  in  much  traffic,  and 
the  nonprofit  NAR  was  considering  clos- 
ing it  down.  In  mid- 1996  Wolff  managed 
to  convince  the  NAR  to  strike  a  deal  with 
TCI  that  would  give  the  media  giant  access 
to  its  listings  —  at  which  point  TCI  higher- 
ups,  who  had  concern  about  the  viability 
of  the  business  model,  decided  they  didn't 
want  to  get  in  the  electronic  commerce 
business  after  all.  Wolff,  convinced  he  had 
unearthed  in  the  NAR  deal  the  opportu- 
nity of  a  lifetime,  left  TCI  and  forged  a 


partnership  of  his  own. 
In  December  1996 
the  NAR  site  was  further 
commercialized  —  spun 
off  as  a  separate  com- 
pany, run  by  Wolff  as 
chairman  and  CEO  and 
jointly  owned  by  Wolff, 
the  NAR,  and  a  handful 
of  backers.  The  NAR's 
interest  is  a  minority 
one,  but  the  group  re- 
tains an  operating  agree- 
ment that  guarantees  it 
a  share  of  Realtor.com's 
revenues  and  gives  real- 
tors lifelong  protections, 
including  restricting  the 
site  from  accepting  non- 
realtor   listings.  Wolff 
moved  the  site's  offices  from  the  NAR's 
Chicago  headquarters  to  the  lushly  car- 
peted hills  and  canyons  of  Westlake  Vil- 
lage, just  northwest  of  Los  Angeles .  From 
some  angles  the  plain,  barracklike  build- 
ing that  contains  the  company's  head- 
quarters seems  to  have  been  dropped  onto 
a  rain  forest  canopy.  Wolff  brought  in  a 
new  management  team,  including  Richard 
Jansen,  who  had  built  an  insurance  soft- 
ware company,  and  Peter  Tafeen,  who 
had  overseen  business  development  at 
PointCast.  "We  injected  stock  options  to 
make  sure  everybody  worked  to  2  a.m. 
every  night,  which  we  do,"  says  Wolff. 
"We  wanted  to  marry  the  real  estate  indus- 
try to  the  Silicon  Valley  model  for  com- 
pany building." 

Here's  how  the  business  works:  Local 
multiple  listing  services,  or  MLSs,  which 
aggregate  and  computerize  home  listings 
from  area  brokers,  and  which  are  by  and 
large  controlled  by  local  NAR  members, 
funnel  their  databases  to  Realtor.com.  As 
a  result,  the  site  has  access  to  1.2  million 
of  the  average  1.3  million  homes  that 
are  for  sale  at  any  point  in  time  —  more 
than  all  the  newspaper  real  estate  listings 
in  the  country  put  together.  In  return, 
Realtor.com  gives  the  services  a  choice  of 
receiving  a  flat  fee  of  $1  per  listing,  or 
receiving  a  share  of  a  pool  of  10%  of  the 


When  you  buy  a  book,  you  pick  it  up  off  the  shelf.  When  you  buy  a  house, 
you  search  for  months,  and  then  you've  got  sellers,  agents,  mortgage 
brokers,  bankers,  lawyers,  and  others  to  contend  with.  It's  a  lot  to  learn. 
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The  Smart 


Iowa 


John  W  Collins  III 
Vice  President  Alcoa  and 
President  Aerospace/ 
Commercial  Rolled  Products 


5t  about  anywhere  in  the  world  you'll  find  our  high- 
lity,  high-tech  metal  in  the  skin  and  wings  of  planes, 
s,  trucks,  SUVs,  computer  memory  disks,  lighting 
:ures  and  thousands  of  other  products. 

r  culturally  diverse  people  are  the  most  technically 
Dehor  in  the  industry.  Their  critical  thinking  skills 
ke  us  the  best  in  the  world  at  what  we  do. 

}'re  proud  to  call  Iowa  our  home.  Come  join  us. 


IE  SMART  STATE  FOR  BUSINESS8 


Innovation  and  Imagination  drive 
Iowa's  booming  economy. 
Whether  it's  developing  a  new 
generation  of  home  appliances, 
designing  state-of-the-art  3-D 
imaging  software  or  building 
navigation  equipment  for 
commercial  aircraft  manufacture 
Iowa  businesses  use  Innovation 
and  Imaginationto  set  new  standards 
for  success. 

Our  world-class  educational 
system  encourages  critical  thinking 
in  individuals,  who  can  then  turn 
ideas  into  practical  products  for 
everyday  life. 

To  help  lowans  stay  on  the  cutting 
edge,  the  state  provides 
customized  employee  training 
programs  individually  designed 
for  each  business.  ^^^ 

To  learn  how  your  business  can 
profit  from  Iowa's  smart  location 
advantages,  call  Bob  Henningsen 
at  the  Iowa  Department  of 
Economic  Development: 
800-245-IOWA. 


www.smart.state.ia.us 
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site's  gross  revenues.  Realtor.com  then 
makes  all  the  listings  available  on  the  site 
to  consumers,  who  can  browse  and  search 
them  for  free.  (On  a  test  search  of  my 
community,  Realtor.com  produced  every 
house  for  sale  I  was  able  to  find  out  about.) 
If  a  home  looks  interesting,  you  can  usu- 
ally click  to  find  out  more  about  the  home, 
as  well  as  about  the  brokerage  and  specific 
agent  representing  it. 

What  you  don't  get  to  do  at 
Realtor.com  is  negotiate  online 
or  find  out  how  to  contact  the 
owner  directly.  That  makes 
Realtor.com  not  a  broker  but 
a  sort  of  front  end  to  conven- 
tional brokers,  or  a  meta- 
broker.  "We  don't  sell  houses," 
says  Wolff.  "We  provide  infor- 
mation and  let  realtors  sell 
the  houses." 

How  does  Realtor.com 
make  money?  Mostly  by  sell- 
ing realtors  the  opportunity  to 
market  their  services  on  the 
site  more  prominently.  For 
example,  brokerages  can  pur- 
chase ads  that  pop  up  when 
certain  listings  are  retrieved  in 
searches,  pay  to  expand  the 
text  and  photos  in  their  house 
listings  (one  photo  is  free),  buy  more 
prominent  links  to  their  Web  sites,  or  even 
have  Realtor.com  design,  build,  and  main- 
tain their  Web  sites. 

In  attracting  consumers  the  site  is  a 
smash  hit.  In  May  it  logged  3  million  vis- 
its, comprising  230  million  hits  and  50 
million  page  views.  Based  on  these  fig- 
ures, and  on  the  fact  that  about  5  mil- 
lion home«  are  sold  each  year  and  that  the 
average  home  stays  on  the  market  about 
90  days,  Wolff  calculates  that  some  15% 
of  all  home  buyers  in  the  United  States 
are  currently  checking  out  Realtor.com. 
According  to  Internet  commerce  market 
research  firm  RelevantKnowledge,  the  site 
reaches  100%  of  home  buyers  who  use  the 
Internet  regularly — Realtor.com's  target 
market  —  or  25%  of  all  those  shopping 
for  a  home. 

One  good  way  to  get  a  sense  of  the 


activity  is  to  watch  Phil  Dawley,  the  young 
surfer-dude-looking  type  who  runs 
Realtor.com's  servers,  eyeballing  the  trans- 
actions on  a  bank  of  monitors.  "Oooh, 
someone  in  New  Haven's  looking  for  a 
home  with  three  baths  up  to  $1  million," 
he  says,  somehow  pulling  the  information 
off  a  rapidly  scrolling  data  stream.  "And 
here's  someone  checking  out  their  30th 


Housing  Development  Hundreds  of  smaller  Web  sites  pitch  real 
estate  listings,  but  Realtor.com  plans  to  blow  them  all  away  with  a 
$30  million  advertising  campaign  and  exclusive  deals  with  AOL  and 
Infoseek.  Above:  President  Richard  Jansen. 

home.  Here's  a  search  in  Atlanta,  one  in 
Phoenix,  in  Prince  George,  in  Kansas 
City...."  And  on  it  goes.  "We  have  one 
guy  in  Zimbabwe  who  keeps  running 
searches,"  he  says.  On  the  data  collection 
side,  technophobic  real  estate  agents 
prefer  to  overnight  hard  copies,  con- 
tributing to  the  stream  of  hundreds  of 
overnight  packages  that  clog  Realtor.com's 
mail  room. 

Wolff  is  looking  to  offer  automated 
access  through  the  site  to  the  realtors'  aux- 
iliary services,  including  mortgage  trans- 
actions. That  won't  happen  overnight, 
though.  "Jeffrey  Bezos  came  in  with  Ama- 
zon and  completely  automated  the  whole 
bookselling  business,"  he  says.  "But  this  is 
much  harder.  We  have  to  do  it  in  bite- 
sized  pieces."  Though  Wolff  won't  release 
revenue  figures,  he  says  the  company 
has  more  than  200  employees  and  is 


close  to  being  profitable.  "We  could  be  in 
the  black  this  year  if  we  wanted  to  cut 
costs,"  he  says.  "But  this  isn't  the  time  to 
cut  costs." 

The  competition?  An  obvious  guess 
would  be  the  for-sale-by-owner  market, 
in  which  buyers  do  business  direcdy  with 
sellers,  cutting  out  brokers  and  their  stiff 
5%  commissions.  After  all,  the  Web  is 
often  held  up  as  the  Great 
Disintermediator.  But  forget 
about  it,  says  Wolff.  For  one 
thing,  the  market  is  small 
to  begin  with.  Only  about 
10%  of  all  sellers  try  to  do 
it  on  their  own,  and  then 
about  a  third  of  these  give  up 
and  hand  the  sale  over  to  a 
broker,  leaving  a  mere  7%  of 
all  sales  in  the  for-sale-by- 
owner  market. 

"This  is  a  scale  game,  a 
brand  name  game,  a  spending 
game,"  he  says.  Realtor.com 
has  embarked  on  a  $30  mil- 
lion marketing  campaign,  he 
points  out,  including  deals  to 
make  it  the  featured  realty  site 
at  AOL,  Lycos,  and  Infoseek. 
Couldn't  Realtor.com  end 
up  putting  pressure  on  gross 
margins  by  making  it  easy  for  consumers 
to  shop  for  lower  commissions?  Not  if 
realtors  play  his  game,  he  says.  "The  ones 
who  figure  out  how  to  market  through  us, 
who  respond  to  consumers'  email  ques- 
tions in  real  time,  who  broaden  the  ser- 
vices they  offer  probably  will  be  able  to 
raise  commissions." 

He  adds  that  doing  business  over  the 
Internet  also  will  boost  brokers'  net  mar- 
gins due  to  the  lower  costs  of  online 
transactions;  he  estimates  that  the  real 
estate  industry  spends  as  much  as  $1  bil- 
lion a  year  on  shipping  documents  alone, 
not  to  mention  the  potential  savings  in 
office  space  and  personnel.  Who  loses? 
Newspapers.  Wolff  suggests  the  fees  that 
brokers  pay  Realtor.com  will  simply  be 
transferred  from  the  conventional  adver- 
tising budget. 

You  can't  please  everybody.  ■ 


Besides  the  fact  that  they  show  homes,  real  estate  agents  are  part  deal 
maker,  part  negotiator,  and  part  psychiatrist.  Plus,  they  have  the  listings. 
"From  day  one,"  says  Wolff,  "I  knew  we  had  to  partner  with  the  brokers." 
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The  customer  is  always  right. 


That's  more  true  today  than  ever  before.  Customers  want  selection,  service  and  convenience,  not  only  in  the 

products  you  offer,  but  in  the  way  they  pay  for  them  as  well.  Sharpening  your  edge  in  the  fiercely  competitive 
'90s  demands  innovative  solutions.  Where  do  you  find  the  resources,  experience  and  technology  to  get  ahead  - 

and  stay  ahead?  Outsource  to  SPS  Payment  Systems  (SPS).  We've  got  the  savvy  to  do  it  all:  from  payment 
processing  to  private  label  cards,  from  frequent  buyer  programs  to  call  center  service  and  support. 

If  you're  ready  to  meet  the  challenges  of  today's  marketplace,  look  to  the  company  that  understands  the 
importance  of  building  and  maintaining  customer  relationships.  Look  to  SPS. 

We  can  deliver  the  results  you  need  to  prosper  and  profit.  >        ,  cnn 

www.spspay.com 
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Relationships 


Results. 


©  1997  SPS  Payment  Systems 


Network  Transaction  Services  •  Consumer  Credit  Card  Services  •  Commercial  Account  Processing  Services 
TeleServices  •  Electronic  Information  Services 


IBM.  Solutions  lor  a  small  planet  and  the  e-business  logo  ate  trademarks  ot  International  Business  Machines  Corporal-  i  Ihei  company  product  ana  service  names  may  be  the  trademarks  or  service  marks  ot  others  ©  1! 


JUST  HOW  THICK  IS  A  VIRTUAL  WALL? 

^oure  getting  read)  to  close  your  biggest  deal  to  date  via  the  Internet  and  the 
question  of  security  crosses  your  mind  (relax,  it  can  be  safe). 

As  you  hit  "send,"  consider  the  fact  that  there  are  entire  corporations  who  are 
struggling  with  the  same  question.  They'd  like  to  utilize  the  Web  to  distribute  and  manage 
sensitive  data,  but  thev  also  want  to  know  -  how  safe  is  it? 

IBM,  working  with  business  partner  Lante,  a  specialist  in  Lotus® application 
development,  helped  a  company  called  IntraLinks  create  a  secure  environment  for  businesses 
to  work  on  the  Web. 

Supported  by  IBM  Global  Services,  IntraLinks  provides  a  private  extranet  based  on 
Lotus  Domino,  which  allows  constituencies  to  safely  work,  collaborate,  even  negotiate  online. 
Proposals,  documents,  classified  plans  and  contracts  (some  worth  billions)  can  travel  safely. 

In  addition,  fanatical  electronic  tracking  helps  assure  that  each  detail,  no  matter 
how  small,  doesn't  fall  through  the  cr.acks  (so  not  only  are  the  walls  as  thick  as  they  need 
to  be,  but  the  virtual  floor  is  well-built,  too). 

In  less  than  a  year,  over  $60  billion  has  been  managed  using  IntraLinks' 
e-business  technology.  Costs  are  down  10  to  30%  over  standard  management  practices  and 
document  delivery  systems.  This  last  point  has  not  gone  unnoticed  in  the  world  of  finance, 
where  an  increase  in  volume  of  as  little  as  1%  can  equal  a  $20  million  boost  in  revenue. 

To  learn  more,  visit  our  Web  site  (where  the  door  is  unlocked,  and  everybody's 
welcome)  at  www.ibm.com/e-business,  or  call  us  at  1  877  IBM  EBIZ  (3249),  ext.  NC41. 
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I  The  next  information  revolution  is  well  under  way. 
But  it  is  not  happening  where  information  scientists, 
information  executives,  and  the  information  indus- 
try in  general  are  looking  for  it.  It  is  not  a  revolution 
in  technology,  machinery,  techniques,  software,  or 
speed.  It  is  a  revolution  in  CONCEPTS. 
So  far,  for  50  years,  the  information  revolution  has  cen- 
ered  on  data  —  their  collection,  storage,  transmission, 
inalysis,  and  presentation.  It  has  centered  on  the  "T"  in  IT. 
The  next  information  revolution  asks,  What  is  the  MEANI- 
NG of  information,  and  what  is  its  PURPOSE?  And  this 
s  leading  rapidly  to  redefining  the  tasks  to  be  done  with 
he  help  of  information ,  and  with  it,  to  redefining  the  insti- 
utions  that  do  these  tasks. 

The  next  information  revolution  will  surely  engulf  all 
najor  institutions  of  modern  society.  But  it  has  started, 
ind  has  gone  farthest,  in  business  enterprise,  where  it  has 
ilready  had  profound  impacts.  It  is  forcing  us  to  redefine 
what  business  enterprise  actually  is  and  should  be.  This 
argely  underlies  the  new  definition  of  the  function  of  busi- 
less  enterprise  as  the  "CREATION  OF  VALUE  AND 
WEALTH,"  which  in  turn  has  triggered  the  present  debate 
about  the  "governance  of  the  corporation,"  that  is,  for  whom 


the  business  enterprise  creates  value  and  wealth.  Yet,  despite 
its  importance  and  impact,  the  next  information  revolu- 
tion has  so  far  been  largely  ignored  by  the  information 
establishment.  For  it  has  started  in  the  information  system 
of  which  —  though  it  is  the  oldest  and  still  the  most  widely 
used  one  —  IT  people,  as  a  rule,  tend  to  be  both  ignorant 
and  contemptuous:  Accounting. 

nA  half  century  ago,  around  1950,  prevailing 
opinion  overwhelmingly  held  that  the  market 
for  that  new  "miracle,"  the  computer,  would 
be  in  the  military  and  in  scientific  calculations, 
e.g.,  astronomy.  A  few  of  us,  however  —  a  very 
few  indeed  —  argued  even  then  that  the  com- 
puter would  find  major  applications  in  business  and  would 
have  an  impact  on  it.  These  few  also  foresaw  —  again  very 
much  at  odds  with  the  prevailing  opinion  (even  of  prac- 
tically everyone  at  IBM,  just  then  beginning  its  ascent)  — 
that  in  business  the  computer  would  be  more  than  a  very 
fast  adding  machine  doing  clerical  chores  such  as  payroll 
or  telephone  bills.  On  specifics,  we  dissenters  disagreed,  of 
course.  But  all  of  us  nonconformists  (including  Russell 
Ackoff,  John  Diebold,  and  J.  W.  Forrester)  agreed  on  one 
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The  next  information  revolution  is  forcing 
us  to  redefine  what  business  enterprise  actually 
is  -  the  creation  of  value  and  wealth. 


thing:  The  computer  would,  in  short  order,  revolutionize 
the  work  of  top  management.  It  would,  we  all  agreed,  have 
its  greatest  and  earliest  impacts  on  business  policy,  busi- 
ness strategy,  and  business  decisions. 

We  could  not  have  been  more  wrong.  The  revolution- 
ary impacts  so  far  have  been  where  none  of  us  then  antic- 
ipated them:  on  OPERATIONS.  Not  one  of  us,  for  instance, 
could  have  imagined  the  truly  revolutionary  software  now 
available  to  architects.  At  a  fraction  of  traditional  cost  and 
time,  it  designs  the  "innards"  of  large  buildings:  their  water 
supply  and  plumbing;  their  lighting,  heating,  and  air- 
conditioning;  their  elevator  specifications  and  placement  — 
work  that  even  a  few  years  ago  still  absorbed  some  two- 
thirds  of  the  time  and  cost  of  designing  an  office  building, 
a  large  school,  a  hospital,  or  a  prison.  , 

Not  one  of  us  could  then  have  imagined  the  equally 
revolutionary  software  available  to  today's  surgical  resi- 
dents. It  enables  them  to  do  virtual  operations,  whose  out- 
comes include  virtually  "killing"  patients  if  the  residents 
make  the  wrong  surgical  move.  Until  recently,  residents 
rarely  even  saw  much  of  an  operation  before  the  very  end 
of  their  training. 

Half  a  century  ago  no  one  could  have  imagined  the  soft- 
ware that  enables  a  major  equipment  manufacturer  such 
as  Caterpillar  to  organize  its  operations,  including  manu- 
facturing worldwide,  around  the  anticipated  service  and 
replacement  needs  of  its  customers.  And  the  computer  has 
had  a  similar  impact  on  bank  operations,  with  banking 
probably  the  most  computerized  industry  today. 

But  the  computer  and  the  information  technology 
arising  from  it  have  so  far  had  practically  no  impact 
on  the  decision  whether  or  not  to  build  a  new  office 
building,  a  school,  a  hospital,  or  a  prison,  or  on  what  its 
function  should  or  could  be.  They  have  had  practically 
no  impact  on  the  decision  to  perform  surgery  on  a  crit- 
ically sick  patient  or  on  what  surgery  to  perform.  They 
have  had  no  impact  on  the  decision  of  the  equipment 
manufacturer  concerning  which  markets  to  enter  and 
with  which  products,  or  on  the  decision  of  a  major  bank 
to  acquire  another  major  bank.  For  top  management 
tasks,  information  technology  so  far  has  been  a  producer 
of  data  rather  than  a  producer  of  information  —  let  alone 
a  producer  of  new  and  different  questiot  nd  new  and 
different  strategies. 


mMIS  and  IT  people  tend  to  blame  this  fail- 
ure on  what  they  call  the  "reactionary" 
executives  of  the  "old  school."  It  is  the 
wrong  explanation.  Top  executives  have 
not  used  the  new  technology  because  it 
has  not  provided  the  information  they 
need  for  their  own  tasks.  The  data  available  in  business 
enterprise  are,  for  instance,  still  largely  based  on  the  early 
19th-century  theorem  that  lower  costs  differentiate  busi- 
nesses and  make  them  compete  successfully.  MIS  has  taken 
the  data  based  on  this  theorem  and  computerized  them. 
They  are  the  data  of  the  traditional  accounting  system. 
Accounting  was  originally  created,  at  least  500  years  ago, 
to  provide  the  data  a  company  needed  for  the  preservation 
of  its  assets  and  for  their  distribution  if  the  venture  were 
liquidated.  And  the  one  major  addition  to  accounting  since 
the  15th  century — cost  accounting,  a  child  of  the  1920s  — 
aimed  only  at  bringing  the  accounting  system  up  to  19th- 
century  economics,  namely,  to  provide  information  about, 
and  control  of,  costs.  (So  does,  by  the  way,  the  now-so-pop- 
ular revision  of  cost  accounting:  total  quality  management.) 
But,  as  we  began  to  realize  around  the  time  of  World 
War  II,  neither  preservation  of  assets  nor  cost  control  are 
top  management  tasks.  They  are  OPERATIONAL  TASKS. 
A  serious  cost  disadvantage  may  indeed  destroy  a  busi- 
ness. But  business  success  is  based  on  something  totally  dif- 
ferent, the  creation  of  value  and  wealth.  This  requires 
risk-taking  decisions:  on  the  theory  of  the  business,  on 
business  strategy,  on  abandoning  the  old  and  innovating 
the  new,  on  the  balance  between  the  short  term  and  the 
long  term,  on  the  balance  between  immediate  profitability 
and  market  share.  These  decisions  are  the  true  top  man- 
agement tasks.  It  was  this  recognition  that  underlay,  after 
World  War  II,  the  emergence  of  management  as  a  disci- 
pline, separate  and  distinct  from  what  was  then  called  busi- 
ness economics  and  is  now  called  microeconomics.  (My 
1954  book,  The  Practice  of  Management,  especially  Part  1, 
"Managing  a  Business,"  is  generally  considered  to  have 
established  the  discipline  of  management,  precisely  because 
it  described  the  basic  tasks  of  business  enterprise  as  "inno- 
vation" and  as  "creating  a  customer,"  that  is,  as  creating  value 
and  wealth.)  But  for  none  of  these  top  management  tasks 
does  the  traditional  accounting  system  provide  any  infor- 
mation .  Indeed,  none  of  these  tasks  is  even  compatible  with 
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We  thought  the  computer  would  revolutionize   j 

the  work  of  top  management.  We  could! 

not  have  been  more  wrong. 


the  assumptions  of  the  tradi- 
tional accounting  model.  The 
new  information  technology, 
based  on  the  computer,  had  no 
choice  but  to  depend  on  the 
accounting  system's  data.  No 
others  were  available.  It  col- 
lected these  data,  systematized 
them,  manipulated  them,  ana- 
lyzed them,  and  presented 
them.  On  this  rested,  in  large 
measure,  the  tremendous  im- 
pact the  new  technology  had 
on  what  cost  accounting  data 
were  designed  for:  operations. 
But  it  also  explains  informa- 
tion technology's  near-zero 
impact  on  the  management 
of  business  itself. 

■  ■B        ^V  Top  manage- 
I  ^B      U  ment's    frus- 

^A  U  tration  with  the  data  that  information 
^^^m  technology  has  so  far  provided  has  trig- 
^^m  gered  the  new,  the  next,  information 
revolution.  Information  technologists, 
especially  chief  information  officers  in  businesses,  soon 
realized  that  the  accounting  data  are  not  what  their  asso- 
ciates need  —  which  largely  explains  why  MIS  and  IT 
people  tend  to  be  contemptuous  of  accounting  and  accoun- 
tants. But  they  did  not,  as  a  rule,  realize  that  what  was 
needed  was  not  more  data,  more  technology,  more  speed. 
What  was  needed  was  to  redefine  information;  what  was 
needed  was  new  concepts.  And  in  one  enterprise  after 
another,  top  management  people  during  the  last  few  years 
have  begun  to  ask,  What  information  concepts  do  we  need 
for  our  tasks?  And  they  have  now  begun  to  demand  them 
of  their  traditional  information  providers,  the  accounting 
people.  The  first  of  the  new  information  concepts  to  become 
widely  used  is  economic-chain  accounting. 

Traditional  accounting,  true  to  its  origin  as  the  guardian 
of  assets  and  as  the  record  keeper  of  a  corporation  as  a 
legal  entity,  furnishes  data  only  on  what  1  ppens  financially 
within  the  firm.  Economic-chain  accounting  provides  costs 
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throughout  the  entire  econo 
chain,  from  supplier  to  ult 
mate  customer.  The  custom 
of  course,  pays  for  all  the 
costs  and  is  totally  unintereste* 
as  to  where  or  why  they  wer 
incurred.  Even  the  mightie 
manufacturer  (e.g.,  Gener 
Motors  at  the  peak  of  i 
power,  when  it  provided  70' 
of  all  parts  and  supplies  the 
went  into  one  of  its  finishe 
cars)  accounts  for  less  tha 
one-tenth  of  what  the  cua 
tomer  ultimately  pays. 

Economic-chain  accountin 
was  actually  invented  some  8 
years  ago  in  the  United  Statfi 
by  William  C.  Durant,  whl 
between  1908  and  1920  (we 
before  Alfred  Sloan)  built  G\ 
and  who  deserves  to  be  calle 
the  inventor  of  the  automobile  industry.  In  the  early  192C 
his  accounting  model  was  copied  (and  slightly  modifiec 
by  Sears  Roebuck,  and  10  years  later  —  again  in  slight 
modified  form  —  by  Marks  &  Spencer  in  England.  Toyot 
around  1950,  copied  it,  practically  without  change,  froi 
the  two  companies.  And  then,  25  years  later,  the  late  S 
Walton  repatriated  it  to  the  United  States  and  made  it 
foundation  of  Wal-Mart's  success. 

Economic-chain  accounting  does  not  require  a  compute 
Durant  probably  did  not  even  have  a  crank-operate 
adding  machine.  But,  of  course,  the  computer  helps  eno 
mously  with  the  number  crunching,  and  therefore  in  i 
computerized  form,  economic-chain  accounting  is  no 
being  introduced  into  manufacturing  companies  and  ev< 
more  quickly  into  service  businesses  such  as  retail  chair 
Around  1980  came  what  is  now  known  as  activity-bas< 
accounting.  Unlike  traditional  cost  accounting,  activit 
based  accounting  is  not  designed  to  minimize  costs.  It 
designed  to  maximize  yields.  It  focuses  on  the  creation 
value  rather  than  on  the  avoidance  of  waste.  Since  then  \ 
have  had  a  steady  succession  of  other  new  basic  concep 
and,  with  them,  of  new  management  information.  F 
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The  computer  actually  may  have 
aggravated  management's  degenerative  tendency 

to  focus  inward  on  costs. 


instance,  EVA  (economic 
value  added),  or  the  executive 
scoreboard,  to  name  only  the 
two  most  visible  ones. 

Each  of  these  concepts  has 
been  developed  separately 
and  by  different  people.  Each 
derives  its  data  from  the  ac- 
counting system.  But  each 
uses  the  data  in  new  and  dif- 
ferent ways.  For  each  is  based 
on  the  new  definition  of  the 
enterprise  as  the  creator  of 
value  and  wealth  rather  than 
as  the  possessor  of  static 
property,  or  even,  as  in  cost 
accounting,  as  the  steward  of 
existing  resources.  And  a 
small  but  rapidly  growing 
number  of  companies,  espe- 
cially highly  specialized 
middle-sized  firms,  are  putting  all  these  new  concepts  and 
tools  together  into  an  information  system  for  top  man- 
agement. Of  course,  they  use  computers — though  usually 
nothing  more  sophisticated  than  a  PC  is  required,  and  speed 
is  most  definitely  not  of  the  essence.  This  new  system,  how- 
ever, is  being  designed  without  much  input  from  MIS  or 
IT  people  and  is  rarely  run  by  them.  It  is  being  designed 
and  run  by  financial  people. 

We  can  already  discern  and  define  the  next ,  and  per- 
haps even  more  important,  task  in  developing  an  effective 
information  system  for  top  management:  the  collection 
and  organization  of  OUTSIDE-focused  information.  All 
the  data  we  have  so  far,  including  those  provided  by  the 
new  tools,  focus  inward.  But  inside  an  enterprise  —  indeed, 
even  inside  the  entire  economic  chain  —  there  are  only 
costs.  Results  are  only  on  the  outside.  The  only  profit  cen- 
ter is  a  customer  whose  check  hasn't  bounced.  But  as 
regards  the  outside  (customers  and,  equally  important, 
noncustomers;  competitors  and,  equally  important,  non- 
competitors;  markets;  technologies  otl  ler  than  those  already 
in  place  in  one's  own  industry;  curren  s;  economies;  and 
so  on),  we  have  virtually  no  data.  Few  i  inesses  use  even 
the  little  information  that  is  available  or }    y  enough  atten- 
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tion  to  demographics.  And 
even  fewer  realize  that  the 
most  important  datum  for 
planning  and  strategy  is  reli- 
able information  on  whether 
the  share  of  income  that  cus 
tomers  spend  on  their  in-i 
dustry's  products  or  services, 
is  increasing  or  declining. 

How  poorly  top  man 
agement  is  supplied  with 
crucially  important  outside 
information,  even  where  it  is 
easily  obtainable ,  showed  in| 
the  recent  collapse  of  th 
Asian  economies.  This  col- 
lapse was  predictable  —  a 
least  a  year  ahead  of  time 
The  only  question  was  what 
would  trigger  it  and  where 
it  would  start.  But  otherwise, 
it  was  clearly  foretold  in  public  statistics  on  the  size  anc 
composition  of  the  various  countries'  debts,  and  on  thei 
balances  of  payment.  Yet  most  big  companies  —  America* 
as  well  as  Japanese  —  were  totally  surprised  and  unpre 
pared  for  it.  All  their  information  was  INSIDE  informa 
tion ,  despite  their  sizable  stakes  in  these  countries. 

The  top  management  information  that  the  new  revo 
lution  is  beginning  to  provide  will  make  information  abou 
the  outside  even  more  important  and  even  more  urgent 
All  of  the  new  information  concepts,  from  economic-chaii 
accounting,  activity-based  accounting,  through  EVA  an< 
the  executive  scorecard,  still  provide  inside  informatioi 
only.  So,  of  course,  does  the  existing  MIS  system.  It  can  b 
argued  that  the  computer  and  the  data  flow  it  made  pos 
sible,  including  the  new  information  concepts,  actuall1 
have  done  more  harm  than  good  to  business  management 
They  have  aggravated  what  all  along  has  been  manage 
ment's  degenerative  tendency,  especially  in  the  big  corpor 
ations:  to  focus  inward  on  costs  and  efforts,  rather  thai 
outward  on  opportunities,  changes,  and  threats.  This  ten 
dency  is  becoming  increasingly  dangerous  considerin 
the  globalization  of  economies  and  industries,  the  rapii 
changes  in  markets  and  in  consumer  behavior,  the  criss 
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crossing  of  technologies  across  traditional  industry  lines, 
and  the  increasing  instability  of  currencies.  The  more  inside 
information  top  management  gets,  the  more  it  will  need 
to  balance  it  with  outside  information  —  and  that  does  not 
exist  as  yet. 

Within  the  next  10  to  15  years,  developing  this  data  is 
going  to  be  the  next  information  frontier.  The  job  is  already 
being  tackled,  not  by  MIS  and  IT  people,  but  primarily 
by  top  management  people  in  middle-sized  and  highly  spe- 
cialized businesses  in  their  role  as  their  companies'  main 
marketing  executives.  Again,  few  if  any  MIS  and  IT  people 
seem  to  be  aware  of  the  challenge  or  are  prepared  for  it. 

VThe  new  information  revolution  began  in  the 
business  sector  and  has  gone  farthest  in  it.  But 
it  is  about  to  engulf  education  and  health  care. 
It  is  bound  to  change  both  of  them  drastically. 
Again,  the  changes  in  concepts  will  in  the  end 
be  at  least  as  important  as  the  changes  in  tools 
and  technology.  It  is  pretty  much  accepted  now  that  edu- 
cation technology  is  due  for  profound  changes  and  that 
with  them  will  come  profound  changes  in  structure.  Long- 
distance learning,  for  instance,  may  well  make  obsolete 
within  25  years  that  uniquely  American  institution,  the 
freestanding  undergraduate  college.  It  is  becoming  clearer 
every  day  that  these  technical  changes  will  —  indeed, 
must  —  lead  to  redefining  what  is  meant  by  education.  One 
probable  consequence:  The  center  of  gravity  in  higher  edu- 
cation (i.e.,  postsecondary  teaching  and  learning)  may  shift 
to  the  continuing  professional  education  of  adults  during 
their  entire  working  lives.  This,  in  turn,  is  likely  to  move 
learning  off  campus  and  into  a  lot  of  new  places:  the  home, 
the  car,  or  the  commuter  train;  the  workplace,  the  church 
basement,  or  the  school  auditorium  where  small  groups 
can  meet  after  hours. 

In  health  care  a  similar  conceptual  shift  is  likely  to  lead 
from  health  care  being  defined  as  the  fight  against  disease 
to  being  defined  as  the  maintenance  of  physical  and  men- 
tal functioning.  The  fight  against  disease  remains  an 
important  part  of  medical  care,  of  course,  but  as  what 
a  logician  would  call  a  subset  of  it.  Neither  of  the  tradi- 
tional health  care  providers,  the  hospital  and  the  general 
practice  physician,  may  survive  this  change,  and  certainly 
not  in  their  present  form  and  function. 

54      FORBES  ASAP      August    24,    1998 


In  education  and  health  care,  the  emphasis  thus  will  shift 
from  the  "T"  in  IT  to  the  "I,"  as  it  is  shifting  in  business 
and  in  the  economy.  Are  the  information  people  in  MIS 
and  IT  prepared  for  this?  I  see  no  sign  of  it  so  far. 

■A        JV  I    I    The  current  information  revolution  is 

^B      U         |    actually  the  fourth  information  revolu- 

^H   U  I    tion  in  human  history.  The  first  one  was 

^^W  the  invention  of  writing  5,000  to  6,000 

^^m  I    years  ago  in  Mesopotamia;  then  —  inde- 

I  pendently  but  several  thousand  years 
later  —  in  China;  and  some  1,500  years  later  still,  by  the 
Maya  in  Central  America.  The  second  information  revo- 
lution was  brought  on  by  the  invention  of  the  written  book! 
first  in  China,  perhaps  as  early  as  1300  B.C.,  and  then,  inde-* 
pendently  800  years  later,  in  Greece,  when  Peisistratos,  the 
tyrant  of  Athens,  had  Homer's  epics  —  only  recited  untr 
then  —  copied  into  books.  The  third  information  revolu- 
tion was  set  off  by  Gutenberg's  invention  of  the  printing 
press  and  of  movable  type  between  1450  and  1455,  anc 
by  the  contemporaneous  invention  of  engraving.  We  have, 
almost  no  documents  on  the  first  two  of  these  revolutions 
though  we  know  that  the  impact  of  the  written  boob 
was  enormous  in  Greece  and  Rome  as  well  as  in  China.  Ir 
fact,  China's  entire  civilization  and  system  of  governmen 
still  rest  on  it.  But  on  the  third  information  revolution 
printing  and  engraving,  we  have  abundant  material.  I: 
there  anything  we  can  learn  today  from  what  happenet 
500  years  ago? 

The  first  thing  to  learn  is  a  little  humility. 

Everybody  today  believes  that  the  present  informatioi 
revolution  is  unprecedented  in  reducing  the  cost  of,  and  ii 
the  spreading  of,  information  —  whether  measured  by  th< 
cost  of  a  "byte"  or  by  computer  ownership  —  and  in  th< 
speed  and  sweep  of  its  impact.  These  beliefs  are  simpl; 
nonsense.  At  the  time  Gutenberg  invented  the  press,  ther< 
was  a  substantial  information  industry  in  Europe.  It  wa 
probably  Europe's  biggest  employer.  It  consisted  largel; 
of  thousands  of  monasteries,  many  of  which  housed  hun 
dreds  of  highly  skilled  monks.  Each  monk  labored  fron 
dawn  to  dusk,  six  days  a  week,  copying  books  by  hand.  Ai 
industrious,  well-trained  monk  could  do  4  pages  a  da) 
or  25  pages  during  a  six-day  week,  for  an  annual  output  o 
1,200  to  1,300  handwritten  pages. 


This  is 
your  camera. 


This  is 
your  film. 


This  is 
your  post  office, 


4 

*  £3 

■SONY| 

■  ■ 





CSo  now,  sending  pictures  is  just  as  easy  as  taking  them. 3 


sMMmmSSM 


You're  looking  at  the  world's  first  digital  camera 
to  store  images  on  a  standard  floppy  disk.* 

The  digital  camera  that  makes  e-mailing  pictures 
as  easy  as  putting  a  floppy  into  your  computer. 
No  expensive  storage  media  or  software  to  buy.  No 
adapters  to  use,  and  no  wires  or  cables  to 
connect.  Just  the  easiest  way  to  deliver  pictures 
that  are  really  something  to  see.  For  the  dealer 
nearest  you,  call  1 -800-222-7669. 


It's   As 


•  New  Quick  Access  2x  Floppy  Disk  Drive  •  Whole  Disk  Copying  •  10x  Optical  Zoom  •  E-Mail  Mode 

•  Built-in  Intelligent  Flash  •  2.5"  Color  LCD  With  Solar  Window™  Panel  •  InfoLithium®  Rechargeable  Battery 

•  Compatible  With  Virtually  Any  Computed  •  Bundled  With  ArcSoft®  PhotoStudio  Software1 

•  Free  One-Year  Membership**  on  Sony's  ImageStation3"  on  PhotoNet® 

www.sony.com/mavica  «onv 


1998  Sony  Electronics  Inc.  All  tights  reserved.  Reproduction  in  whole  or  in  port  without  wtitten  permission  is  prohibited   Sony,  Mavico,  Infolithium,  Solor  Window, 
and  It's  As  Easy  As  A  Floppy  ore  trademarks  of  Sony  ArcSoft  is  o  trademark  of  ArcSolt,  Inc.  'MS-DOS  formatted.  fSome  systems  moy  require  supplied  ArcSoft"  softwore. 
"'Internet  access  required,  not  included.  A  $19  95  value   Must  redeem  by  8/1/99   ImogeStotion  is  o  service  mork  of  Sony  Electronics  Inc. 


W^  ImageStation 

^^^^    on   photT§>net. 


Are  the  information  people 
in  MIS  and  IT  prepared  for  the  revolution? 

I  see  no  sign  of  it  so  far. 


Fifty  years  later,  by  1500,  the 
monks  had  become  unem- 
ployed. These  monks  (some 
estimates  go  well  above  10,000 
for  all  of  Europe)  had  been 
replaced  by  a  very  small  num- 
ber of  lay  craftsmen,  the  newly 
minted  class  of  "printers,"  total- 
ing perhaps  1,000,  but  spread 
over  all  of  Europe  (though  only 
beginning  to  establish  them- 
selves in  Scandinavia).  To  pro- 
duce a  printed  book  required 
coordinated  teamwork  by  up 
to  20  such  craftsmen,  begin- 
ning with  one  highly  skilled  cutter  of  type,  to  a  much  larger 
number,  maybe  10  or  more,  of  much  less  skilled  book- 
binders. Such  a  team  produced  each  year  about  25  titles, 
with  an  average  of  200  pages  per  title,  or  5,000  pages  ready 
to  be  printed.  By  1505,  print  runs  of  500  copies  were  becom- 
ing increasingly  common.  This  meant  that  a  printing  team 
could  produce  annually  25  million  printed  pages,  bound 
into  125,000  books  ready  to  be  sold  —  or  2.5  million  pages 
per  team  member  as  against  the  1,200  or  1,300  the  indi- 
vidual monk  had  produced  only  50  years  earlier. 

Prices  fell  dramatically.  As  late  as  the  mid- 1400s  —  as 
late  as  Gutenberg's  invention,  in  other  words  —  books  were 
such  a  luxury  that  only  the  wealthy  and  educated  could 
afford  them.  But  when  Martin  Luther's  German  Bible  came 
out  in  1522  (a  book  of  well  over  1,000  pages),  its  price  was 
so  low  that  even  the  poorest  peasant  family  could  buy  one. 

The  cost  and  price  reductions  of  the  third  informa- 
tion revolution  were  at  least  as  great  as  those  of  the  pres- 
ent, the  fourth  information  revolution.  And  so  were  the 
speed  and  the  extent  of  its  spread. 

This  has  been  just  as  true  of  every  other  major  tech- 
nological revolution.  Though  cotton  was  by  far  the  most 
desirable  of  all  textile  fibers  —  it  is  easily  washable  and  can 
be  worked  up  into  an  infinite  variety  of  different  cloths  — 
it  was  a  time-  and  labor-expensive  process.  For  it  took  12 

1  4  man-days  to  produce  a  pound  of  cotton  yarn  by 
hand,  as  against  1  to  2  man-days  for  wool,  2  to  5  for  linen, 
and  6  for  silk. 

Between  1764,  when  machine  tools  to  work  cotton  were 
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first  introduced  —  triggering! 
the  Industrial  Revolution — I 
and  1784,  the  time  needed  toll 
produce  a  pound  of  cottonH 
yarn  fell  to  a  few  hours.  Thell 
price  dropped  by  70%  andfl 
production  rose  25-fold.  (ThisH 
interval,  incidentally,  is  exactlyH 
the  same  as  that  between  thcfl 
ENIAC  and  IBM's  360.)  Yet  thai 
was  still  before  Eli'  Whitney  'si 
cotton  gin  (1793),  which  pro- 
duced a  further  fall  in  the 
price  of  cotton  yarn  of 
plus  and  ultimately  to  about  a  I 
thousandth  of  what  it  had  been  before  the  Industrial  Rev-\ 
olution  of  50  or  60  years  earlier. 

Just  as  important  as  the  reduction  in  costs  and  the  dis- 
tribution speed  of  the  new  printing  technology  was  its 
impact  on  what  information  meant.  The  first  printed  booksj 
beginning  with  Gutenberg's  Bible,  were  in  Latin  and  sti 
had  the  same  topics  as  the  books  that  the  monks  had  ear-1 
lier  written  out  by  hand:  religious  and  philosophical  trea-.| 
tises  and  whatever  texts  had  survived  from  Latin  antiquityl 
But  only  20  years  after  Gutenberg's  invention,  books  b)l 
contemporary  authors  began  to  emerge,  though  they  stiL 
appeared  in  Latin.  Another  10  years  and  books  were  beingj 
printed  not  only  in  Greek  and  Hebrew  but  also,  increas- 
ingly, in  the  vernacular  (first  in  English,  then  in  the  othei 
European  tongues).  And  in  1476,  only  30  years  after  Guten- 
berg, the  English  printer  William  Caxton  (1422-1491)  pub- 
lished a  book  on  so  worldly  a  subject  as  chess.  By  1500 
popular  literature  no  longer  meant  verse  —  epics,  espe- 
cially—  which  lent  themselves  to  oral  transmission,  bu 
prose,  i.e.,  the  printed  book. 

In  no  time  at  all,  the  printing  revolution  also  changec 
institutions,  including  the  educational  system.  In  th< 
decades  that  followed,  university  after  university  wa; 
founded  throughout  Europe,  but  unlike  the  earlier  ones 
they  weren't  designed  for  the  clergy  or  for  the  study  of  the- 
ology. They  were  built  around  disciplines  for  the  laity :  law 
medicine,  mathematics,  natural  philosophy  (science) 

Printing's  greatest  impact,  however,  was  on  the  core 
pre-Gutenberg  Europe:  the  church.  Printing  made 
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The  new  information  revolution 
will  surely  engulf  a//  major  institutions  of 

modern  society. 


Protestant  Reformation  possible.  Its  predecessors,  the  refor- 
mation of  John  Wycliffe  in  England  (1330-1384)  and  of 
John  Huss  in  Bohemia  (1372-1415),  had  met  with  an 
equally  enthusiastic  popular  response.  But  those  revolts 
could  not  travel  farther  or  faster  than  the  spoken  word  and 
could  thus  be  localized  and  suppressed.  This  was  not  the 
case  when  Luther,  on  October  31,1517,  nailed  his  95  the- 
ses to  a  church  door  in  an  obscure  German  town.  He  had 
intended  only  to  initiate  a  traditional  theological  debate 
within  the  church.  But  without  Luther's  consent  (and  prob- 
ably without  his  knowledge),  the  theses  were  immediately 
printed  and  distributed  gratis  all  over  Germany,  and  then 
all  over  Europe.  These  printed  leaflets  ignited  the  religious 
firestorm  that  turned  into  the  Reformation. 

Would  there  have  been  an  age  of  discovery,  beginning 
in  the  second  half  of  the  15th  century,  without  movable 
type?  Printing  publicized  every  single  advance  the  Por- 
tuguese seafarers  made  along  the  west  coast  of  Africa  in 
their  search  for  a  sea  route  to  the  Indies.  Printing  provided 
Columbus  with  the  first  (though  totally  wrong)  maps  of 
the  fabled  lands  beyond  the  western  horizon,  such  as  Marco 
Polo's  China  and  the  legendary  Japan.  Printing  made  it  pos- 
sible to  record  the  results  of  every  single  voyage  immedi- 
ately and  create  new,  more  reliable  maps. 

Noneconomic  changes  cannot  be  quantified.  But  surely 
the  impact  on  society,  education,  culture  —  let  alone  on 
religion  —  of  the  printing  revolution  was  easily  as  great  and 
surely  as  fast,  if  not  faster,  as  the  impact  of  the  present 
information  revolution. 


The  most  im- 
portant lesson 
of  the  earlier 


EPILOGUE 

information  revolution  may,  however,  be  found  in  the  fates 
and  fortunes  of  its  technologists.  The  printing  revolution 
immediately  created  a  new  and  unprecedented  class  of 
information  technologists,  just  as  the  most  recent  infor- 
mation revolution  has  created  any  number  of  information 
businesses,  MIS  and  IT  specialists,  software  designers,  and 
chief  information  officers.  The  IT  people  of  the  printing 
revolution  were  the  early  printers.  Nonexistent  —  and 
indeed  not  even  imaginable  —  in  1455,  they  flourished 
throughout  Europe  25  years  later  and  haci  become  great 
stars.  Unlike  earlier  craftsmen,  they  were  >    eat  gentle- 
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men.  These  virtuosi  of  the  printing  press  were  known  and 
revered  all  over  Europe,  just  as  the  names  of  the  leading 
computer  and  software  firms  are  recognized  and  admired 
worldwide  today.  Printers  were  courted  by  kings,  princes, 
the  pope,  and  rich  merchant  cities  and  were  showered  with 
money  and  honors. 

The  first  of  these  printing  tycoons  was  the  famous  Venet 
ian  printer  Aldus  Manutius  (1449-1515).  He  realized  thai 
the  new  printing  press  could  make  a  large  number  o 
impressions  from  the  same  plate —  1,000  by  the  year  1515 
Thus  he  created  the  first  low-cost,  mass-produced  book. 
Aldus  Manutius  created  the  printing  industry:  He  was; 
the  first  to  extend  printing  to  languages  other  than  Latim 
and  also  the  first  to  do  books  by  contemporary  authors.- 
Altogether  his  press  turned  out  well  over  1,000  titles. 

The  last  of  these  great  printing  technologists,  and  alsd 
the  last  of  the  printing  princes,  was  Christophe  Plantim 
(1520-1589)  of  Antwerp.  Starting  as  a  humble  apprentice 
binder,  he  built  Europe's  biggest  and  most  famous  printing! 
firm.  By  marrying  the  two  new  technologies,  printing  and 
engraving,  he  created  the  modern  illustrated  book.  He  be- 
came Antwerp's  leading  patrician  (Antwerp  was  then  one 
of  the  richest  cities  in  Europe,  if  not  the  world),  and  he 
became  so  wealthy  that  he  was  able  to  build  himself  a  mag-: 
nificent  palace,  still  preserved  today  as  a  printing  museum 
But  Plantin  and  his  printing  house  began  to  decline  well 
before  his  death  and  soon  faded  into  insignificance. 

By  1580  or  so,  the  printers,  with  their  focus  on  technol- 
ogy, had  become  ordinary  craftsmen,  respectable  trades- 
men to  be  sure,  but  definitely  not  of  the  upper  class.  Theii 
place  was  soon  taken  by  what  we  now  call  publishers  (though 
the  term  wasn't  coined  until  much  later),  people  and  firm! 
whose  focus  was  no  longer  on  the  "T"  in  IT  but  on  the  "I.' 

This  shift  got  under  way  the  moment  the  new  technology 
began  to  have  an  impact  on  the  MEANING  of  informa- 
tion, and  with  it,  on  the  meaning  and  function  of  the  15tr 
century's  key  institutions  such  as  the  church  and  the  uni- 
versities. It  thus  began  at  the  same  juncture  at  which  wc 
now  find  ourselves  in  the  present  information  revolutior 
as  we  undergo  the  shift  in  business  information  and,  witr 
it,  the  redefinition  of  the  function  and  purpose  of  business 

Is  there  a  lesson  in  this  for  today's  information  tech    ?; 
nologists,  the  CIOs  in  organizations,  the  software  design 
ers  and  developers,  the  devotees  of  Moore's  Law?  I 
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Unique  educational 
home  computers 
only  at  RadioShack. 

lese  high-powered,  full-featured  PCs  have  all  kinds  of  software  to  help  students  of  all  ages  do  better  in  school. 
ternet  enhancements  ideal  for  reports.  Features  made  to  order  for  homework.  The  latest  tools  for  better  grades 
Dm  trusted  names  like  Disney,  The  Learning  Company  and  Corel.  Software  titles  such  as:  Sesame  Street:  Get  Set 
r  Kindergarten,  Where  in  Time  is  Carmen  Sandiego?  and  Princeton  Review's  Inside  the  SAT  &  ACT  Deluxe,  to 
ime  just  a  few.  Plus,  the  quality  and  service  you  expect  from  the  world's  number  one  computer  brand.  And 
ith  a  library  of  productivity  and  entertainment  software,  they're  perfect  for  the  whole  family. 
ve  your  kids  a  head  start,  starting  at  $999* 

fer/price  not  available  at  all  stores.  Please  inquire.  *  Monitor  with  speakers  sold  separately. 
me  software  may  vary  from  retail  versions  and  may  not  include  documentation  or  all 
jgram  functionality. 
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'OUR  INTERNET  ACCESS  SERVICE 

NEEDED  MORE  CAPACITY.  AND  WE 

NEEDED  IT  FAST." 

At  the  GTE  WHOLESALE  SERVICES  DIVISION,  our  goal  is  to  provide 

jvative  communications  solutions  to  businesses  within  the  communications  industry.  Whether 

volves  network  management,  network  capacity,  or  resale  services,  we  have  an  intimate 

lerstanding  of  the  problems  these  companies  face.  And  the  experience  and  expertise  to  solve 

.  We  begin  by  establishing  a  relationship  with  customers  based  on  open  communication  and 

■inderstanding  of  their  business,  which  allows  us  to  focus  squarely  on  their  needs.  Then  we 

c  for  creative  ways  to  fill  those  needs  -  even  if  that  means  changing  the  way  we  do  business. 

Some  time  ago,  an  ISP  "backbone"  provider  faced  a  major  dilemma:  Customer  demand 
Internet  capacity  bad  outstripped  their  ability  to  provide  it.  They  needed  to  build 
■e,  and  quickly.  That's  when  they  called  in  GTE  Network  Services  Wholesale  Division. 
Partnering  closely  with  the  ISP,  we  introduced  them  to  a  new  networking 
configuration  called  CyberPOP .  Instead  of  the  traditional  method  of  routing 
ISDN  lines  through  multiple  points,  this  system  employs  a  trunkside 
connection  that  permits  the  equipment  to  be  located  in  existing  GTE  switching 
ters,  which  in  turn  allows  capacity  to  be  added  much  more  rapidly.  Over  the  next  two 
rs,  in  fact,  the  rate  at  which  we  installed  circuitry  for  this  provider  went  from  1,000  ports  a 
ith  to  more  than  twelve  times  that.  This  rate  far  exceeded  their  expectations,  enabling 
m  to  increase  their  business  and  coverage  opportunities  very  rapidly. 

If  you're  having  a  problem  getting  one  of  your  communications  ideas  to  work,  call 

Wholesale  Services  Division  of  GTE  at  1-888-483-9594,  or  contact  us  on  the  Internet 

vww.gte.com/Wmkts.  We're  quick.  We're  cost-competitive.  And  best  of  all,  we're  flexible. 

you  can  count  on  us  to  deliver  solutions  that  will  ensure  your  success. 
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THERE'S  A  VERY  GOOD  REASON  EUROPEAN  MONITORS 
ARE  ENGINEERED  TO  A  HIGHER  STANDARD. 


IT'S  THE  LAW. 


Granted,  it's  not  easy  to  build  monitors  for  the  world's  strictest  quality  standards.  Or  to  pass 
the  rigorous  tests  demanded  by  ISO-9241-3,  TCO  and  NUTEK.  But  as  a  result,  our  monitors  come 
with  pinpoint  clarity  and  faster  refresh  rates,  for  reduced  eyestrain.  Remarkably  low  emissions.  And  an 
unsurpassed  level  of  reliability. 

While  in  some  corners  of  the  world  all  this  might  be  considered  a  luxury,  in  Europe  it's  just 
the  way  things  are  done.  And  it's  your  av  ;  ranee  that  with  Nokia,  you'll  always  see  a  world  of  difference. 

For  more  information  on  our  full  line  of  15"  to  21"  monitors,  please  call  1-800-BY-NOKIA,  or 
visit  us  at  w  w  "  i  ■  ikia    om  in 

Pictured  above  a  a  Nokia  21"  +45Xpro<2<)"  VIS),  the  industry's  h  l  L2lkHi  monitor  wuh  IS<K>*  I  Ml)  resolution,  up  to  8OH2  refresh  rare  and  22mm  horuonral  doc  pitch. 
OI99R  Nnkoi  IJnpby  Pnxlun.  Inc  SprcukaTMns  mhtnt  tu  ihjngr  All  othrr  tnormario  Mr  the  sole  property  at  rhnr  nrsprvtiw  compuurs. 
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Sure,  you 
expect  to  see 
FedEx  and  AmEx 
here,  but  how  about 
Werner  Enterprises  (who?) 
or  Pioneer  Hi-Bred. 


Our  list  of 
winners  and 

wimps  holds 
more  surprises. 


WHEN  we  began  searching  for  the  country's 
best  users  of  information  technology,  we  went 
straight  to  Wall  Street.  Surely  industry  ana- 
lysts would  be  keeping  tabs  on  the  technolog- 
ically savvy.  We  should  have  knowji  better. 
"I  don't  know  anything  about  the  sector's 
technology,"  Donaldson,  Lufkin  &  Jenrette 
food  analyst  Bill  Leach  told  one  of  our 
reporters.  "It's  not  something  I  pay  attention  to."  Offered  CS  First 
Boston's  Paul  Westra,  who  covers  restaurants:  "It's  not  substan- 
tially an  information -technology-driven  business." 

Well,  wake  up,  Wall  Street.  Leach  ought  to  know  that  the  agri- 
culture sector  is  among  the  preeminent  IT  users  in  our  econ- 
omy, as  our  profile  on  Iowa's  Pioneer  Hi-Bred  surely  attests.  And 
Westra  is  wildly  out  of  touch  if  he  believes  that  the  restaurant 
industry  isn't  technology  driven  (ever  been  to  Wendy's?).  Some- 
body should  give  this  guy  a  clue. 

Thanks  to  our  efforts,  the  following  pages  should  give  behind- 
the-curve  analysts  a  start.  Ours  is  the  first  comprehensive  survey 


on  the  economy's  best — and  worst  —  users  of  information  tech- 
nology outside  the  high  tech  industry  itself.  Our  choices  are  based 
on  the  opinions  of  dozens  of  experts,  including,  in  the  end,  a  few 
with-it  Wall  Streeters.  The  list  is  short:  just  29  players.  And 
though  diverse,  these  companies  —  the  "winners"  in  10  industry 
categories — have  one  thing  in  common:  They're  dynamic. 

There  we  go  with  that  word  again,  and  we're  using  it  on 
purpose.  We  believe  "dynamic"  best  describes  the  kind 
of  company  most  likely  to  succeed  in  the  new  economy — 
forceful,  energetic,  in  motion.  Fast-moving,  forward- 
thinking  companies  demand  and  make  good  use  of  IT. 
Slow-witted,  nondynamic  companies  just  tack  it  on, 
which  is  the  equivalent  of  bolting  a  spoiler  onto  a 
Yugo.  We  found  a  tech-challenged  company  in  every  sector — 
our  designated  "wimps" — to  illustrate  the  point.  Technology 
alone  doesn't  make  a  company  dynamic.  But  it's  the  thing  that 
makes  a  dynamic  company  a  real  dynamo.  To  milk  the  metaphor 
one  more  time,  it's  like  putting  a  turbo  boost  in  a  Bentley. 

S  Only  U.S. -based,  publicly  traded  companies  included.  Telecommunications,  biotechnology,  and  information  sciences  companies  excluded.  All  num- 
bers calculated  using  the  market  price  of  a  company's  stock  as  of  May  29,  1998.  Revenues  listed  are  for  fiscal  1997.  Talent  and  renewal  factors  derived  by  reporters 
and  editors  after  interviews  with  experts  and  analysts;  companies  ranked  on  a  1  (worst)  to  5  (best)  basis.  Talent  factor  indicates  the  ability  of  a  company  to  attract 
and  keep  topflight  employee  talent.  Our  renewal  factor  indicates  the  ability  of  a  company  to  "renew"  itself,  that  is,  adapt  to  market  change  and  develop  new  products. 
CEO  motivation  index  derived  by  weighing  a  CEO's  salary  with  his  or  her  equity  stake  in  the  company;  the  bigger  the  stock-and-option  package,  the  higher  a  CEO 
scores,  1  (worst)  to  5  (best).  The  market-to-book  ratio  compares  a  firm's  market  value  to  its  book  value  or  the  replacement  costs  of  its  assets.  Five-year  revenue  growth 
expressed  as  a  compound  annual  growth  rate.  Asterisks  denote  where  five-year  growth  rate  was  unavailable  due  to  company  spin-offs,  mergers,  and  acquisitions. 
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Walt  Disney,  Burbank,  CA 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $22.5B  Ticker  Symbol:  DIS 

Market  to  Book:  4.1 5  Ability  to  Attract  Talent:  4.4 

Frve-Year  Revenue  Growth:  24.6%  Ability  to  Renew:  4.4 

Web  Site:  disney.com  CEO  Motivation  Index:  3 

Goofy  it  ain't.  Disney's  canny  use  of  technology  is  evident 
throughout  its  sprawling  empire.  Here's  a  sample.  Its  150-strong 
The  feW3ft«r  company  Creative  Technologies  division  focuses 
©  Disney  on  implementing  new  technologies,  lately 
the  Internet.  It  employs  smart-card  technology  to  record  atten- 
dance at  its  theme  parks.  It  mines  its  data  on  park  visitors  to 
find  out  who  sold  them  their  vacation  packages.  Its  sales  force 
is  fully  automated,  thanks  to  Siebel  Systems  software.  It  has  a 
real-time  animation  network  that  links  artists  working  in  Florida 
to  those  in  California.  It  has  computing  legends  Alan  Kay  and 
Danny  Hillis  as  Disney  Fellows,  paid  to  dream  up  tech's  next 
generation.  Plus,  its  Buena  Vista  Internet  Group  runs  the  lead- 
ing Web  sites  in  the  category  of  kids,  family,  and  sports. 


Ability  to  Renew:  4 
CEO  Motivation  Index:  1 


Dow  Jones,  New  York,  NY 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $2.6B  Ticker  Symbol:  DJ 

Market  to  Book:  4.46  Ability  to  Attract  Talent:  3.5 

Five-Year  Revenue  Growth:  7.6% 
Web  Site:  dowjones.com 

You  might  think  Dow  Jones  would  wind  up  a  wimp,  owing  | 
to  the  embarrassing  failure  (and  near  billion-dollar  write-off) 
DOW  I  ONES         °*  'ts  financial  service,  Telerate.  But  the 
^^"^  company  wins  instead,  thanks  to  its  terrific 

Internet  news  entry,  Wall  Street  Journal  Interactive  Edition 
(wsj.com).  Using  a  publishing  system  licensed  from  Netscape  i 
and  coupled  with  Sun  Microsystems  hardware  (SPARC  Center 
2000E),  wsj.com  is  a  snazzy  interactive  version  of  the  print  paper,  i 
One  of  the  few  Internet  sites  (so  far)  charging  users  for  content,  l 
wsj.com  boasts  more  than  200,000  who've  paid  up.  What's  more,  ■ 
the  e-paper  has  created  new  customers,  two-thirds  of  whomt 
never  subscribed  to  the  print  edition.  Roughly  $8.4  million  inr 
revenues  comes  from  interactive  subscriptions;  the  company] 
claims  at  least  that  much  in  online  ad  revenues. 


NEILBUDDE 

Creator,  Wall  Street 
Journal  Interactive 

If  the  information  age  is  some  sort 
of  digital  renaissance,  42-year-old  Neil 
Budde  might  well  be  a  modern-day 
Michelangelo. 

A  newspaperman  by  trade,  Budde 
joined  Dow  Jones  in  1987  and  became 
deputy  editorial  director  of  the  Dow 
Jones  News/Retrieval.  Budde  dreamed 
of  an  interactive  version  of  the  Wall 
Street  Journal.  A  self-confessed  do-it- 
yourselfer  ("Create  prototypes  if  you 
have  to.  Learn  HTML  if  you  need  to," 
he  says),  Budde  taught  himself  Visual 
Basic  in  1993  and  spent  his  free  time 
creating  prototypes  of  his  vision.  He 
shopped  the  models  around  Dow 
Jones's  upper  management,  and  in  late 
'93  his  business  plan  was  approved. 

It's  this  hands-on  manner  that 
coworkers  believe  makes  Budde  such 
an  asset  —  and  an  anomaly.  "He  has 
this  hybrid  personality,"  says  creative 
director  Jennifer  Edson.  "He  can  actu- 
ally go  in  and  be  a  programmer,  a 


designer,  a  businessman,  an  entrepre- 
neur, a  corporate  guy.  He  understands 
every  piece  of  the  puzzle  so  well  that 
he's  not  always  swayed  by  one  angle 
more  than  another." 

In  1994  Budde  and  his  team  devel- 
oped a  proprietary  software  system  for 
the  Interactive  Journal.  But  in  1995  they 
abandoned  the  custom  platform  in 
favor  of  the  Web.  "It  was  really  difficult 
to  look  and  say,  'The  path  we're  on 
is  wrong,' "  remembers 
Budde.  "But  it  was  clear 
to  those  of  us  paying 
attention  to  the  tech- 
nology that  it  was  what 
we  had  to  do." 

Budde  was  so  intent 
on  getting  the  technology  of  the 
Web  within  his  grasp  that  he  taught 
himself  HTML  in  a  bar  at  Boston's 
Logan  Airport  using  a  book  and  a 
laptop.  The  pages  he  created  translated 
his  original  vision  into  one  suitable 
for  the  Web,  and  work  on  the 
site  began. 

The  site  still  runs  on  the  original 
technology  Budde  and  his  team  chose 
in  '9?  — Sun  Microsystems  hardware, 
Netsc.  >e  Publishing  System, 


Oracle  databases,  and  Verity  software, 
which  supports  the  site's  searching 
capabilities.  But  the  technology  is 
still  just  catching  up  with  what  Budde 
had  envisioned  in  1993. 

The  Interactive  Journal  went  live 
in  April  1996.  It  is  now  the  largest 
subscription  site  on  the  Web,  with 
more  than  200,000  paid  subscribers — 
two-thirds  of  whom  were  not  previ- 
ously print  subscribers.  According 
to  the  company,  the  site 
garners  a  $65  cpm  (cost 
per  thousand  page  impres- 
sions) and  up.  At  nearly 
double  the  average  price  for 
Web-based  news  content, 
that's  one  of  the  highest 
advertising  rates  on  the  Internet. 
About  the  only  thing  wsj.com 
doesn't  do  is  make  money.  Maybe 
next  year.  "If  you  look  at  [what  we're 
doing]  sheerly  on  revenues  and 
finances,  it's  nothing  compared  to 
the  [print  edition],"  admits  Budde. 
"But  in  terms  of  potential,  this  will  be 
the  future  of  the  Wall  Street  Journal. 
And  this  belief  is  shared  by  all  in  the 
company — it's  not  just  us  thinking 
that  crazy  thought."  — Suzie  Anier 
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Ability  to  Renew:  3 
CEO  Motivation  Index:  5 


Viacom,  New  York,  NY 

•  WINNER  Exchange:  AMEX 

1 997  Revenues:  $1 3.2B  Ticker  Symbol:  VIA 

Market  to  Book:  1 .46  Ability  to  Attract  Talent:  3 

Five-Year  Revenue  Growth:  47.3% 
Web  Site:  viacom.com 

Another  on  our  list  rescued  by  technology.  Viacom  had  a  rotten, 
turbulent  year  in  '97,  complete  with  sagging  margins  and  the  sack- 
«*■  a  ff\kA  mg  °f  CEO  Frank  Biondi.  Yet  its  Blockbuster 
*  l*^W"^W«  division  experienced  a  same-store  video 
rental  revenue  increase  of  9.3%,  thanks  to  a  new  souped-up  cus- 
tomer database.  It  tracks  who  rents  what,  helping  the  chain  stock 
videos  more  wisely.  The  data  on  Blockbuster's  64  million  customers 
is  managed  with  an  Oracle  database  and  an  IBM  RS/6000  server. 


Tele-Communications,  Englewood,  CO 

Exchange:  Nasdaq 
Ticker  Symbol:  TCOMA 
Ability  to  Attract  Talent:  2.3 


/WIMP 

1997  Revenues:  $7.6B 
Market  to  Book:  N/A 
Five-Year  Revenue  Growth:  16% 
Web  Site:  tci.com 


Ability  to  Renew:  4.2 
CEO  Motivation  Index:  5 


TCI  isn't  exactly  a  digital-age  slouch,  but  even  CEO  John  Malone 
can  whiff  when  it  comes  to  technology.  Our  experts  cringed  at 


TCI's  debacle  involving  its  massive  computerized  customer 

billing  service  called  Summitrak.  It  was  supposed  to  handle  the 
cable  giant's  customer  service  and  billing  func- 
tion's. But  three  years  and  $132  million  later,  thi 

system  barely  ran.  The  save?  TCI  sold  the  stew  to  CSG  System; 

International,  a  cable  billing  services  company.  The  other  save?: 

Perhaps  its  merger  with  AT&T. 


FINANCIAL    SERVICES 


American  Express,  New  York,  NY 


Exchange:  NYSE 
Ticker  Symbol:  AXP 
Ability  to  Attract  Talent:  4.5 
Ability  to  Renew:  4.5 
CEO  Motivation  Index:  2 


•  WINNER 

1997  Revenues:  $17.8B 
Market  to  Book:  5.02 
Five-Year  Revenue  Growth:  4.5% 
Web  Site:  americanexpress.com 

Analysts  agree  that  this  early  believer  in  data  mining — the  com- 
pany was  one  of  the  first  customers  of  Thinking  Machines,  the 
old  supercomputer  company,  in  the  early  1990s  —  reversed  i 
slide  in  market  share  with  its  clever  use  of  database 
j^|      management  systems.  AmEx's  CustomExtras,  built  or 
ML    information  culled  from  its  extensive  databases,  allow" 
it  to  offer  individual  discounts  and  deals  directly  on  card  mem- 
bers' bills.  The  system  runs  on  IBM  databases  and  mainframes 
AmEx  also  beat  out  other  credit  card  companies  here  with  it 
online  entries,  especially  its  alliance  with  Microsoft. 


ALFRED  F. 
KELLYJR. 

Executive  vice  president, 
American  Express 

What  do  you  do  for  a  technology 
challenge  after  you've  headed  up  infor- 
mation systems  at  the  White  House? 
How  about  carrying  American  Express 
into  the  next  millennium? 

It  works  for  Alfred  Kelly.  "In  finan- 
cial services,  technology  is  not  a  lux- 
ury, it's  absolutely  mandatory,"  he  says. 
Since  his  year  and  a  half  of  White 
House  service,  Kelly  has  spent  1 1  years 
directing  an  850-person  departmental 
army  devoted  to  the  task  of  persuading 
AmEx  customers  to  choose  its  form 
of  plastic  over  a  selection  of  less  «. 
competitors.  Kelly  oversees  all  aspe^  I  s 
of  marketing  to  current  and  prospec- 


tive American  Express  and  Optima 
cardholders. 

It's  a  technology-intensive  task. 
Convincing  people  to  spend  more 
means  hitting  the  right  customers  with 
exactly  the  right  offer  at  the  right  time. 
To  do  it,  AmEx's  IT  department 
employs  a  client/server  network 
capable  of  extracting 
spending  patterns  from 
the  company's  main- 
frame databases,  which 
are  jam-packed  with 
customer  transactions. 
Then  the  system  comes 
up  with  a  custom-tailored  set  of  pro- 
motions for  each  customer.  The  result 
is  printed  right  on  the  cardholder's 
monthly  statement.  Thus  a  customer 
with  a  history  of  upscale  clothing  pur- 
chases might  get  a  Saks  Fifth  Avenue 
promo,  while  a  heavy  traveler  would 
get  one  from  Delta  Airlines. 

"We're  transforming  the  monthly 
statement  into  more  than  just  a  bill," 


notes  Kelly.  "It's  also  a  communications 
channel  and  a  vehicle  for  delivering 
added  value  to  our  customers."  The 
inserted  message  has  close  to  a  100% 
readership  rate  and  costs  zero  in 
extra  postage. 

Kelly  considers  technology  so  vital 
to  his  own  division's  mission  that  while 
the  company's  senior  vice 
president  of  technologies, 
Laurel  Miller,  doesn't  officially 
report  to  him,  Kelly  pretends 
that  she  does.  "She  lives  out 
of  town,  but  she  sits  on  my 
executive  board  and  will  fly 
in  for  my  meetings,"  he  says.  "I  include 
her  in  conference  calls  all  the  time." 
Kelly  is  currendy  trying  to  bring 
some  of  AmEx's  targeting  capabilities 
to  the  Internet.  Card  members  can 
already  check  their  balances  and  view 
their  statements  at  AmEx's  Web  site, 
and  look  up  offers  from  American 
Express  merchants,  by  state  as  well  as 
by  category.  — Alessandra  Bianchi 
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First  Union,  Charlotte,  NC 

Exchange:  NYSE 
Ticker  Symbol:  FTU 
Ability  to  Attract  Talent:  4.5 
Ability  to  Renew:  5 


•   WINNER 

1997  Revenues:  $9.2B 
Market  to  Book:  2.82 
Five-Year  Revenue  Growth:  26% 


Web  Site:  firstunion.com 


CEO  Motivation  Index:  1 


This  regional  bank — the  nation's  sixth  largest,  with  assets  of 
$157  billion  —  operates  in  12  states  from  Delaware  to  Florida, 


N 


on  a  single  computing  platform.  Believe  it  or  not, 


that's  rare  in  the  world  of  megabanking.  That  single 
system  —  constructed  with  Amdahl  and  IBM  mainframes,  Cisco 
networks,  and  Compaq  and  IBM  PCs  —  allows  customers  to 
access  information  easily,  regardless  of  location,  and  has  helped 
the  bank  fold  in  acquisitions  more  quickly.  Our  experts  note 
it  took  First  Union  just  six  months  to  mesh  with  First  Fidelity 
in  1996. 

Charles  Schwab,  San  Francisco,  CA 

•  WINNER  Exchange:  NYSE 

1997  Revenues:  $2.3B  Ticker  Symbol:  SCH 

Market  to  Book:  7.53  Ability  to  Attract  Talent:  5 

Five-Year  Revenue  Growth:  25% 
Web  Site:  schwab.com 


Ability  to  Renew:  5 

CEO  Motivation  Index:  5  and  2* 


It  wasn't  the  first  to  bring  investing  to  the  Internet,  but  who  cares? 
In  just  two  years,  the  discount  broker  has  become  the  Net's 
CU     1     Q  U      U    lar8est  plaYer>  with  more  than  $  1 16  billion 

Lnanes  acnwao  in  online  assets  Its  Web.based  service  _ 

using  a  Netscape  enterprise  server  running  on  an  IBM  AIX 
operating  system  —  handles  nearly  20  million  financial  and 
research  transactions  daily.  So  outstanding  is  the  online  offer- 
ing that  it  helped  Schwab  win  GartnerGroup's  Excellence  in 
IT  Award  and  the  Global  Information  Infrastructure  Award 

for  Commerce.  'Based  on  co-CEOs  Charles  Schwab  and  David  Pottruck 

Morgan  Stanley  Dean  Witter, 
New  York,  NY 

/WIMP 

1997  Revenues:  $27.1  B 
Market  to  Book:  3.23 
Four-Year  Revenue  Growth* 


Exchange:  NYSE 
Ticker  Symbol:  MWD 
Ability  to  Attract  Talent:  4 
Ability  to  Renew:  5 
Web  Site:  deanwitterdiscover.com  CEO  Motivation  Index:  2 


17% 


Okay     n  the  investment  house  side,  Morgan  Stanley  Dean 

Witter  i  ems  to  have  its  IT  act  down.  And,  okay,  the  credit  card 

industry  is  in  tine  dumps, 
MORG       STANLEY  DEAN  WITTER    t.       .    '  •  . 

thanks  to  an  increase  in 

person-      bankruptcies.  But  Morgan's  Discover  Card  division 
could  I .       thrived  —  as  American  Express,  one  o;  our  winners, 
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has  —  but  instead  saw  -net  income  dive  2 1  %  in  a  year.  So  wW 
do  our  experts  think  Discover  could  be  like  AmEx?  Becausi 
Discover  also  issues  cards,  bills  customers,  and  collects  payments 
That  gives  it  the  ability  to  mine  data  on  its  40  million  customers 
But  our  analysts  aren't  sure  what  Discover  is  doing  with  all  thos« 
terabytes  of  information  —  if  anything.  Yoo-hoo,  is  anyone  awak 
in  the  computer  room? 


RICULTURE 


Keebler  Foods,  Elm  hurst,  IL 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $2.1  B  Ticker  Symbol:  KBL 

Market  to  Book:  9.66  Ability  to  Attract  Talent:  4 

One-Year  Revenue  Growth*:  25.5%  Ability  to  Renew:  4 

Web  Site:  keebler.com  CEO  Motivation  Index:  2 

We  hate  to  sound  like  that  damn  elf,  but  Keebler  has  "unconr 
monly  good"  information  systems.  The  company  had  the  sens 
to  scrap,  starting  in  1994,  a  hodgepodge  c 
'MMpA  |    systems  that  included  nine  nonintegratet 


databases,  two  different  mainframes,  an 
assorted  in-house  software  packages.  It  switched  to  ERP  soft* 
ware  (from  SAP)  that  links  together  a  supply  chain  managemer 
program  from  Manugistics,  a  warehouse  management  applica 
tion  from  McHugh  Software  International,  and  a  database  sys 
tern  from  Oracle.  The  lot  hums  along  on  a  Hewlett-Packar: 
client/server  setup.  Today,  Keebler's  five  regional  offices,  12  plant 
14  shipping  centers,  and  54  distribution  centers  are  connectec 
allowing  Keebler  to  efficientiy  manage  inventory,  sales,  and  cost 
and  to  maintain  a  two-day  delivery  cycle  to  grocery  stores. 

Archer  Daniels  Midland,  Decatur,  IL 

•  WINNER  Exchange:  NYSE 

1997  Revenues:  $13.9B  Ticker  Symbol:  ADM 

Market  to  Book:  1 .66  Ability  to  Attract  Talent:  4 

Five-Year  Revenue  Growth:  8.5%  Ability  to  Renew:  3 

Web  Site:  admworld.com  CEO  Motivation  Index:  3 

With  all  the  sour  news  this  "supermarket  to  the  world 
has  produced  in  the  last  two  years,  we  never  expected  Wa 
Street  to  be  sweet  on  ADM.  But  the  company  is  highly  regarde 
for  its  applications,  created  and  updated  by  an  in-houi 

Jk  team.  Run  on  IBM  mainframes  and  varioi 

^MADM     LANs,  ADM's  applications  are  often  modifie 

^*  2,000  times  a  month.  Sound  excessive?  Mayb 

But  consider  the  company's  automated  transportation  systen 
which  manages  17,000  railcars,  2,200  barges,  800  trucks,  an 
its  35  riverboats  tracked  by  satellite.  So  precise  and  flexib 
is  the  system  that  during  the  1993  Midwest  flood,  ADM  reroute 
its  fleet  by  several  hundred  miles  to  continue  to  meet  customt 
demands. 
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After  making  a  name  for  ourselves 

in  Laser  Multi-Function, 
we  decided  to  show  our  true  colors 
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No  matter  if  it's  laser  or  color,  Brother  multi-function  is 
the  standard  in  multi-function  products.  Case  in  point; 
our  most  recent  award  winner,  the  MFC-7000FC-color 
multi-function  center.  More  than  just  winning  PC 
Magazine's  Editors'  Choice  in  the  category,  it  also 
won  the  "Best  of  1997"-  or  as  PC  Magazine's  editors 
stated;  "for  our  money,  we'd  opt  for  the  color  capabil- 
ities of  the  MFC-7000FC."  From  its  high  resolution 
color  printer,  color  copier  and  color  scanner  to  its 
unique  ability  to  send  color  faxes,  the  MFC-7000FC 
gives  your  image  all  the  color  edge  it  needs  —  right  at 
your  fingertips.  Speaking  of  image,  its  exclusive  built-in 
video-capture  function  lets  you  capture  images  from  a  VCR, 
camcorder  or  digital  camera.  Combine  that  with  a  full  feature 
plain  paper  fax  and  a  digital  message  center,  and  you'll  see  why 
the  MFC-7000FC  will  work  for  you.  Once  you  see  our  amazing 
lifelike  colors,  everything  else  will  pale  in  comparison! 


AVAILABLE  AT: 
OfficeMax,  Staples,  Office  Depot,  CompUSA,  J&R  Music  World  ...and  other  participating  stores. 

MORE  AWARDS  THAN  ANYONE  ELSE  IN  MULTI-FUNCTION 
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We're  at  your  side. 


I  SI        M      were  at  your  side. 

brother 

Brother  International  Corporation,  Bridgewater,  NJ  ■  Brother  International  Corporation,  Nagoya,  Japan 

FOR  MORE  INFORMATION  PLEASE  CALL  THE  BROTHER  FAX-BACK  SYSTEM  1-800-521-2846  OR  VISIT  OUR  WEB  SITE  AT  http://www.brother.com 

All  trademarks  and  registered  trademarks  referenced  herein  are  the  property  of  their  respective  companies.  ©1998 


Exchange:  NYSE 
Ticker  Symbol:  PHB 
Ability  to  Attract  Talent:  4 
Ability  to  Renew:  4 
CEO  Motivation  Index:  1 


Pioneer  Hi-Bred  International, 
Des  Moines,  IA 

•   WINNER 

1997  Revenues:  $1.8B 
Market  to  Book:  6.23 
Five-Year  Revenue  Growth:  7.2% 
Web  Site:  pioneer.com 

Corn  seed  —  high  tech?  You  bet.  Some  45  software  developers 
and  engineers  at  this  top  hybrid  corn  seed  producer  (42%  mar- 
/jT\  ket  share)  use  an  arsenal  of  hardware  from  Hitachi, 
(CO)  ibm,  ancj  sun  t0  write  proprietary  programs,  such 
PIONEER,  as  PRISM  (Pioneer  Research  Information  System), 
that  gather  and  analyze  data  on  the  more  than  130,000  new 
hybrids  and  varieties  of  corn  developed  each  year.  The  company 
will  soon  have  a  single,  integrated  system,  which  will  operate  on 
SAP  software  and  manage  financials  and  supply  chain  man- 
agement, plus  monitor  seed  growth.  Its  field  sales  reps  use  lap- 
tops running  a  database  management  retrieval  package,  FIS  (Field 
Info  Systems),  to  input  historical  data  and  farmer  profiles.  In  all, 


Pioneer  spends  $40  million  annually  on  IT.  Is  it  worth  it?  Y're 
darn  tootin'  —  40%  of  1997  revenues  were  from  new  products, 
and  analysts  expect  that  percentage  to  jump  to  70%  by  next  year. 

Nabisco,  Parsippany,  NJ 

/WIMP  Exchange:  NYSE 

1 997  Revenues:  $8.7B  Ticker  Symbol:  NA 

Market  to  Book:  2.93  Ability  to  Attract  Talent:  4 

One-Year  Revenue  Growth*:  -1.9%  Ability  to  Renew:  3 
Web  Site:  nabisco.com  CEO  Motivation  Index:  3 

Food  king  Nabisco  loses  here  for  being  tardy,  dull,  and  dopey. 
"Behind  the  curve,"  said  one  of  our  experts.  "They're  just  starting," 
said  another.  That's  problem  one.  Problem  two:  Even  as  the  com- 
pany eyes  new  software  (from  SAP),  it  appears 
to  be  missing  a  cohesive  tech  system  strategy. 


rNABISCO 


Problem  three:  The  company's  existing  technology  isn't  integrated 
The  automated  supply  chain  management  for  Nabisco  Biscuit, 
the  baked-goods  segment,  is  handled  by  one  system,  while  ii 
U.S.  Foods  Group  division  (LifeSavers,  Grey  Poupon,  etc.)  runs 


TONY  CAVALIERI 

Vice  president,  Pioneer 
Hi-Bred  International 

It's  not  often  that  a  Ph.D. — work- 
ing in  a  somewhat  obscure  field  like 
seed  production  analysis  —  motivates 
a  nearly  two-billion-dollar  company  to 
revolutionize  its  IT  department.  But 
Tony  Cavalieri  isn't  your  typical  hay- 
seed, and  Pioneer  Hi-Bred  isn't  your 
average  Corn  Belt  company. 

Cavaiieri,  a  career  scientist  at 
Pioneer,  spent  17  years  directing  bio- 
tech  research  in  various  areas  —  molec- 
ular biology,  entomology,  biochemistry, 
pathology,  and  plant  physiology — to 
develop  better  seed  products.  Technol- 
ogy played  its  part.  Pioneer's  combines 
are  equipped  with  laptops  that  measure 
and  record  seed  characteristics,  and  the 
company's  networked  computer  system 
helped  Cavalieri  and  Pioneer's  other 
scientists  analyze  the  data.  It  was  not 
unlike  the  technology  used  bv  Pioneer's 
competitors. 

In  the  mid-1990s,  however,  Cavalieri, 
by  then  a  vice  president,  caught  the 
genomics  research  bug  after  attending 


conferences  on  the  budding  science. 
At  that  time,  most  of  the  research  was 
being  conducted  on  human  DNA,  but 
Cavalieri  saw  the  potential  in  applying 
the  technology  to  crops.  "We  saw  the 
opportunity  to  work  on  the  cutting 
edge  of  genomics,"  he  says.  "After  all, 
at  the  molecular  level,  DNA  is  DNA." 

In  January  1996  Cavalieri  engi- 
neered a  three-year, 
$16  million  deal  be- 
tween  Pioneer  and 
Human  Genome  Sci- 
ences (HGS),  a  leading 
gene-sequencing  com- 
pany in   Rockville, 
Maryland.  It  was  the  first  such  agree- 
ment between  an  agricultural  company 
and  a  genomic  firm.  Now  virtually 
every  Pioneer  competitor  has  similar 
collaborations,  and  Pioneer  itself  has 
several  other  such  deals. 

But  at  the  time,  the  HGS  deal  gave 
Pioneer  a  serious  competitive  advan- 
tage. It  was  the  only  corn-seed  pro- 
ducer with  access  to  gene-sequencing 
data  on  corn  genes.  But  the  novel  infor- 
mation would  be  worthless  unless  Pio- 
neer's IT  department  could  process  it. 

This  prompted  a  companywide 
technology  upheaval.  Among  the 


challenges:  migrating  to  a  new  operat- 
ing system  (Sun-Unix  vs.  VAX- VMS); 
adding  technology  to  Pioneer's  firewall 
to  enable  the  secure  exchange  of  data 
with  HGS;  and  gearing  up  to  receive 
huge  volumes  of  information  electroni- 
cally. Hundreds  of  thousands  of  bytes 
of  genetic  data  (known  as  ESTs,  or  ex- 
pressed sequence  tags)  came  in  daily  or 
weekly.  Pioneer's  old  system 
analyzed  field  research  and 
integrated  up  to  2  million 
data  points  into  Pioneer's 
centralized  database  over  an 
entire  crop-growing  season. 
In  contrast,  the  new  system 
could  generate  a  similar  amount  of 
data  in  a  day  or  two. 

While  Cavalieri,  46,  didn't  dictate 
how  the  IT  department,  run  by  CIO 
Bob  Merrill,  integrated  new  genomic 
data  with  the  field  research,  his  col- 
leagues depended  on  his  input.  "He 
led  the  way  in  thinking  about  how 
these  two  systems  needed  to  connect 
to  each  other,"  notes  research  com- 
munications manager  Donna 
Ramaeker  Zahn. 

It  took  almost  three  years,  but  today 
the  company's  IT  reconfiguration  is 
complete.  — Alessandra  Bianchi 
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Photography   by   Max   Aguilera-Hellwei 
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on  another.  Wall  Street  is  dismayed  with  Nabisco's  slow  tech 
innovation  and  its  near  2%  slip  in  sales  last  year. 


HEALTH    CARE 


United  Healthcare,  Minnetonka,  MN 

•  WINNER  Exchange:  NYSE 

1997  Revenues:  $11. 8B  Ticker  Symbol:  UNH 

Market  to  Book:  2.64  Ability  to  Attract  Talent:  4 

Five-Year  Revenue  Growth:  52.3%  Ability  to  Renew:  5 

Web  Site:  unitedhealthcare.com  CEO  Motivation  Index:  4 

This  HMO  behemoth  "travels  on  its  information  systems,"  accord- 
ing to  CIO  Paul  LeFort.  He's  not  kidding.  When  the  company 
consolidated  its  six  data  centers  into  two, 
it  had  to  charter  10  jets,  including  two 
757s,  to  move  its  files.  Its  IT  budget  totals  2%  of  revenues 
(amounting  to  $236  million  last  year),  and  it  has  a  huge  IT 
staff  with  2,500  employees.  What  are  all  those  people  doing? 
Some  use  patented  artificial  intelligence  software  —  now  in  the 
Smithsonian's  permanent  research  archives  —  to  settle  claims. 
Others  create  individual  Web  pages  for  the  HMO's  13  million 
enrollees.  And  some  integrate  the  enrollees'  files  into  the  HMO's 
patient  database  (one  of  the  world's  largest),  which,  thanks  to 


UNiTEDheafthcare" 


three  types  of  software  —  from  SAS  Institute,  Information  Advan- 
tage, and  IBM  —  lends  itself  to  sophisticated  data  mining.  No 
wonder  the  HMO  -was  voted  four  years  in  a  row  by  Computer- 
world  as  one  of  the  best  places  for  IT  professionals  to  work — 
the  only  company  in  its  field  to  earn  the  distinction. 


Exchange:  Nasdaq 
Ticker  Symbol:  AORI 
Ability  to  Attract  Talent:  5 
Ability  to  Renew:  5 
CEO  Motivation  Index:  4 


American  Oncology  Resources, 
Houston,  TX 

•  WINNER 

1997  Revenues:  $321. 8M 
Market  to  Book:  1.49 
Five-Year  Revenue  Growth:  140% 
Web  Site:  aori.com 

To  judge  by  the  spending  habits  of  this  medical  management 

company  that  focuses  on  oncology  practices,  the  most  promis- 

a  f^\"D  ing  cure  for  cancer  may  be  technology 

-^*-^-^-L^-  The  company  commits  3%  of  its  revenues 

American  Oncology  Resources       tQ  ^  each  ^  ft  ^  amasxd  fa  worjd>, 

single  largest  cancer  patient  database  (with  more  than  82,00C 
new-patient  profiles)  and  is  rolling  out  a  proprietary  Windows- 
based  system  that  links  patients'  clinical  and  financial  infor- 
mation. In  an  effort  to  place  patients  into  the  latest  clinica 


DR.  MALIK 
M.  HASAN 

CEO,  Foundation  Health  Systems 

In  1978  neurologist  Malik  Hasan 
brought  in  his  first  computer  because 
he  was  tired  of  taking  three  days  a 
month  to  process  his  bills  by  hand.  But 
the  software  he  got  was  so  relentlessly 
error-  and  crash-prone  that  after  two 
years  and  thousands  of  dollars,  Hasan 
pulled  the  plug.  His  conclusion:  Tech- 
nology is  the  answer,  but  only  if  you've 
got  it  right. 

Hasan  now  runs  Foundation  Health 
Systems,  one  of  the  largest  HMOs  in 
the  country,  but  he  still  hasn't  forgotten 
his  early  lesson.  That's  why  he's  thrown 
the  company's  resources  into  making 
sure  that  this  time  he  ends  up  with  the 
right  system  —  one  that  will  bring  a 
patient's  information  into  a  single 
electronic  record,  easily  accessed  by 
physicians,  nurses,  and  pharmacists. 

The  challenge  is  an  extraordinary 


one.  "Health  caregivers  are  woefully 
behind  in  their  application  of  tech- 
nology," says  Hasan.  "We  have  a  paper- 
based  delivery-of-care  system  that 
hasn't  changed  over  the  past  50  or 
60  years." 

Not  so  at  Foundation  Health.  It  has 
spent  the  last  five  years  designing  what 
it  calls  the  Fourth  Gen- 
eration Medical  Man- 
agement System,  or  4G. 
The  system  links  about 
half  of  its  more  than 
6   million   members 
with  financial,  admin- 
istrative, managed  care,  and  clinical 
data.  "If  you  show  physicians  a  user- 
friendly  system  and  demonstrate  that  it 
will  add  value  to  the  practice  of  medi- 
cine, then  they  will  adopt  it,"  he  says. 

The  Pakistani-born  Hasan  may 
himself  be  the  last  holdout:  He  still 
doesn't  use  email  or  voice  mail  often, 
though  he  spends  nearly  half  his  time 
on  the  road  visiting  many  of  FHS's 
120,000  different  physician  providers 
in  1  •  states."My  telecommunications 
cen      is  named  Shelly  and  Cathy,"  he 


says  unabashedly.  Nevertheless, 
technology  takes  top  priority  in  his 
18-hour  workdays.  Philip  Katz,  FHS's 
CIO,  notes  that  it's  not  unusual  for 
him  to  receive  a  call  at  1  a.m.  from 
an  excited  Hasan,  eager  to  discuss 
some  new  technology. 

In  the  near  future,  Hasan  plans  to 
add  artificial  intelligence  to 
clinical  databases  to  create 
"criteria  engines"  that  will 
generate  treatment  advice  for 
physicians.  "With  all  the  con- 
stant advances  being  made  in 
modern  medicine,  there's  no 
person  alive  who  can  know  each  and 
every  thing  in  such  precise  detail,"  he 
explains.  Hasan  envisions  doctors  and 
patients  looking  at  the  computer 
together,  so  that  patients  can  feel 
they're  part  of  the  treatment  process. 

Would  getting  treatment  advice  from 
a  computer  undermine  the  doctor's 
authority?  Hasan  doubts  it.  "Patients 
today  are  looking  for  the  best  care 
possible,"  he  says.  "Whoever  provides 
it  will  have  the  authority." 

— Alessandra  Bianchi 
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Photography   by   Max   Aguilera-Hellwe 
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trials  as  efficiently  as  possible,  it  has  developed  an  email 
system  (built  with  a  suite  of  Microsoft  products)  that  auto- 
matically notifies  physicians  and  clinical  researchers  when 
a  match  between  patient  and  trial  is  found.  The  technology 
enabled  AOR  to  place  more  patients  in  clinical  trials  in  the 
first  quarter  of  1998  than  it  did  for  all  of  last  year. 

Foundation  Health  Systems 
International,  Woodland  Hills,  CA 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $7.2B  Ticker  Symbol:  FHS 

Market  to  Book:  4.01  Ability  to  Attract  Talent:  4 

One-Year  Revenue  Growth*:  7.5%  Ability  to  Renew:  4 

Web  Site:  fhs.com  CEO  Motivation  Index:  4 

The  nation's  fourth-largest  publicly  traded  managed  health  care 
organization,  FHS  spent  the  last  three  and  a  half  years  building 
what  it  calls  the  Fourth  Generation  Medical 
^OCtt  tt  Q  Management  System.  It  weaves  together 
=LJLA^2  homegrown  software  with  products  from 
medical  vendors  Health  Data  Sciences,  Purkinje  Systems, 
and  Care  Management  Science,  and  is  designed  to  improve 
the  quality  of  patient  care  by  cutting  costs.  For  example,  a 
24-hour  hot  line,  where  registered  nurses  triage  patient  phone 
calls  by  using  sophisticated  algorithms  developed  by  Stanford 
and  Harvard  medical  centers,  has  reduced  unnecessary 
visits  to  the  emergency  room  by  various  patient  populations 
from  15%  to  50%. 

Oxford  Health  Plans,  Norwalk,  CT 

/WIMP  Exchange:  Nasdaq 

1997  Revenues:  $4.2B  Ticker  Symbol:  OXHP 

Market  to  Book:  4.60  Ability  to  Attract  Talent:  2 

Five-Year  Revenue  Growth:  94.8%  Ability  to  Renew:  2.5 

Web  Site:  oxhp.com  CEO  Motivation  Index:  4 

This  HMO  —  whose  motto  is  "the  health  and  healing  com- 
pany"—  is  pretty  sick.  The  culprit?  Technology.  Once  the  dar- 

o  r\  r     in    i  1   r.i  nn8  °f  Wall  Street,  Oxford's  stock 

ty  Oxford Health rlans     ,        ,  (       «.„  _c  .    <.__  00  . 
w  plunged  from  $68.75  to  $25.88  in 

two  days  last  October,  and  later  to  $13.75  upon  (now  former) 
Chairman  Stephen  Wiggins's  announcement  that  the  company's 
computer  systems  had  made  a  multimillion-dollar  error  and  that 
the  HMO's  anticipated  third-quarter  profits  were  actually  a  loss 
of  $78.2  million.  This  was  followed  by  a  fourth-quarter  loss  of 
nearly  $285  million,  which  wiped  out  all  of  Oxford's  reported 
earnings  in  its  seven-year  history  as  a  public  company. 
Our  experts  were  merciless:  "Oxford  has  become  like  a  house- 
hold word  for  what  happens  when  you  don't  use  technology 
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well,"  quipped  one.  A  chastened  Wiggins  didn't  duck  culpabil- 
ity on  Moneyline  last  December,  conceding,  "At  the  end  of 
the  day  a  computer  problem  is  probably  a  business  problem, 
and  somewhere  along  the  line  I  obviously  made  a  mistake." 
No  kidding. 


NONTELEP  HONE     UTILITIES 


Detroit  Edison,  Detroit,  Ml 

Exchange:  NYSE 
Ticker  Symbol:  DTE 
Ability  to  Attract  Talent:  3 
Ability  to  Renew:  4 


•   WINNER 

1997  Revenues:  $3.8B 
Market  to  Book:  1.54 
Five-Year  Revenue  Growth:  1.2% 


Web  Site:  detroitedison.com 


CEO  Motivation  Index:  1 


Detroit  Edison's  Oracle-based  $75  million  customer  service  sys- 
tem propels  it  well  past  competitors,  which  is,  of  course,  the  I 
Detroit  Edison        point.  The  centerpiece  of  the  system  is  an  | 
^jJH^    TmeB^nama    extensive  storm  management  program, 
-4n^  complete  with  a  massive  computerized  map 

of  southeastern  Michigan  and  a  direct  link  to  meteorologists.  I 
The  system  is  sophisticated  enough  to  allow  the  utility  to  deploy 
workers  before  weather  systems  hit  and  can  track  a  storm  in  I 
progress.  For  instance,  when  winds  knock  down  a  pole,  an  orange  | 
light  flashes  at  the  operations  center  and  the  company  knows 
exactly  where  to  send  its  repair  people. 


Duke  Energy,  Charlotte,  NC 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $1 6.3B  Ticker  Symbol:  DUK 

Market  to  Book:  2.71  Ability  to  Attract  Talent:  5 

Five-Year  Revenue  Growth:  1 5.3%  Ability  to  Renew:  5 

Web  Site:  duke-energy.com  CEO  Motivation  Index:  2 

Our  experts  told  us  that  without  its  IT  system,  Duke's 
mergers  and  acquisitions  strategy  would  be  virtually  useless. 
^^  After  a  merger,  Duke,  which  serves  some 

^5*T  ~  million  consumers  in  North  and  South 

^3*"  Carolina,  uses  PeopleSoft's  software  appli- 
cations to  coordinate  and  reconfigure  the  payroll,  benefits, 
and  employee  records  for  the  entire  company.  The  estimated 
$90  million  system  also  handles  project  costs,  budgeting, 
accounts  payable,  and  accounts  receivable.  As  soon  as  Duke 
acquires  another  firm  —  such  as  its  recent  acquisition  of 
PanEnergy,  which  took  only  seven  months  to  consummate — 
its  new  employees  are  immediately  folded  into  the  company 
database.  The  company  gets  extra  points  for  actually  diversi- 
fying into  technology.  Its  DukeNet  Communications  subsidiary 
develops  and  manages  fiber-optic  and  wireless  digital  com- 
munications systems. 


Documents  are  digital.  Documents  are  paper. 


When  you're  doing  it  all, 

the  Xerox  Document  Centre 

does  it  50°°  faster  than 

HP,  Canon  or  Ricoh. 


or 


a. 


X 


We  designed  the  Xerox  Document  Centre  220 
and  2  30  ST  to  do  what  every  office  needs:  copy, 
fax,  print  and  scan.  But  when  an  independent 
study  tested  them  against  the  Canon  GP  200F, 
the  Ricoh  Aficio  200  and  the  HP  Mopier 
5Si/ScanJet,  our  Document  Centres  blew 
them  away. 

In  12  different  tests,  using  different  combi- 
nations of  functions,  the  Document  Centre's 


productivity  was  matched  against  the  competi- 
tion's and  each  time  the  competition  failed  to 
meet  our  high  standards.  The  Document  Centre 
proved  on  average  at  least  50%  faster  and 
more  productive? 

Put  our  Xerox  Document  Centres  to 
the  test  yourself.  To  learn  more,  just  call 
1-800-ASK-XEROX  ext.  213  or,  to  see  the  test 
results,  visit  www.documentcentre.xerox.com. 


The  Document  Company 
xerox 


•%kjRs  based  on  PCL  XEROX.'  The  Document  Company.'  the  digital  X  .*  and  the  Document  Centre  are  trademarks  of  XEROX  CORPORATION  Canon*  and  GP200F  are  the  trademarks  of  Canon.  Inc  Hewlett  Packard,"  HP '  Mopier '  and  ScanJet"  are  the  trademarks  ol  Hewlett  Packard  Co  flicoh'and  Afiei 


e  the  trademarks  of  Ricoh  Corp 
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Entergy,  New  Orleans,  LA 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $9.6B  Ticker  Symbol:  ETR 

Market  to  Book:  0.94  Ability  to  Attract  Talent:  3 

Five-Year  Revenue  Growth:  1 8.6%  Ability  to  Renew:  3.5 

Web  Site:  entergy.com  CEO  Motivation  Index:  1  * 

This  utility's  IT  strategy  illustrates  one  of  the  riskiest  we  uncov- 
ered, but  it  was  worth  it.  Entergy  sank  much  of  its  approximately 
a  $100  million  IT  budget  into  a  single  project: 

^^j==r  jt  farfn  a  state-of-the-art  customer  service  system. 
6/  The  investment  was  backed  by  now-retired 
CEO  Ed  Lupberger,  who  upheld  the  company  motto,  Exceed  cus- 
tomer expectations  everywhere  we  serve.  Well,  he  has.  Entergy 
partnered  with  PowerBuilder  to  design  a  graphical  user  interface 
that  combines  with  legacy  systems  to  supply  up-to-date  informa- 
tion to  the  company's  customer  service  operators.  It  developed  data 
warehouses  for  its  marketing  and  customer  service  employees 
to  increase  their  customer  knowledge.  And  Entergy  linked  almost 
12,000  of  its  more  than  17,000  employees  with  a  Netscape  intranet 
so  they  could  access  a  variety  of  applications.  On  the  external 
side,  its  more  than  2.5  million  domestic  customers,  who  live  not 
only  in  Louisiana  but  also  in  portions  of  Arkansas,  Texas,  and 
Mississippi,  can  use  the  Entergy  Web  site  to  set  up  direct  pay- 
ment plans,  ask  customer  service  questions,  and  click  in  with 

Other  needs.  'Based  on  former  CEO  Edwin  Lupberger 


Exchange:  NYSE 
Ticker  Symbol:  PCG 
Ability  to  Attract  Talent:  2.5 
Ability  to  Renew:  2 
CEO  Motivation  Index:  1 


Pacific  Gas  and  Electric, 
San  Francisco,  CA 

/WIMP 

1997  Revenues:  $15.4B 
Market  to  Book:  1.48 
Five-Year  Revenue  Growth:  8.4% 
Web  Site:  pge.com 

We  hate  to  say  it,  but  not  everything  West  is  best.  In  1996  PG&E; 
entered  into  an  agreement  with  IBM  to  spend  millions  on  reengi-, 

m  PG&E  Corporation     neerin§  itS  customer  information- 

l*"" system.  But  deregulation  hit  the 

industry  much  sooner  than  PG&E  anticipated,  and  the  old-line 
utility  faced  the  daunting  task  of  tracking  quick  price  changes, 
and  multiple  suppliers.  Too  bad  its  pricey  IBM  system  couldn't 
help.  It  didn't  have  the  capacity  to  handle  the  fast-paced  new 
utility  world.  In  1997  PG&E  was  forced  to  scrap  the  entire  project. 
Now  the  company  is  plodding  along  with  its  20-year-old  legacy 
system.  Meanwhile,  PG&E's  retail  unit,  PG&E  Energy  Services, 
is  waiting  for  the  development  of  a  system — with  IBM  again - 
to  be  engineered.  IBM  is  betting  big  that  it  can  solve  PG&E's 
technology  nightmare.  In  a  deal  announced  last  April  with  PG&E 
Energy  Services,  Big  Blue  took  the  unusual  step  of  tying  its 
compensation  to  the  effectiveness  of  the  new  system.  In  its  out- 
sourcing agreement  with  the  utility,  IBM  will  also  supervise  cus- 
tomer services,  enroll  customers,  and  manage  billing. 


HENRY  FIALL0 

CIO,  Entergy 

Once  Henry  Fiallo  dreamed  of 
making  a  $50,000  salary  and  wearing 
a  suit  to  work.  That  was  in  1973,  when 
Fiallo  was  a  $137-per-week  line  worker 
for  BellSouth,  or  what  was  then  South- 
ern Bell.  Now  it  seems  a  simple  wish,  as 
Fiallo's  larger-than-life  job  as  CIO  of 
Louisiana's  largest  utility  barely  leaves 
him  room  for  dreaming. 

Since  arriving  at  the  New  Orleans 
headquarters  of  Entergy  in  April  1997, 
the  46-year-old  Cuban  immigrant  has 
revamped  computer  systems  through- 
out the  $9.6  billion  electric  utility,  as 
well  as  introduced  new  ones.  His  star 
achievement:  the  further  implementa- 
tion of  an  automated  mapping  and 
facility  management  (AMFM)  system, 
in  place  when  he  arrived.  Fiallo  has 
beefed  up  the  entire  system.  It  pin- 
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points  glitches  in  customer  service  and 
coordinates  repairs  —  and  has  added  a 
feature  that  identifies  equipment  fail- 
ure, based  on  algorithms  he  devised. 
Other  Fiallo-supervised  improvements 
include  a  new  intranet  to  track  customer 
concerns,  human  re- 
sources, and  adminis- 
trative and  financial 
data,  and  to  manage  IT 
projects.  In  all,  he  man- 
ages a  global  staff  of 
1,100.  "Henry's  focus  is 
to  get  projects  and  programs  com- 
pleted that  have  the  largest  impact," 
says  Entergy  Vice  President  James 
Rider.  "Things  are  moving  rapidly  in 
the  utility  business,  and  Henry  is  a 
good  problem  solver.  It  is  challenging 
to  be  in  business  with  him." 

Like  his  work  at  Entergy,  Fiallo's 
25-year  career  has  been  a  series  of 
upgrades.  "I  was  in  the  trenches,"  Fiallo 
says.  "I  was  climbing  poles,  installing 
phones."  But  he  actually  did  more. 


Fiallo  had  such  a  gift  for  selling  addi- 
tional services  to  customers  that  he 
broke  a  BellSouth  company  record 
and  was  kicked  upstairs  to  marketing. 
Later,  at  AT&T,  Fiallo  was  culled  from  a 
group  of  marketing  executives  for  his 
computer  savvy;  he  wound  up 
his  stint  at  AT&T  managing 
sales  and  marketing  computer 
products.  Fiallo  later  moved 
to  Ryder  System  and  became 
head  of  IT  for  the  logistics 
division  in  1987  before  mov- 
ing to  Entergy. 

Never  really  off  duty,  Fiallo  con- 
stantly tinkers  with  his  Jetson-like 
home  automation  system;  it  does 
almost  everything  except  make  toast. 
Fiallo  can  remotely  dial  into  the 
system  —  it  drives  his  wife  nuts — to 
determine  the  house  temperature  and 
even  reset  it.  He  also  can  turn  on 
appliances  and  operate  the  couple's 
intercom/paging  system. 
—  Carol  Pickering  and  Steven  Ginsberg 


Photography   by   Max   Aguilera-Hellwe 
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Steel  Dynamics,  Butler,  IN 

•  WINNER  Exchange:  Nasdaq 

1 997  Revenues:  $420M  Ticker  Symbol:  STLD 

Market  to  Book:  2.76  Ability  to  Attract  Talent:  5 

Two-Year  Revenue  Growth*:  5,436.9%  Ability  to  Renew:  5 

Web  Site:  stld.com  CEO  Motivation  Index:  3 

This  4-year-old  Midwestern  steel  minimill  is  the  most  produc- 
tive startup  in  the  history  of  the  domestic  steel  industry.  It 

<A  _  .„  .  ,  was  even  profitable  within  five  quar- 
<§r>  Steel Dynamics,  Inc:  .,  ,  r    ,  .  ,  J  A 

W  ters.  Yeah,  yeah,  you  guessed  it.  It  s  the 

technology  that  did  it.  Steel  Dynamics  uses  a  manufacturing 
automation  system  based  on  DEC  Open  VMS  and  Windows  NT 
platforms,  which  will  produce  1.7  million  tons  of  thin-slab,  flat- 
rolled  steel  this  year.  Its  automation  process  requires  10%  fewer 
man-hours  per  ton  than  a  less  automated  shop. 


Newell,  Freeport,  IL 

•  WINNER 

1997  Revenues:  $3.2B 
Market  to  Book:  4.37 
Five-Year  Revenue  Growth:  17% 
Web  Site:  newellco.com 


Exchange:  NYSE 
Ticker  Symbol:  NWL 
Ability  to  Attract  Talent:  5 
Ability  to  Renew:  5 
CEO  Motivation  Index:  2 


This  gigantic  maker  of  housewares,  hardware,  and  office  prod- 


neujell 


ucts — everything  from  hevolor  blinds  to  Mirro  cookware  and 
Rolodexes  —  has  devoured  more  than  40  companies  in  the  past 
decade.  Its  dynamism  comes  from  what's  been 
dubbed  "Newellization" — the  company's  crack 
ability  to  meld  merged  entities  together.  How?  Through  IT,  of 
course.  All  47  of  its  disparate  manufacturing  plants  use  the  same 
program  from  American  Software  for  processing  and  purchas- 
ing. All  payroll  is  handled  by  Cyborg,  all  financials  are  han- 
dled by  Global  AP  &  GL.  Oracle's  IRI  Express  runs  the  company's 
monster  data  warehouse,  tracking  point-of-sale  information  on 
each  and  every  Newell  product.  The  company  says  because  of 
IT  it  realizes  significant  cost  savings  in  the  integration  of  acqui- 
sitions. 

Johnson  Controls,  Milwaukee,  Wl 

•  WINNER  Exchange:  NYSE 

1997  Revenues:  $11.1B  Ticker  SymboLJCI 

Market  to  Book:  2.86  Ability  to  Attract  Talent:  4.5 

Five-Year  Revenue  Growth :  1 6.6%  Ability  to  Renew:  5 

Web  Site:  johnsoncontrols.com  CEO  Motivation  Index:  2 

What?  No  Ford,  no  GM  on  the  winners'  list?  That's  right,  the 
award  for  best  tech  user  in  auto  manufacturing  isn't  one  of  the 
JOHNSON    ^§  Three  (although  Chrysler  came  close 
CQNTRiis  before  Daimler-Benz  bought  it).  The  award 

goes  to  lesser-known  Johnson  Controls,  a  maker  of  car  seats  and 
interiors  as  well  as  automotive  systems.  The  win  is  deserved.  Six- 
teen years  ago  the  company  was  one  of  the  first  to  apply  the 


KUNTAL  THAKURTA 

Manager  of  the  comfort  engineer- 
ing department,  Johnson  Controls 

As  few  as  five  years  ago,  the  con- 
tours of  a  car  seat  were  decided — get 
this — by  the  seat  of  the  pants,  i.e.,  a 
Motor  City  executive's  derriere.  Sure, 
cars  had  become  computerized,  but  the 
tools  used  to  design  auto  interiors  had 
remained  unchanged  for  30  years. 

Enter  Kuntal  Thakurta,  an  Indian- 
born  mechanical  and  industrial  engi- 
neer with  a  mission:  Bring  interiors 
into  the  21st  century.  Thakurta's  part- 
ner in  the  plan:  Johnson  Controls,  one 
supplier  to  Motor  City  that's  aiways 
been  ahead  of  the  technology  curve.  It 
was  one  of  the  first  to  automate  car  seat 
production,  offering  just-in-time  deliv- 
ery in  the  early  1980s.  Then,  in  May, 


Johnson  introduced  another  first:  a  $2 
million  lab  dedicated  to  the  computer 
design  of  car  interiors. 

The  "Comfort  Lab,"  based  in 
Plymouth,  Michigan,  was  spearheaded 
by  Thakurta,  who  had 
already  spent  six  years 
at  Johnson  breaking 
old  patterns.  When  the 
energetic  30-year-old 
set  up  the  lab,  he  phased 
out  behind-the-scenes 
testing  and  brought  in  a  broader 
base  of  ergonomics  and  biomechanics 
experts.  Then  came  the  computer:  a 
Silicon  Graphics  workstation  that  runs 
physical  and  virtual  reality  simulators. 
The  SGI  machine  can  "test"  a  car  inte- 
rior's performance  and  comfort  on  any 
human  shape  and  size,  under  any  road 
condition  —  anywhere. 

Motor  City  executives  get  to  see, 
i  nder  simulated  conditions,  how 


comfortable  a  5-foot-4-inch  house- 
wife is  when  she  tunes  the  radio  at 
70  mph,  and  what  happens  to  the 
Big  Gulp  in  her  cup  holder  when  she 
hits  a  curve.  Thakurta's  work  also 

speeds  up  manufacturing  by 
eliminating  the  need  for 
clay  prototypes,  thanks  to 
computerized  sketching. 
"We  can  go  from  art  to  part," 
says  Thakurta. 

This  may  not  sound  like 
the  most  whizbang  innovation  tech- 
nology has  wrought,  but  according 
to  Thakurta,  this  is  big  stuff.  "If  I 
were  the  average  middle-aged  engineer 
in  this  industry,  I  might  not  want  to 
use  all  these  computers,"  he  says.  "But 
I'm  not  the  typical  engineer  here.  I 
want  to  convince  the  car  companies 
that  this  is  not  just  voodoo  and  black 
magic.  There  really  is  a  way  to  quantify 
comfort."  — Michelle  Jeffers 
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Photography    by    Max    Aguilera-Hellweg 
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automated  just-in-time  system,  and  it  continues  today  as  a  tech- 
nology innovator.  Its  proprietary  software  systems,  dubbed  JTDS 
and  IPC,  enable  it  to  cut  delivery  lead  times  from  seven  days  to 
less  than  one.  This  year  the  company  added  a  new  technology 
twist  with  its  "Comfort  Lab,"  which  uses  interactive  driving  sim- 
ulators to  speed  up  the  design  of  interior  prototypes. 

Sunbeam,  Delray  Beach,  FL 


/WIMP 

1997  Revenues:  $1.2B 
Market  to  Book:  2.24 
Five-Year  Revenue  Growth:  6.9% 
Web  Site:  sunbeam.com 


Exchange:  NYSE 
Ticker  Symbol:  SOC 
Ability  to  Attract  Talent:  2 
Ability  to  Renew:  2 
CEO  Motivation  Index:  4* 


Former  CEO  Al  "Chainsaw"  Dunlap  likely  would  have  taken 
offense  at  our  calling  this  appliance  maker  a  wimp,  but  the  truth 
fV-""""*  — ^  is>  f°r  a  tough  guy  he  ran  one  weak  IT  shop. 
(jUflO&UJn  Analysts  told  us  they  believe  that  the  com- 
pany "stuffed"  inventory,  thus  creating  a  backlog,  as  a  result  of 
poor  IT  practices.  Or  maybe  it  was  just  plain  stupidity.  "Either 
Sunbeam  doesn't  have  the  technology  available  to  check  its  inven- 
tory at  the  retail  level,  or  it  has  chosen  to  ignore  it,"  one  expert 
said.  The  Saw  slashed  9,600  jobs  to  cut  costs,  but  Wall  Street 
seems  unimpressed;  currently  its  stock  trades  at  half  its  52-week 
high  of  last  year.  Maybe  if  Al  had  been  wired,  he  would've  been 

Spared  the  ax.  'Based  on  former  CEO  Al  Dunlap 


OIL    &    GAS 


Baker  Hughes,  Houston,  TX 


Exchange:  NYSE 
Ticker  Symbol:  BHI 
Ability  to  Attract  Talent:  5 
Ability  to  Renew:  5 
CEO  Motivation  Index:  1 


•   WINNER 

1997  Revenues:  $3.7B 
Market  to  Book:  2.27 
Five-Year  Revenue  Growth:  8.2% 
Web  Site:  bakerhughes.com 

In  oil  and  gas,  it's  the  seismic  area  that's  synonymous  with  smart 
technology,  and  Baker  Hughes  wins  big — by  acquisition.  In  May 
the  company  bought  Western  Adas,  which  ana- 
lysts agree  is  a  super  user  of  technology.  West- 
ern Geophysical,  a  division  of  Western  Atlas, 
includes  64  field  geophysical  crews  and  operates  29  deepwater 
vessels.  Searching  the  globe  for  oil  and  gas,  each  marine  crew 
acquires  enough  data  to  fill  a  10-gigabyte  IBM  3590  cassette  tape 
about  every  45  minutes  —  that's  320  gigabytes  per  day,  per  crew. 
No  wonder  the  company  has  the  industry's  single  most  impres- 
sive seismic  data  library.  In  addition,  the  company's  220-strong 
software  development  team  produces  one-of-a-kind  software, 
such  as  its  Omega  seismic  processing  system,  whose  12  mil- 
lion lines  of  code  help  the  company  process  more  miles  of  seis- 
mic data  than  any  other  energy  exploration  company. 


Amoco,  Chicago,  IL 

•   WINNER 

1997  Revenues:  $31.9B 
Market  to  Book:  2.49 
Five-Year  Revenue  Growth:  4.8% 
Web  Site:  amoco.com 


Exchange:  NYSE 
Ticker  Symbol:  AN 
Ability  to  Attract  Talent:  3.7 
Ability  to  Renew:  3.7 
CEO  Motivation  Index:  2 


Ability  to  Attract  Talent:  4 
Ability  to  Renew:  4.3 
CEO  Motivation  Index:  2 
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Amoco  wins  here  for  being  the  most  touchy-feely  tech  user  we 
could  find.  The  company  has  an  information  management  divi- 
Jfe  sion  that  is  directly  linked  to  the  knowledge  man- 

J^vioco  agement  division  led  by  a  director  of  shared  learning. 
^BU^»  This  director  is  in  charge  of  making  sure  Amoco's 
more  than  43,000  employees  stay  in  touch  and  in  the  know.  To 
that  end,  Amoco  maintains  a  companywide  intranet.  The  com- 
pany also  has  a  Hewlett-Packard  OpenMail  system,  which  sup- 
ports approximately  36,000  individuals  (on  55  HP  9000  Series 
servers).  Apparendy  Amoco's  minions  are  into  the  shared  things 
The  HP  email  system  processes  some  350,000  messages  a  day 
over  landlines  and  satellite  links.  That's  about  4  gigabytes  of  data 
flowing  among  its  200  global  locations. 

Chevron,  San  Francisco,  CA 

X  W  I  M  P  Exchange:  NYSE 

1 997  Revenues:  $40.5B  Ticker  Symbol:  CHV 

Market  to  Book:  2.99 
Five-Year  Revenue  Growth:  1.4% 
Web  Site:  chevron.com 

Chevron  coulda  been  a  contenda  in  the  winners'  circle,  owinj 
to  some  pretty  nifty  computer  systems.  But,  alas,  its  1997  imple 
Chevron  mentati°n  or"  a  $20  million  SAP  software  package  ir 
its  billing  department  was  one  of  the  biggest  IT 
mishaps  we  uncovered.  In  upgrading  its  old  comput- 
erized billing  system  to  the  new  one,  data  was  mis 
processed,  and  the  SAP  system  proved  grossly  incompatible  witr 
suppliers'  systems.  The  result?  The  number  of  bills  paid  on  tim( 
dropped  by  15%  in  one  month.  For  the  first  six  weeks  after  the 
switch-over,  Chevron  was  forced  to  process  incompatible  sup 
plier  invoices  by  hand  and  double  its  SAP  support  staff  to  unrave 
the  problems  and  get  it  back  on  line. 


RETAI L 


Wal-Mart  Stores,  Bentonville,  AR 

•  WINNER  Exchange:  NYSE 

1 998  Revenues:  $1 17.9B  Ticker  Symbol:  WMT 

Market  to  Book:  6.67  Ability  to  Attract  Talent:  4 

Five-Year  Revenue  Growth:  1 6.3%  Ability  to  Renew:  5 

Web  Site:  wal-mart.com  CEO  Motivation  Index:  3 

Photography   by   Max   Aguilera-Hellwe 


GREAT  PERFORMANCES 


BEETHOVEN 


SVNQUEST 


■ 


1 


COMPOSING  SYMPHONIES 
OPTIMIZING  SUPPLY  CHAINS 


GHERT  PERFORMANCES  OON'T  JUST  HAPPEN. 

It  takes  genius  to  create  a  masterpiece  in  music 
-and  in  business. 

Orchestrating  all  the  players  across  the  supply  chain  with  strategic, 
tactical  and  operational  software,  SynQuest  is  optimizing  supply 
chain  performance.  Which  translates  into  lower  costs  and  greater 
profitability  for  our  customers. 

What  do  we  consider  a  great  performance? 

Delivering  office  furniture  products  in  two  days  while  the 
competition  takes  five  weeks.  Slashing  $72  million  out  of  a 
European  consumer  goods  supply  chain.  Driving  market  share 
up  for  a  sporting  goods  manufacturer  from  50  to  62  percent 
without  additional  capital  investment. 


At  SynQuest,  we  optimize  performance  for  our  customers 
around  the  world. 

TOGETHER.  ME  CAH  MAKE 

THE  NEXT  GREAT  PEAFORMANCE  YOURS. 

Call  us  for  your  free  copy  of  Performance  Optimized, 

a  guide  to  the  Financial  Optimization  of  complex  supply  chains. 

800.844.3228 
www.synquest.com 
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WAL  MART 


It's  no  coincidence  that  the  big  daddy  of  retail  is  also  its  un- 
disputed leader  in  IT.  Wal-Mart  pioneered  virtually  every 
technology  now  taken  for  granted  — 
point-of-sale  systems,  EDI,  just  -in-time 
delivery.  In  fact,  Wal-Mart's  24-terabyte  database  is  second  only 
to  that  of  the  U.S.  government.  Through  enhanced  inventory 
and  supply  chain  management  applications,  the  IT  group  helped 
Wal-Mart  cut  $1.4  billion  from  inventory  in  each  of  the  past 
two  years.  Lately,  it's  been  mining  its  massive  database,  analyz- 
ing sales  from  each  of  its  2,814  stores  down  to  individual  shop- 
ping baskets.  Would  you  expect  anything  less  from  a  company 
that  spends  $500  million  a  year  on  information  technology? 


Gap,  San  Francisco,  CA 


Exchange:  NYSE 
Ticker  Symbol:  GPS 
Ability  to  Attract  Talent:  5 
Ability  to  Renew:  5 
CEO  Motivation  Index:  5 


•  WINNER 

1998  Revenues:  $6.5B 
Market  to  Book:  12.52 
Five-Year  Revenue  Growth:  14.5% 
Web  Site:  gap.com 

This  is  a  company  whose  first  inventory  control  system  was 

decidedly  low  tech:  Employees  ripped  the  tag  off  each  pair  of 

r*  -»,-.  Trw        Jeans  tr>ey  sold  and  tossed  it  into  a  shoe  box. 

'     g,p  From  that  humble  beginning,  IT  has  grown 

Banana  Republic  111*  , 

oidN.„  to  become  key  to  the  clothing  company  s  20% 
annual  growth  rate.  Gap  has  upgraded  or  created  roughly  70% 
of  its  applications  in  the  past  seven  years  —  including  a  custom- 
designed  store  replenishment  system  that  has  sliced  millions  off 
inventory.  Another  suite  of  applications  enables  Gap  stores  to 
receive  merchandise  directly  from  the  manufacturers,  bypass- 
ing the  need  for  new  brick-and-mortar  distribution  centers.  Gap's 
next  trailblazing  move:  the  adoption  of  a  Java-based  platform 
to  give  everyone  in  its  global  network  access  to  the  corporate 
mainframe  over  the  Web. 

The  Home  Depot,  Atlanta,  GA 

•  WINNER  Exchange:  NYSE 

1 998  Revenues:  $24.2B  Ticker  Symbol:  HD 

Market  to  Book:  8.1 2  Ability  to  Attract  Talent:  4.8 

Five-Year  Revenue  Growth:  21 .3%  Ability  to  Renew:  4.7 

Web  Site:  homedepot.com  CEO  Motivation  Index:  5 

This  chain  is  our  thriftiest  winner,  spending  a  mere  .05%  of  its 
revenues  on  IT.  But  those  few  dollars  go  straight  to  the  right 
I^B  place.  IT  initiatives  have  cut  delivery  lead  times  in 
half  and  reduced  —  by  two  percentage  points  —  the 
cost  of  overhead  as  a  percent  of  sales.  Its  network  com- 
puting program  includes  5,600  Telxon  pen  computers  in  the 
hands  of  salespeople,  giving  them  access  to  Inventory  data  and 
'he  ability  to  place  orders.  Sales  folks  can  even  restock  or  special- 


order  products  on  the  sppt  through  a  wireless  link  to  the  EDI 
network.  (A  rollout  of  Java  applications  later  this  year  will  increase 
the  capabilities  of  the  handhelds.)  Home  Depot's  corporate  net- 
work tracks  more  than  1  million  different  products  and  han- 
dles some  of  the  highest  transaction  volumes  of  any  retailer. 


J.C.  Penney,  Piano,  TX 


Exchange:  NYSE 
Ticker  Symbol :JCP 
Ability  to  Attract  Talent:  2.8 
Ability  to  Renew:  2.3 
CEO  Motivation  Index:  2 


X  Wl  M  P 

1998  Revenues:  S29.6B 
Market  to  Book:  2.46 
Five-Year  Revenue  Growth:  9.3% 
Web  Site:  jcpenney.com 

Our  biggest  footdragger,  poky  J.C.  Penney  is  way  behind  the 
technology  curve,  something  our  experts  felt  contributed  to  Pen- 
IPDonno  ney's  four  years  of  flat  market  share.  The 
^y  retailer  only  recently  started  catching  up,  con- 
centrating on  inventory  controls  and  distribution  management 
systems  —  Penney's  had  been  stocking  some  merchandise  five 
weeks  after  it  had  hit  the  shelves  at  competitors'  stores.  Get  a  clue! 
And  some  more  computers!  One  analyst  also  faults  Penney's 
for  not  leveraging  customer  information  from  its  retail  stores, 
catalog  sales,  and  Eckerd-brand  pharmacies. 


SERVICES 


Marriott  International,  Bethesda,  MD 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $9.1  B  Ticker  Symbol:  MAR 

Market  to  Book:  3.30  Ability  to  Attract  Talent:  5 

Four-Year  Revenue  Growth*:  1 8.0%  Ability  to  Renew:  4 

Web  Site:  marriott.com  CEO  Motivation  Index:  5 

This  1,500-hotel  chain  gets  four  stars  for  its  IT,  thanks  mostly 
to  MARSHA.  No,  MARSHA  isn't  the  busiest  woman  at  Marriott's 
^\v  reservation  desk.  It's  the  company's  own  cen- 

W^rrirtf  t     trahzed  reservation  software,  the  Marriott 
^  '    Automated  Reservation  System  for  Hotel 

Accommodations  (hence  the  tacky  female  moniker).  Our  experts 
repeatedly  cited  MARSHA,  which  runs  on  an  IBM  operating 
system  and  mainframes,  as  the  software  best  at  filling  rooms 
at  optimal  rates  —  a  key  to  profitability  in  the  industry.  The 
program  does  so  across  Marriott's  10  worldwide  brands,  from 
Ritz-Carlton  to  Fairfield  Inns.  MARSHA  also  allows  reser- 
vationists  to  access  the  company's  Marriott  rewards  program 
and  look  up  customer  preferences.  The  gal  gets  an  overhaul 
often,  thanks  to  an  annual  IT  budget  of  3%  to  4%  of  revenues 
(some  $300  million  yearly).  One  new  wrinkle  that  budget 
produced:  Marriott  was  the  first  chain  to  offer  reservations  over 
the  Web,  starting  in  1995.  Of  course,  the  e-system  is  tied 
in  to  MARSHA. 
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CDW   can 

CUStOm  COnfigUre  my  systems 

faster  than 

same  day. 


you  can  say 


* 


At  CDW,  we  can  increase  memory  or  hard  drive;  put  in  sound  cards, 
network  cards,  etc.;  install  the  software  you  need;  even  do  your  corpo- 
rate imaging  —  then  we'll  test  your  systems  and  ship  them,  all  on  the 
same  day.  At  Dell  and  Gateway,  this  can  take  up  to  10  days. 

And  CDW  offers  you  something  else  they  can't:  your  choice  from  among 
all  the  major  brands,  and  the  competitive  pricing  options  that  come  with 
it.  Plus  prices  on  peripherals  that  are  usually  significantly  lower. 


Our  competition  custom-figures  at  their  own  pace, 
using  their  own  brands.  At  CDW,  we  help  you  specify 
the  name-brand  options  that  best  suit  your  business 
needs;  then  we  custom-configure,  test,  and  ship  the 
same  day,  so  you'll  have  them  when  you  need  them. 
It's  your  choice. 


Call  for  your  free  CDW  catalog  today. 
Your  first  order  will  be  delivered  FREE! 


The  right  pri 
The  right  ach 

www.cdw.com  800-778-4239 


AMERICA'S 


Starbucks,  Seattle,  WA 

•  WINNER  Exchange:  Nasdaq 

1 997  Revenues:  $966.9M  Ticker  Symbol:  SBUX 

Market  to  Book:  5.63  Ability  to  Attract  Talent:  5 

Five-Year  Revenue  Growth:  56.4%  Ability  to  Renew:  5 

Web  Site:  starbucks.com  CEO  Motivation  Index:  4 

From  one  Seattle  outlet  in  1971  to  more  than  1,600  company- 
owned  stores  today,  this  king  of  caffe  lattes  employs  some 
high-powered  technology.  Customized  real  estate 
software  helps  the  company  determine  the  best  coffee- 
addict  locations  for  new  stores.  Automated  manu- 
facturing systems  (Oracle  GEMMS)  reduce  the  cost  of  bean 
roasting  and  analyze  roasting  curves  and  variables,  which  our 
experts  say  has  significantly  increased  yields.  Starbucks 
is  also  sophisticated  in  computing  point-of-sale  data,  particu- 
larly in  relation  to  labor  scheduling.  At  the  store  level,  retail 
system  software  from  Progressive  is  networked  back  to  Seattle 
headquarters  to  AS/400s  and  Oracle  databases;  the  company 
downloads  nightly  sales  and  inventory  information.  Our  one 
gripe:  Starbucks  has  relied  on  AOL's  Marketplace  site  for 
its  Web  presence  and  online  coffee  sales. 


McDonald's,  Oak  Brook,  IL 

•  WINNER  Exchange:  NYSE 

1 997  Revenues:  $1 1 .4B  Ticker  Symbol:  MCD 

Market  to  Book:  4.95  Ability  to  Attract  Talent:  4 

Five-Year  Revenue  Growth:  9.9% 
Web  Site:  mcdonalds.com 


Ability  to  Renew:  3 
CEO  Motivation  Index:  4 


The  Big  Mac  may  be  under  attack  from  the  tastier  Whopper,  but 
our  experts  voted  McD's  number  one  in  IT.  That  comes  cour- 
tesy of  its  new  automated  food  preparation  system,  Made  For 
You.  This  actually  means  McD's  will  cook  food  to  order — an 
apparently  novel  concept  in  the  fast-food  biz.  Using  a  kitchen- 
based  video  system  and  customized  software,  the  employees  at 
the  counter  send  the  orders  to  the  kitchen  via  a  video 
screen.  Then  the  fat  flies  (and  fries!).  The  software 
also  forecasts  the  restaurants'  peak  times,  which 
allows  managers  to  determine  how  much  food  will  be  needed. 
Made  For  You,  rolled  out  in  more  than  600  restaurants  so  far, 
took  four  years  to  develop  and  costs  an  average  of  $25,000  to 
install  in  each  restaurant.  Analysts  love  it  because  they  believe 
it  will  cut  food  costs  anywhere  from  0.2%  to  1.4%  of  per-store 
sales,  improve  worker  efficiency,  and  reduce  employee  turnover. 


DEBBI GILL0TTI 

CIO,  Starbucks 

It's  not  often  that  a  CIO  is  a 
woman,  never  mind  a  woman  leading 
one  of  the  nation's  fastest-growing 
retail  chains.  But  Starbucks's  41 -year- 
old  Debbi  Gillotti  is  that  and  more; 
she's  like  a  double  espresso  let  loose  in 
the  computer  room. 

Consider  her  remarkable  track 
record.  In  less  than  two  years,  Gillotti 
has  taken  Starbucks's  somewhat  anti- 
quated—  or  at  least  decidedly  20th- 
century —  IT  systems  and  catapulted 
them  into  the  next  millennium.  She 
guided  the  installation  of  an  MRP  sys- 
tem from  Oracle  that  automated  the 
roasting  and  packing  of  Starbucks's 
estimated  85  million  pounds  of  coffee 
a  year.  She  streamlined  the  IT  in  retail 
operations  by  implementing  new  or 
upgrading  existing  software  from  JDA 
Software  Group,  Manugistics,  and 
Industri-Matematik  International;  the 
lot  manages  products  from  chocolate- 
covered  espresso  beans  to  ice  cream.  At 


the  stores,  thanks  to  Gillotti's  direction, 
the  point-of-sale  platform  is  undergo- 
ing an  overhaul  from  DOS  to  more 
user-friendly  Windows.  And  a  revamped 
program  from  Campbell  Software  fine- 
tunes  labor  scheduling,  telling  Starbucks 
how  many  green-aproned  staffers  to 
have  on  hand.  "What  Debbi  has  done 
first  and  foremost  is 
help  us  with  what  our 
priorities  are,"  says  Orin 
Smith,  president  and 
chief  operating  officer. 
"We  had  technology, 
but  we  needed  improve- 
ment. She  has  the  talent  to  work  with 
operations  people,  gaining  their  con- 
fidence. It's  meant  that  we  have  really 
integrated  IT  with  operations." 

Gillotti's  rapid-fire  execution 
hasn't  come  without  rough  edges.  She 
is  known  as  a  tough  taskmaster  who 
demands  accountability  and  responsi- 
bility from  her  200-strong  IT  team. 
She  actually  grades  projects  with  a 
report  card.  But  somebody  must  love 
her  tough-love  style:  For  the  first  time 
in  Starbucks's  27-year  history,  every 
key  senior  management  position  in 


the  IT  group  is  filled,  and  the  depart- 
ment is  hiring. 

Gillotti,  a  rabid  Seatde  Mariners 
fan,  has  a  resume  peppered  with  chal- 
lenging assignments.  She's  worked  as 
a  statistical  analyst  for  the  IMF,  as  a 
software  consultant  for  KPMG  Peat 
Marwick,  and  as  the  CIO  at  Duracell, 
the  battery  company.  She  left 
there  after  the  company  was 
sold  to  Gillette  in  January 
1997.  "Every  Duracell  building 
had  its  own  IT  structure," 
says  former  coworker  Bill 
Tinsley,  Duracell's  VP  of 
supply  chain  management.  "Debbi  was 
the  visionary  that  changed  that,  and 
I  couldn't  have  done  it  without  her." 

The  transition  from  large  blue-chip 
companies  to  cozy  Starbucks  has  been 
satisfying,  Gillotti  says.  "I  cut  my  teeth 
in  the  Northeast  corridor  in  Fortune 
500  companies  and  in  a  Big  Six  con- 
sulting firm,"  she  says.  "But  the  West 
Coast  is  entrepreneurial  and  accepting 
of  women  in  executive  roles.  There  was 
an  opportunity  at  Starbucks.... I  feel 
comfortable  and  accepted." 

— Carol  Pickering 
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Photography   by   Max   Aguilera-Hellweg 
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Boston  Chicken,  Golden,  CO 

/WIMP  Exchange:  Nasdaq 

1 997  Revenues:  $462.4M  Ticker  Symbol:  BOST 

Market  to  Book:  0.30  Ability  to  Attract  Talent:  2 

Three-Year  Revenue  Growth*:  68.8%  Ability  to  Renew:  2 

Web  Site:  bostonchicken.com  CEO  Motivation  Index:  2 

Poor  Boston  Chicken  is  our  best  example  of  how  too  much  tech- 
nology can  cook  your  goose.  The  company  wasn't  cutting-edge, 
it  was  bleeding-edge.  It  invested  millions  in  sophis- 
ticated data  collection  and  point-of-sale  systems 
that  connected  headquarters  to  its  1,166  Boston 
Market  home-style  restaurants.  It  ran  an  intranet  on  Lotus  Notes. 
"Their  technology  motto  was,  The  more  it  costs,  the  more  we 
need  it,"  said  one  analyst.  Result:  Food  costs  rose  and  sales  and 
operations  fell  to  pieces.  Management  got  sued  for  financial  irreg- 
ularities, and  the  stock  sank  from  a  high  of  above  $40  in  late 
1996  to  about  four  bucks.  Somebody  pull  the  plug. 


TRANSPORTATION 


American  Airlines,  Fort  Worth,  TX 


Exchange:  NYSE 
Ticker  Symbol:  AMR 
Ability  to  Attract  Talent:  3.5 
Ability  to  Renew:  4 
CEO  Motivation  Index:  1 


•   WINNER 

1997  Revenues:  $18.6B 
Market  to  Book:  2.19 
Five-Year  Revenue  Growth:  5.3% 
Web  Site:  amrcorp.com 

The  player  in  airlines  IT,  American  introduced  the  first  com- 
puter reservations  system  in  the  1960s.  In  1996  American  spun 
out  The  SABRE  Group  to  maintain  it.  IBM  and  Hitachi  main- 
ii  frames  control  SABRE's  six  terabytes  of  data.  The 
yy*  A  system  processes  more  than  350,000  calls  per  day,  per- 
**•  *  forms  5,200  transactions  per  second  and  delivers  real- 
time travel  information  to  more  than  30,000  travel  agencies. 
It's  even  housed  in  an  underground  bunker  in  Tulsa.  On  the 
operations  side,  American's  crew-scheduling  system  software 
cost  $10  million  to  implement  (annual  IT  budgets  swell  past  $400 
million),  but  the  company  saves  tens  of  millions  per  month  in 
crew- related  costs.  And  American  got  on  the  Web  in  1995. 

Federal  Express,  Memphis,  TN 


•   WINNER 

1997  Revenues:  $11. 5B 
Market  to  Book:  2.89 
Five-Year  Revenue  Growth:  8.8% 
Web  Site:  fedex.com 


Exchange:  NYSE 
Ticker  Symbol:  FDX 
Ability  to  Attract  Talent:  4 
Ability  to  Renew:  4.5 
CEO  Motivation  Index:  5 


One  of  the  true  giants  in  IT,  FedEx  built  its  business  from  the 
beginning  with  an  emphasis  on  computerization  <nd  automa- 
tion. Its  annual  IT  budget  is  more  than  $1  billion.  Where  does 


all  that  dough  go?  Lots  of  places.  The  company  maintains  one 
of  the  world's  largest  private  frame  relay  networks,  built  in  part- 
_       ^  nership  with  MCI.  It  was  the  first  carrier  to 

PCQEX  establish  a  Web  site,  and  the  first  to  offer  Web- 
e  era  xpress  baseci  package  tracking.  Last  year  it  introduced 
its  Enhanced  Supertracker,  a  handheld  scanning  and  tracking 
device  with  a  486  chip  and  infrared  port,  which  lets  employees 
scan  packages.  It  developed  simulation  software  called  PLAID 
that  calculates  the  best  route  to  deliver  a  package.  And  it  devel- 
oped a  highly  automated  small-package  sorting  system  so  effi- 
cient that  the  company  was  able  to  eliminate  1,200  jobs. 

Werner  Enterprises,  Omaha,  NE 


•   WINNER 

1997  Revenues:  $772M 
Market  to  Book:  1.79 
Five-Year  Revenue  Growth:  16.4% 
Web  Site:  werner.com 


Exchange:  Nasdaq 
Ticker  Symbol:  WERN 
Ability  to  Attract  Talent:  4.5 
Ability  to  Renew:  5 
CEO  Motivation  Index:  5 


WERNER  ENTERPRISES 


Werner's  drivers  might  have  God  as  a  copilot,  but  it's  a  Qual- 
comm-based  satellite  system  that's  their  guiding  light.  This  large 
carrier  (5,500  trucks  and  15,000  trail- 
ers) is  such  a  sophisticated  user  of  IT 
that  it's  the  only  trucking  company  authorized  by  the  Federal 
Highway  Administration  to  use  a  digital  driver  log  instead  of 
the  required  paper  logbooks.  In  addition  to  recording  trips, 
the  Qualcomm  system  "knows"  when  the  truck  has  been  turned 
off  and  on,  how  long  it  idled,  etc.  As  good  as  this  is,  Werner  gets 
high  marks  for  computerization  throughout  its  organization;  its 
IT  budget  is  about  2%  of  revenues. 


Exchange:  NYSE 
Ticker  Symbol:  BA 
Ability  to  Attract  Talent:  5 
Ability  to  Renew:  4 
CEO  Motivation  Index:  2 


Boeing,  Seattle,  WA 

X  Wl  M  P 

1997  Revenues:  $45.8B 
Market  to  Book:  3.70 
Five-Year  Revenue  Growth:  8.7% 
Web  Site:  boeing.com 

Boeing  proves  there's  more  to  technology  know-how  than  build- 
ing fancy,  digitally  controlled  777s.  After  last  year's  merger  with 
yy^  &ww^MMf£2  McDonnell  Douglas,  Boeing  halted  pro- 
it-*  duction  on  747s  and  737s  for  a  month, 
mostly  due  to  outdated  technology.  Its  production  process  is 
based  on  the  B-17  bomber  line  —  established  in  1942.  (Hello?)  On 
pre-777  models,  Boeing  maintains  a  cosdy,  outdated  paper  design 
system.  The  237,000-employee  aircraft  maker  has  some  400  sep- 
arate computer  systems — which  are  not  linked.  (Egad!)  Although 
efforts  are  under  way  to  modernize  production,  Boeing  reported 
a  $178  million  loss  on  $45.8  billion  in  revenues  in  1997.  ■ 
—Reporters:  Suzie  Amer,  Alessandra  Bianchi,  Sean  Donahue, 
Steven  Ginsberg,  Michelle  Jeffers,  Lee  Patterson,  Carol  Pickering 
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WELCOME  TO  THE  FUTURE  OF 
HOME  ENTERTAINMENT. 

INTRODUCING  D-VHS  FROM  JVC. 
THE  WORLD'S  FIRST  DIGITAL  RECORDING  VCR  WITH  SATELLITE  RECEIVER. 


Only  D-VHS  can  record  an  image  that  is  identical  in  quality 
to  the  original  digital  satellite  broadcast,  assuring  the  best 
possible  picture  reproduction  available  anywhere. 

TECHNOLOGY  THAT  DELIVERS.  A  single  unit 
which  incorporates  both  recorder  and  tuner,  the  DSR100  is 
the  only  D-VHS  VCR  that  utilizes  the  digital  standard  called 
MPEG2.  When  the  tuner  receives  DISH,M  Network  satellite 
programming.'  MPEG2  enables  digital  bit  stream  recording 
in  its  pristine  state,  preserving  the  pure  digital  quality  of 
the  original  transmission.  Completing  the  ultimate  home 
theater  experience  is  the  DSRIOO's  digital  stereo  audio  with 
Dolby  Digital'*  (AC-3)  output,"  which  delivers  incredibly 
rich  and  powerful  sound.  And,  with  the  unique  D-VHS 
tape's  high  storage  capacity,  it's  possible  to  record  three 
full  length  movies,  with  room  to  spare,  on  just  one  cassette 
(identical  in  size  to  a  standard  VHS  tape). 

A  PRACTICAL  INVESTMENT.  Designed  for  the 
future,  D-VHS  also  fully  supports  present  technology. 
The  DSR100  can  playback  and  record  standard  VHS  tapes, 
which  means  your  current  video  library  won't  become 
extinct.  Plus,  in  the  near  future,  the  D-VHS  format  will 


also  be  capable  of  recording  HDTV 
transmissions.  D-VHS  is  truly  a 
technology  whose  time  has  come. 

Additional  D-VHS  features  include: 

•  18"  satellite  dish 

•  On-screen  program  guide 

•  UHF/IR  universal 
remote  control 


-  High  speed  I/O 
terminal  for 
future  expansion 
possibilities 
(multimedia, 
FireWire,  etc.) 

•  V-chip  parental  control  D-Vh 

recording  system. 

D-VHS  FROM  JVC. 

THE  FUTURE  HAS  ARRIVED. 

For  more  information,  see  your  local  authorized  JVC  dealer. 


^H 


VHS 


DISH  Network  Ls  a  trademark  of  EchoStar  Communications  Corporation.  Subscription  required  lor  satellite  programming. 
Dolby  Digital  broadcast  scheduled  to  begin  late  1997.  Outboard  decoder  required. 
•  •— deimirk  of  Dolby  Laboratories  Mcciising  Corp. 


JVC 

When  Performance  Ma  tiers. 
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Computerization 

won't  make  a  slow 
company  dynamic. 


Revealed  at  last,  here  are  the  secret  computer 
k  applications  of  the  rich  and  dynamic.  Enter- 
B  prise  resource  planning.  Supply  chain  manage- 
■  ment.  Data  mining.  Knowledge  management. 
f  We  know  what  you're  thinking. 

These  applications  have  been  touted 
for  years,  and  any  decent-sized  com- 
k      pany  with  a  modicum  of  high  tech 
B    savvy  has  long  since  jumped  all  over 
wtk  them.  But  here's  the  big  question: 
Have  you  been  able  to  make  them  pay  off? 

The  fact  is,  these  much-hyped,  high-profile  sys- 
tems can  be  minefields — veritable  IT  Vietnams  with 
little  to  show  for  it.  But  they  can  also  be  roaring  suc- 
cesses, boosting  the  bottom  line  big  time. 

How  do  vou  make  sure  you  end  up  on  the  win- 
ning side?  Often,  the  companies  that  succeed  with 
these  applications  do  so  by  throwing  out  the  rule  book  and 
applying  the  same  levels  of  creativity,  resourcefulness,  and  adapt- 
ability that  lead  them  to  success  in  other  arenas.  In  other  words, 
computerization  is  one  way  the  dynamic  get  more  dynamic. 

Consider  the  conventional  wisdom:  When  picking  out  soft- 
ware for  an  organization,  find  systems  designed  for  your  type 
of  business.  Allegiance  Healthcare  ignored  that  dictum  when  it 
went  looking  for  enterprise  resource  planning  (ERP)  software, 
and  it  came  out  a  winner. 

Loads  of  companies  flung  themselves  into  ERP  packages 
during  the  early  and  mid-1990s,  installing  software  by  firms 
such  as  SAP  and  Baan.  The  programs  are  designed  to  integrate 
an  array  of  internal  functions  from  manufacturing  to 
shipping  to  accounting.  But  the  enormous  differences  in  indus- 
md  companies  make  it  essential  —  and  difficult  —  for 


Al  Drewno 

Director  of  Materials 
Management 
Systems,  Allegiance 
Healthcare, 
McGaw  Park,  Illinois 


managers  to  adapt  the  programs  to  their  specific  needs. 

Allegiance,  the  country's  leading  medical,  surgical,  and  labora- 
tory distributor,  wanted  in  on  ERP,  too.  The  McGaw  Park, 
Illinois,  firm  runs  13  of  its  own  manufacturing  plants  and  also 
distributes  some  350,000  different 
items.  Altogether,  the  company 
coordinates  inventory  among  49 
sites.  When  Allegiance's  managers 
began  installing  SAP's  ERP  soft- 
ware last  fall,  they  knew  the  sys- 
tem was  tailored  primarily  to 
manufacturers,  not  to  distribution 
operations  like  theirs. 

But  they  didn't  care.  Allegiance 
had  recognized  that  the  software 
had  the  ability  to  speed  up  and 
streamline  the  firm's  inventory 
and  delivery  processes  —  as  well  as  handle  orders  over  the  Inter- 
net, provide  full  electronic  data  interchange  (EDI)  capability, 
and  solve  its  Year  2000  problem.  And  Allegiance,  which  occa- 
sionally suffered  from  shortages  at  its  distribution  centers,  wanted 
a  solution  right  away. 

So  while  other  distributing  companies  have  cooled  their 
heels  waiting  for  SAP  to  come  out  with  a  version  of  the  software 
targeted  at  distribution,  Allegiance  rolled  up  its  sleeves.  "If 
you  can't  provide  a  buyer  with  a  product  quickly  enough  in  this 
business,  someone  else  will,"  says  Al  Drewno,  the  firm's  direc- 
tor of  materials  management  systems. 

Allegiance  decided  to  install  the  current  version  of  SAP's  soft- 
ware immediately  and  configure  it  as  required.  First,  that  meant 
souping  up  the  program's  ability  to  predict  potential  inventory 
shortages.  The  software  relies  on  manufacturing  resource  planning 


Drewno  couldn't 
wait  for  the 
right  ERP  soft- 
ware. So  he 
led  a  charge 
to  customize 
SAP's  package 
in-house. 
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But  dynamic  companies  go 
the  extra  mile  to  make  computerization 
pay  off.  By  Clint  Willis 


(MRP)  technology  to  schedule  manufacturing  and 
distribution.  While  that  technology  could  tell  Alle- 
giance the  inventory  needs  of  individual  plants,  it 
couldn't  provide  an  overall  picture  of  the  firm's  in- 
ventory—  a  critical  requirement  in  meeting  the  fluc- 
tuating demands  of  outside  customers.  So  Allegiance's 
IT  department  linked  the  software's  various  MRP  sys- 
tems into  a  single  planning  system  capable  of  track- 
ing inventory  across  all  the  distribution  centers. 


The  company  negotiated  other  kinks 
as  well.  The  program  requires  manu- 
ally entering  information  for  each  different  item 
received.  That's  not  much  of  a  burden  for  the  man- 
ufacturers who  usually  buy  the  software.  But  a  dis- 
tributor of  Allegiance's  size  might  take  in  15,000 
different  types  of  products  on  a  single  day — too 
many  for  data  entry  clerks  to  handle.  So  Allegiance 
configured  the  software  to  accept  each  day's  data 
via  Allegiance's  electronic  template. 
SAP  estimates  that,  by  November,  Allegiance  will  be  the  largest 
user  of  the  software  in  product-line  volume.  Allegiance  has  cut 
down  on  product  shortages  and  order  turnaround  time,  and 
saves  a  million  dollars  in  labor  costs  each  year.  "I'm  surprised 
other  companies  haven't  done  the  same  thing,"  shrugs  Drewno. 
That  they  haven't  is  one  reason  Allegiance's  stock  price  has  tripled 
since  it  spun  off  from  Baxter  International  in  September  1996. 
Another  tip  from  dynamic  companies:  If  good  software 
doesn't  jibe  with  the  way  your  business  is  run,  think  about  chang- 
ing the  way  your  business  is  run.  That's  what  Marshall  Indus- 
tries did  when  it  started  to  stumble  in  its  efforts  to  put  supply 
chain  management  software  into  place. 


Available  from  companies  such  as  Manugistics  and  12  Tech- 
nologies, supply  chain  management  (SCM)  systems  are  designed 
to  help  streamline  production  schedules,  slash  inventories,  find 
bottlenecks,  and  respond  quickly  to  orders.  Used  properly,  the 
software  removes  logistical  barriers  by  creating  a  seamless  flow 
of  supplies  and  finished  products.  But  one  reason  few  compa- 
nies take  full  advantage  of  the  technology  is  that  the  software 
assumes  that  information  and  decision  making  flow  freely 
throughout  the  organization  —  whereas  in  real  life,  divisional 
and  departmental  barriers  are  formidable. 

That  was  the  challenge  faced  by  Marshall.  The  $1.5  billion 
electronics  distributor,  based  in  El  Monte,  California,  sells  200,000 
different  parts  to  50,000  customers.  It  was  among  the  early  imple- 
menters  of  the  software,  installing  a  Manugistics  system  in  late 
1992.  But  CEO  Robert  Rodin  quickly  recognized  that  the  goal 
of  employing  the  software  to  achieve  a  global  supply  chain  was 
at  odds  with  the  firm's  commission-based  sales  system. 

The  problem:  Salespeople  often  timed  shipments  to  meet 
commission-linked  quotas  rather  than  customers'  schedules.  The 
system  fostered  indifference  to  opportunities  outside  the  assigned 
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sales  regions,  as  well  as  to  the  needs  of  departments  higher  up 
the  supply  chain.  "Commissions  encourage  distortion  on  top  of 
distortion"  Rodin  points  out.  "When  you're  dealing  with  a  big 
supply  chain,  that  adds  up  and  slows  deliveries  and  everything 
else  way  down."  Rodin  dictated 
a  simple  solution:  Eliminate 
commissions  to  the  600  sales- 
people and  replace  them  with 
profit  sharing. 

Wall  Street  analysts  howled, 
and  the  firm's  suppliers  begged 
Rodin  to  reconsider.  Until,  that 
is,  the  changes  started  to  have 
an  effect.  The  firm's  sales  have 
grown  almost  200%  during  the 
past  five  years,  to  $1.5  billion. 
Marshall  is  now  the  world's 


Robert  Rodin 

CEO 

Marshall  Industries, 
El  Monte,  California 


When  he  found 
that  sales 
commissions 
caused  software 
problems, 


eliminated 
them. 


fourth-largest  electronics  distributor,  up  from  sixth  last  year. 

MANY  companies  think  they  can  achieve  much  of 
the  benefit  of  new  technology  by  implementing 
it  only  partially,  in  a  blend  with  their  older  sys- 
tems. Dynamic  companies  know  better;  they're 
willing  to  bet  the  store  on  a  new  approach  to 
IT  if  it  promises  a  real  edge.  Case  in  point:  Office 
furniture  manufacturer  Herman  Miller,  which, 
like  Marshall,  decided  it  wanted  to  move  up  to  state-of-the-art 
supply  chain  management  software. 

Companies  that  implement  supply  chain  management 
software  typically  keep  in  place  their  old  manufacturing 
resource  planning  technology;  MRP  simply  schedules 
manufacturing  based  on  orders,  without  reference  to  pro- 
duction or  inventory  constraints.  Such  firms  typically 
draw  upon  their  new  SCM  software  as  a  kind  of  "sug- 
gestion box"  to  help  adjust  schedules.  But  the  sched- 
ules themselves  are  still  based  primarily  on  the  old  MRP 
systems.  "Managers  have  used  MRP  for  a  long  time  and 
they're  wedded  to  it,  for  better  or  worse,"  says  Bill  Helm- 
ing, a  director  at  PRTM,  a  high  tech  consulting  firm  in 
Weston,  Massachusetts. 

To  be  sure,  the  suggestion  box  approach  saves  a  lot  of  money 
and  trouble  in  the  short  run:  There's  no  need  to  replace  your 
MRP  mainframes,  and  the  system  requires  less  information  and 
upkeep  to  function.  But  companies  that  rely  on  such  half  mea- 
sures can't  fully  integrate  the  data  from  the  old  and  new  systems. 
That  means  suggestions  from  the  new  software  often  don't 
work  —  and  the  companies  still  can't  meet  their  promises  to  cus- 
tomers. Meanwhile,  bad  data  about  parts  specs  and  lead  times 
in  the  old  MRP  system  stick  around  to  cause  more  problems, 
instead  of  a  company  wiping  awa  /  that  data,  correcting  those 
mistakes  and  starting  fresh. 

Not  at  He-  man  Miller.  The  Zeeland,  Michigan,  firm  took  a 
metaphoric  il    ledgehammer  to  its  existing  MRP  system  when  it 


Mark  Douglas 

Project  Manager, 
Herman  Miller, 
Zeeland,  Michigan 


installed  I2's  Rhythm  software.  Managers  are  so  confident  of  the 
software's  accuracy  that  when  the  company  updates  its  pro- 
duction model  every  day  at  2  a.m.  they  immediately  send 
a  schedule  out  to  suppliers  —  without  bothering  to  check  for 
problems  or  mistakes.  That  gains  the  firm  12  to  24  hours 
on  each  shipment,  a  big  deal  for  a  company  that  builds 
to  order. 

The  old  system  had  routinely  caused  the  company 
to  miss  20%  to  30%  of  its  deadlines.  In  contrast,  the 
new  software  has  generated  a  97%  decline  in  the  firm's 
monthly  past-due  orders,  which  are  down  from  $10  mil- 
lion to  $300,000.  Inventory  turnover  has  more  than  dou- 
bled, and  manufacturing  volume  has  climbed  50%  with 
no  increase  in  the  firm's  physical  plant.  Those  results 
help  explain  the  company's  12  straight  quarters  of  record 
earnings,  cash  flow,  and  sales,  and  its  70%  profit  increase 
in  1997.  "The  suggestion  box  approach  doesn't  give  you 
the  full  benefit  of  the  technology,"  says  Mark  Douglas,  Rhythm 
project  manager  at  Herman  Miller.  "That's  probably  why  most 
companies  don't  see  the  results  we've  seen." 

While  ordinary  companies  focus  on  getting  better  answers 
from  their  software,  dynamic  companies  often  triumph  by 
asking  better  questions.  Applying  that  strategy  to  data  mining 
is  one  way  Capital  One  got  a  leg  up  on  its  rivals  in  the  credit 
card  business. 

Much  of  the  money  wasted  on  technology  in  recent  years  has 
been  thrown  away  on  data  mining.  That  may  be  because  the  idea 

is  so  alluring  and  seemingly 
simple:  Collect  vast  quantities 
of  data  about  existing  and 
potential  customers,  then  use 
the  information  to  market 
your  products  to  the  most 
receptive  people.  But  some 
companies  have  invested  enor- 
mous sums  in  the  technology 
only  to  find  the  collected  data 
of  little  use.  The  reason:  Too 
many  firms  are  mining  the 
same  markets. 

Nowhere  is  that  problem  more  acute  than  in  the  credit  card 
business,  where  major  players  live  and  die  by  data  mining.  Card 
companies  routinely  invest  millions  of  dollars  to  compile  records 
of  buying  behavior,  payment  patterns,  and  the  like.  The  firms  , 
then  use  that  information  to  test  hundreds  or  even  thousands 
of  product  combinations.  The  results  tell  them  which  customers 
will  go  for  the  low-fee,  high-rate  cards;  which  will  grab  the  card 
that  offers  a  high  fee  with  frequent  flier  miles;  which  will  spend 
heavily;  which  will  pay  their  bills;  and  so  on,  almost  ad  infini- 
tum. Since  card  companies  typically  look  for  the  same  criteria,! 
they  end  up  with  the  same  names  —  which  is  why  46  million 
American  households  get  an  average  of  53  credit  card  offers  a  year. 
Richard  Fairbank,  chairman  and  CEO  of  the  Falls  Church 


Douglas  is  so 
sure  of  his 
MRP  system 
that  he  allows 
it  to  dictate 
production  and 
supplier  needs 
everyday. 
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There's  never  been  a  better 
reason  to  sit  inside  a  dark 


auditorium  in  the  middle  of 


xj'II  be  glued  to  the  edge  of  your  seat  when  the  industry's  most  prestigious  information  technology  (IT) 
/ent  comes  to  town-GartnerGroup  Symposium/lTxpo  98  Where  else  can  you  get  an  in-depth  look 
to  the  future  of  IT's  hottest  trends,  companies  and  products  straight  from  the  people  who  will  be  creating 
em?  Reserve  your  seat  for  news-making  keynotes,  more  than  225  sessions  featuring  the  in-demand 
sight  of  GartnerGroup  analysts,  and  an  interactive  IT  learning  lab.  Register  now.  This  is  too  hot  to  miss. 

2-16  October  1998    Lake  Buena  Vista,  Florida,  USA 
ww.gartner.com/symposium    1-800-778-1997    +1-203-316-6757 
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The  future  of  IT. 
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Virginia,  finance  company  Capital  One,  helped  pioneer  database 
marketing  in  the  credit  card  industry  more  than  a  decade  ago. 
Back  then,  banks  that  sold  credit  cards  broke  down  customers 
into  two  groups:  those  who  would  pay  a  fee  and  those  who 
wouldn't.  Each  bank  then  chose  one  type  of  customer  for  its  spe- 
cialty and  issued  a  single  card  for  them.  But  by  1990,  Fairbank 
and  Capital  One's  current  president  and  COO,  Nigel  Morris,  were 
mining  customer  data  and  offering  300  different  types  of  cards, 
targeted  at  specific  customer  groups. 

The  idea  of  segmenting  card  customers  propelled  Capital 
One  from  nowhere  into  the  ranks  of  the  top  10  card  companies 

in  five  years.  Now 
that  the  rest  of  the 
industry  has  caught 
on  and  is  mining  data 
on  the  same  families 
to  death,  the  firm  has 
focused  its  efforts  on 
pastures  ignored  by  its 
competitors.  "So  many 
people  get  so  many 
card  solicitations  that 
it's  easy  to  conclude 
the  credit  card  market 
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Capital  One 
has  leveraged 
technology 
to  go  from 
nowhere  to 
among  the 
nation's  top10 
credit  cards. 


is  saturated,"  says  Morris.  "But  when  we  look  at  the  data  we  see 
that  less  than  half  of  all  American  households  get  all  the  offers. 
Some  55  million  householders  each  get  an  average  of  only 
six  offers  a  year." 

Much  of  the  long-ignored  data  pertain  to  low-income  house- 
holds, recent  immigrants,  and  other  demographic  groups 
traditionally  considered  by  the  credit  card  industry  to  be  poten- 
tially high  risk.  But  Capital  One's  mastery  of  data  mining  enables 
it  to  take  a  closer  look.  It  can  weed  out  the  riskiest  customers 
and  design  new  credit  card  products  to  fit  the  spending  habits 
of  the  best  prospects.  The  result  is  not  only  a  bigger  customer 
base  (the  firm  has  been  the  fastest-growing  card  issuer  during 
the  past  two  years,  with  some  10,000  new  customers  per  day) 
but  also  lower  than  average  bad-credit  write-offs. 

Knowledge  management  HAS  become  one  of  the 
latest  IT  buzz  phrases.  To  most  companies  that 
means  identifying  useful  information  through- 
out the  company  and  getting  that  information 
into  computers.  Dynamic  companies  recognize 
that's  the  easy  part.  Where  they  excel  is  in  mak- 
ing sure  the  resulting  data  get  to  the  right 
people  just  when  they  need  it. 
Big  Six  accounting  and  consulting  company 
I  Ernst  &  Young  is  a  prime  example.  While  many 
firms  end  up  having  key  employees  try  to  embed  their  infor- 
mation and  expertise  on  Web  page  that  wind  up  being  ignored 
by  everyone  else  in  the  company,  Ernst  &  cuing  has  come  up 
with  strategies  and  technologies  for  making  its  data  accessible 


to  all.  "Everybody  is  still  asking  how  to  do  a  good  job  gathering 
information,"  says  John  Peetz,  the  company's  chief  knowledge 
officer.  "They  don't  do  much  yet  with  figuring  out  how  to  cata- 
log and  share  it." 

Ernst  &  Young's  methods  stress  data  organization  and  access 
over  mere  data  acquisition.  The  firm  has  created  more  than  100 
"knowledge  networks."  The  networks  consist  of  groups  of  experts 
who  collect,  store,  and  update  Ernst  &  Young's  knowledge  on  var- 
ious specialty  topics.  They  see  to  it  that  more  than  60%  of  the 
company's  internal  client  reports  and  other  documents  end  up 
in  the  knowledge  management  (KM)  system,  a  percentage,  they 
say,  that  is  much  higher  than  its  typical  competitors'.  The  firm's 
200-person  Center  for  Business  Knowledge  then  catalogs  the 
information  so  that  its  employees  can  use  networks  to  get  to  the 
data  for  client  services,  proposals,  and  strategic  planning. 

If  a  consultant  can't  plug  into  a  network,  no  problem.  Much 
of  the  firm's  knowledge  base  also  goes  into  one  or  more  of 
the  firm's  250  or  so  frequendy  updated  "power  packs,"  available 
in  hard  copy  or  as  a  downloadable  file.  Each  power  pack  cov- 
ers a  topic  such  as  taxes  or  technology  implementation.  Con- 
sultants' laptops  carry  two-gigabyte  hard  drives  for  toting  their 
favorite  packs. 

What's  more,  the  company  tries  to  make  it  easier  for  em- 
ployees to  locate  exacdy  which  pieces  of  data  within  a  file  might 
be  most  critical.  Under  a  new  program,  each  piece  of  informa- 
tion in  the  firm's  knowledge  base  will  be  rated.  Dubious, 
unchecked  data  might  rate  a  score  of  1  or  2;  the  firm's  best  knowl- 
edge on  a  subject  gets  a  10.  An  advanced  search  tool  spits  out 
the  highest-rated  data  first  and  moves  down  the  scale  as  required. 

Finally,  the  firm's 
KM  setup  delivers 
knowledge  that  con- 
sultants don't  even 
know  to  ask  for.  The 
company  this  year 
piloted  a  search  en- 
gine that  volunteers 
unsolicited  informa- 
tion to  employees  when 
they're  most  likely  to 
need  it.  Say  an  auditor 
is  creating  a  model  to 
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John  Peetz 

Chief  Knowledge 
Officer, 

Ernst  &  Young, 
Cleveland,  Ohio 


A  sophisticated 
data-sharing 
network 
has  set  this 
accounting 
firm  ahead 
in  revenue  per 
employee. 


analyze  a  bank's  cash  control  processes.  He  reaches  step  17: 
Create  a  current-state  model  of  the  process  flow  of  the  bank's 
back-end  operations.  While  the  consultant  is  scratching  his  head, 
the  tool  finds  and  offers  a  description  of  Ernst  &  Young's  most 
successful  approaches  to  the  problem. 

Result:  Ernst  &  Young  has  led  the  industry  in  increasing 
its  revenue  per  employee,  which  rose  10%  to  $238,360  in  1997. 
That  in  turn  may  explain  why  the  firm  has  led  the  Big  Six  in 
revenue  gains  for  the  past  three  years,  with  sales  growing  23.7% 
to  $4.4  billion  in  1997.  ■ 

— Reporters:  Mark  Klimek,  Nate  Hardcastle 
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MICROSOFT    POCKET  OFFICE 


O  500  Professional  Companion  keeps  me  moving.  6  AM:  Calendar  reminds  me  of  tide  schedule, 
i  AM:  Paddling  out.  inspiration  strikes!  6:55  AM'  Bcacli.  Record  voice  memo  of  new  hotel  <oni  epi. 
M  Use  Pocket  Internet  Explorer"1  to  download  titles  of  beach  flicks  Lunch  Meet  with  investors 
lent  surf  hotel  vision  on  Pocket  PowerPoint.    Back  to  the  beach.  For  more  info,  call  I-888  FORVELO, 
\    or  visit  www.velo.philips.com.  VELO.  Everything  you  need.  Everywhere  you  go. 
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TELECOSM    OUTLOOK:   1998 


Paradigm 

The  PC  party    J\rkr+l  I 

is  all  but  over.         lr  i\  I    I  if 
Time  for  the       I    Ul    If 

next  big  event-a  paradigm-shifting    w 

bash  in  integrated  optics. 


The  old  party  exploded  into  the  PC  era  when  Intel  on 
November  15,  1971,  simultaneously  announced  the  micro- 
processor, the  DRAM  (dynamic  random  access  memory),  and 
the  EPROM  (erasable  programmable  read-only  memory),  the 
next  quarter-century's  three  best-selling  chips  (hey,  it  was  a 
good  day).  It  would  prove  to  be,  in  John  Doerr's  words, "His- 
tory's greatest  legal  creation  of  new 
wealth."  Now,  admit  it  —  what  with 
Bill  Gates  cornering  the  cash,  and 
lawyers  and  lobbyists  crawling  all 
over  computerland  —  we  are  ready  for  a  new  party:  A  new 
paradigm  of  integrated  optics  to  rival  the  previous  paradigm 
of  integrated  electronics. 

In  preparation,  we  went  to  a  premonitory  bash  at  the  end 
of  March  1998,  in  Switzerland.  Beginning  on  the  alpine  reaches 
of  the  1998  Nasdaq,  then  effervescing  in  a  three-story  Gothic 
restaurant  on  a  Zurich  plaza,  then  moving  on  to  the  irides- 
cent slopes  of  Davos,  capitalist  carousers  celebrated  the  pos- 
sible emergence  of  a  "new  Intel  of  the  telecosm." 

Called  Uniphase  and  headquartered  on  Baypointe  Parkway 
in  San  Jose  just  minutes  away  from  Intel,  the  company  is 
still  obscure.  Without  making  a  major  mark,  it  had  spent 
nearly  two  decades  producing  a  motley  assortment  of  lasers  and 
other  light-wave  widgets.  But  a  new  Intel  implies  a  new  par- 
adigm—  a  transformation  of  the  calculus  of  critical  abundances 

Gate-Crasher  The  new  Intel  of  the  telecosm  just  may  be  San 


Illustrations    by    Steve    Brodner 


By  George  Gilder 


and  scarcities  that  shapes  economic  growth  and  opportunity. 
Since  shortly  after  World  War  II,  the  global  economy  has 
feasted  on  cheap  and  abundant  power,  transistors,  and  silicon 
area.  In  1998  wafer  fabs  will  produce  some  46,000  trillion  tran- 
sistors, give  or  take  a  few  trillion,  with  each  transistor  a  tiny 
switch.  At  the  same  time,  silicon  area  has  expanded  dramat- 
ically. Now  at  around  40  square 
kilometers  of  bare  chips  a  year,  the 
semiconductor  industry  could  annu- 
ally coat  Silicon  Valley  itself,  from 
San  Jose  to  San  Francisco  and  across  to  Santa  Cruz,  with  scores 
of  layers  of  crystalline  silicon  striated  with  microscopic  alu- 
minum and  polysilicon  wires  and  doped  with  enough  exotic 
chemicals  to  get  Al  Gore  on  a  Superfund  high.  What  has  been 
scarce  is  bandwidth  or  communications  power. 

Now  this  regime  of  abundances  and  scarcities  is  about  to 
crash.  The  ascendant  fiber-optic,  wireless,  and  satellite  tech- 
nologies promise  to  burst  the  bandwidth  bottleneck.  But  they 
tend  to  use  batteries  or  other  severely  strained  power  sources, 
and,  increasingly,  are  based  on  single-chip  systems  with  sharply 
limited  silicon  area.  As  mobile  devices  proliferate  at  ever 
higher  bit  rates,  the  key  constraint  in  digital  cellular  base 
stations  is  power  amplifiers  that  maintain  linearity  —  that 
can  avoid  smudging  the  bits  while  amplifying  them  to  be 
sent  out  into  the  cell  or  transferred  to  the  wire-line  net- 
Jose-based  Uniphase  with  its  dream  of  an  all-optical  network. 


August    24.    1998       FORBES  ASAP      95 


f*  I 1 1\  D  P  work-  Only  two  companies,  the  leader  Spec- 
VJ  1 1  U  V  I  trian  in  Silicon  Valley  and  Microwave  Power 
Devices  on  Long  Island  —  both  hurt  by  the  Korean  slump  — 
can  make  power  amplifiers  sufficiently  stable  for  the  broad- 
band smart  radios  of  the  next  generation  of  digital  cellu- 
lar data.  From  PalmPilots,  Nokia  9000s,  and  digital  cellular 
phones  to  fiber-optic  nets  under  the  sea  and  microwave 
communications  on  satellites,  mobile  or  remote  devices 
make  power  and  silicon  area  scarce  again. 

A    BRAND-NEW    ERA 

With  this  reversal  of  the  calculus  of  abundances  and  scarcities, 
two  principles  will  govern  the  new  era.  First,  originating  with 
Claude  Shannon,  bandwidth  is 
a  replacement  for  both  switch- 
ing and  power.  Second,  optical 
and  wireless  bandwidth  are 
growing  at  least  twice  as  fast 
as  Moore's  Law,  which  doubles 
silicon  efficiency  every  18 
months. 

In  both  fiber  and  wireless, 
the  implicit  Shannon  message  is 
"wide  and  weak"  —  broadband 
signals  transmitted  at  relatively 
low  power.  In  wireless,  wide  and 
weak  impelled  the  triumph  of 
low-power,  wideband  code  divi- 
sion multiple  access  (CDMA) 
systems  from  Qualcomm  over 
time  division  multiple  access 
(TDMA)  systems.  Although  the 
commercial  war  goes  on,  the 
European  Telecommunications 
Standards  Institute  has  settled 
the  debate.  The  Europeans  have 
ruled  that  the  GSM  (global  sys- 
tem for  mobile  communica- 
tions) consortium  —  now  the 
key  champion  of  TDMA  —  will 
switch  to  wideband  CDMA  for 
the  next  generation. 

In  fiber,  where  distortion  increases  as  the  bit  rate  and  power 
rise  on  a  single-frequency  channel,  wide  and  weak  dictates 
wavelength  division  multiplexing  (WDM).  This  means  send- 
ing an  infrared  rainbow  at  low  power  down  each  fiber  thread, 
using  a  separate  color  for  each  bitstream.  Many  low-powered 
bitstreams  will  carry  more  information  than  a  few  high- 
powered  TDM  (time  division  multiplexing)  channels. 

Many  people  balk  at  the  idea  of  bandwidth  as  a  replace- 
ment for  switching.  Everywhere  I  go  in  the  telephone  world, 
they  tell  me  that  data  is  rising  some  25%  to  35%  a  year  and 
Internet  data  somewhat  faster  than  that.  Yet  what  is  that  great 
sucking  sound?  Gilder  Technology  Group  data  show  that  over 
the  past  three  years  NAP  (network  ace  ss  point)  and  MAE 
(metropolitan  area  exchange)  traffic  in  the  United  States  has 


Light  of  the  Party  CEO  Kevin 
from  a  modest  IPO  in  1994  to 


grown  some  250%  per  year,  even  as  it  represents  a  dimin- 
ishing portion,  now  estimated  at  less  than  one-third,  of  all 
Internet  traffic  due  to  the  addition  of  new  exchanges.  Extrap- 
olation from  this  limited  subset  of  data  to  the  global  Inter- 
net suggests  close  to  a  10-fold  annual  growth.  This  confirms 
UUNet's  estimates  that  Internet  traffic  is  rising  10-fold  a  year 
despite  all  the  limitations  in  access  bandwidth.  That  means 
1,000  times  every  three  years.  With  bandwidth  a  substitute 
for  switching,  data  is  fleeing  the  dense  fabric  of  telephone 
switches  to  the  broadband  backbones  and  routers  of  the 
Internet.  Peter  Cochrane  of  British  Telecom  estimates  that 
WDM  will  allow  him  to  reduce  the  number  of  switches 
in  his  U.K.  network  from  some  1,500  to  6. 

To  envisage  the  inversity 
between  bandwidth  and  switch- 
ing, imagine  in  the  extreme  case 
that  communications  power  is 
limitless.  It  suffices  to  broadcast 
all  the  world's  information  to 
everyone  all  the  time.  Imagine 
that  terminals  are  smart  enough 
and  broadband  enough  to  find 
the  desired  bitstream  from  the 
mass  of  signals  and  respond  to 
the  message.  At  this  extreme,  no 
one  would  have  to  store  or 
compress,  multiplex  or  process, 
switch  or  buffer  anything.  You 
just  tune  into  what  you  want,  as 
you  do  with  an  analog  radio  or 
TV.  As  Shannon  pointed  out, 
with  enough  bandwidth  you 
can  simulate  any  topology  of 
switched  networks. 

Of  course,  this  ideal  will 
never  be  fulfilled.  But  a  world 
in  which  bandwidth  increases 
twice  as  fast  as  switching  power 
will  move  ever  closer  to  it.  Eth- 
ernet prevailed  in  the  office  by 
using  bandwidth  as  a  substitute 
for  switching.  All  the  signals 
were  available  at  every  terminal.  Always  on,  bandwidth-wast- 
ing cable  modems  represent  a  further  step.  Using  a  "bus"  topol- 
ogy that  brings  all  the  signals  to  every  household  in  a  cable 
neighborhood,  cable  modems  also  fulfill  the  mandate  for  wide 
and  weak.  That  is  why  Broadcom  can  announce  six-month 
chip  sales  dwarfing  its  1997  annual  total,  and  why  cable 
modems,  now  close  to  300,000  units,  are  blowing  away  all 
other  broadband  access  technologies  to  homes,  including 
ADSL  (asymmetric  digital  subscriber  line). 

In  the  new  era,  rather  than  using  transistor  switches  and 
power  to  compensate  for  inadequate  bandwidth,  successful 
companies  will  use  bandwidth  to  make  up  for  inadequate 
power  and  silicon  area.  The  new  Intels  will  race  down  the 
learning  curve  with  ever  more  cost-effective  broadband 


Kalkhoven  has  led  Uniphase 
a  market  cap  of  $2  billion. 
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Business  Services 


\BR  Information  Services,  Inc.    For  more  infor- 
tion  call  800-366-3130  or  visit  us  at 
Lw.abr.com. 


Communications 


JTE.  www.gte.com/Wmkts.  Website  visits  only, 
ase. 

Jource.  Inc.  Source,  Inc.,  headquarters  in 
lias,  Texas  is  the  leading  independent 
vider  for  current  and  evolving  business  appli- 
:ions  of  computer  and  telephone  integration. 


Economic  Development 


Fairfax  County  Economic  Development 
ithority.  Plug  into  the  advantages  of  locating 
|jr  business  in  Fairfax  County,  Virginia,  Home  of 
p  Internet  and  the  1998  World  Congress  on 
lormation  Technology. 


Financial  Services 


Iowa  Department  of  Economic  Development. 

\i  IDED  provides  experienced  and  confidential 
I  selection  services  to  companies  that  are 
banding  or  relocating. 

iJandesic.  Pandesic  LLC,  the  Internet  company 
|m  Intel  and  SAP,  is  focused  entirely  on 
I'USirless:  a  full-featured,  low-cost,  turnkey 
broach  to  conducting  commerce  on  the 
lernet.  Call  for  more  information 
:88-349-ebiz  (3249). 


Hardware 


im<  International,  Inc.  CTX  International  is  a 
I  ding  supplier  of  PC  monitors,  computers,  note- 
lok  PCs,  LCD  monitors  and  LCD  projectors.  CTX 
jducts  are  available  through  resellers,  retailers 
|j  distributors. 

{MEC  -  A  Leader  in  Multimedia  Technology.  NEC 

taports  fully  integrated  multimedia  technologies 


ranging  from  semiconductors  to  communications 
including  wireless  to  imaging  to  computers  to 
new  media. 

9.  Nokia  Display  Products,  Inc.  Nokia  monitors 
continually  set  industry  standards  for  their  sharp, 
flicker-free  images,  exceptional  clarity  and  high 
refresh  rates.  Visit  us  at  www.nokia.com/americas 
orcalM-800-BY-NOKIA. 

10  Snap!  Server/Meridian  Data  Inc.  Snap!  Server 
(TM)  from  Meridian  Data,  Inc.  offers  small  busi- 
nesses and  corporate  workgroups  a  revolutionary 
new  way  to  easily  add  storage  to  PC-based  net- 
works. Visit  us  at  www.snapserver.com. 

11  Sony  ITA."Sony  VAIO  505  SuperSlim  notebook. 
Less  than  1  inch  think. Less  than  3  pounds. 

Call  1-877-SONY-NOW,  or  visit 
www.sony.com/505." 


Software 


12.  Cadence  Design  Systems,  Inc.  Providing 
comprehensive  services  and  technology  for  the 
product  development  requirements  of  the  world's 
leading  electronics  companies. 

13.  FileNet.  FileNet  offers  Panagon  (t),  the  only 
integrated  document  management  solution  that 
provides  integrated  imaging,  workflow  and  elec- 
tronic document  management  at  your  desktop. 

14  PeopleSoft.  Enterprise  application  software 
industries  such  as  communications,  education, 
financial  services,  government,  healthcare,  manu- 
facturing, retail,  services,  and  utilities.  For  more 
information  visitwww.peoplesoft.com  or  call 
1-888-773-8277. 

15.  Synquest,  Inc.  Supply  Chain  software. 


Technology 


16.  Rockwell,  www.rockwell.com. 

17.  CellNet  Data  Systems.  Inc.  800-256-6304, 
www.cellnet.com.  Calls  &  Website  visits  only, 
please. 


18.  SAP  America,  Inc.  SAP,  a  market  and 
technology  leader  in  client/server  software,  pro- 
vides comprehensive  solutions  for  companies  of 
all  sizes.  SAP  products  empower  people  to 
respond  quickly  to  dynamic  market  conditions, 
helping  businesses  maintain  a  competitive 
advantage. 

19.  Tandy  Corporation,  www.tandy.com 


Global  Supply  Chain  Management 


20.  QAD  Inc.  QAD  is  a  leading  developer  and 
global  supplier  of  integrated  supply  chain 
software  and  services  including  manufacturing, 
distribution,  customer  service  and  financial 
applications  in  an  open  systems  environment. 
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Semiconductors 


21  Applied  Materials.  Semiconductor 
Manufacturing  and  Test  Equipment. 

22.  Siemens  Microelectronics.  A  new  name  and 
a  new  way  of  doing  business.  We  have  the 
complete  solution  for  your  application  need.  For 
more  information  visitwww.smi.siemens.com 
or  call  1-800-777-4363. 


Manufacturing  Services 


23.  Alcoa  Aerospace/Commercial  Rolled  Products 
Division.  Aluminum  sheet  and  plate  products  for 
markets  such  as  aerospace,  automotive,  computer 
memory  disks,  lighting  fixtures,  truck/trailer, 
railroad  cars,  tooling  plate  and  printing. 


Presentation  Projector 


24.  Davis  N.A.  -  Digital  Multimedia  Presentation 
Systems.  The  DL  450  from  Davis  packs  all  of  the 
image  quality  and  performance  of  a  full  sized  pro- 
jector into  a  unit  with  the  footprint  of  a  letter  and 
the  height  of  a  floppy  disk.  The  9.5  pound  projector 
shines  at  500  lumens,  boasts  the  only  automatic 
zoom  lens  in  the  ultra-portable  category,  and  is 
based  on  Digital  Light  Processing  (TM)  by  Texas 
Instruments  (TM). 


&l  I  A  Q  P  °Pt'ca^  components.  If  you  are  in  the  optical 
1 1  U  V  I     business  and  grasp  this  new  reality,  it  is  time 
for  a  party — a  Uniphase  party. 

THE    HUMBLE    FIELD    OF    GRATINGS 

Launching  the  wide  and  weak  regime  in  fiber  communica- 
tions was  the  miracle  of  the  erbium-doped  fiber  amplifier 
(EDFA).  First  conceived  at  American  Optical  by  Elias  Snitzer 
in  1971,  it  was  elaborated  for  British  Telecom  at  the  Univer- 
sity of  Southampton  in  England  by  David  Payne  and  Simon 
Poole  in  1986  and  prototyped  successfully  by  Randy  Giles 
and  Emmanuel  Desurvire  at  Bell  Laboratories  in  1991. 
By  infusing  a  10-centimeter  stretch  of  the  fiber  signal  path 
with  rare-earth  erbium  ions,  and  pumping  it  with  an 
attached  laser  on  the  side,  the 
doped  glass  functioned  as  a 
broadband  amplifier  of  all 
the  signals  in  the  fiber. 

The  all-optical  network  is 
a  new  form  of  integrated  cir- 
cuit. Just  as  the  original  IC  of 
Noyce  and  Moore  ultimately 
put  an  entire  computing  sys- 
tem on  a  single  sliver  of  sil- 
icon, so  the  new  integrated 
circuit  promises  to  put  an  en- 
tire communications  system 
on  a  seamless  seine  of  silica. 

In  the  late  1990s  this  ideal 
is  moving  ever  closer  to  fulfillment.  A  new  breakthrough  in 
silica,  following  the  inspiration  of  the  EDFA,  promises  a  new 
era  in  optics.  Unveiling  the  possibility  of  a  trend  of  advance 
within  silica  as  fruitful  as  Moore's  Law  in  silicon,  it  became 
possible  at  last  to  conceive  of  an  Intel  of  the  telecosm. 

Key  to  the  emergence  of  most  modern  WDM  was  an  amaz- 
ing innovation  in  the  humble  field  of  gratings.  Used  for  select- 
ing, filtering,  and  deflecting  light,  gratings  have  always  been 
an  external  device,  like  a  prism,  on  which  the  light  must  be 
focused.  Thus  they  entail  the  fusing  or  splicing  of  the  fiber  to 
the  grating.  In  1983  Elias  Snitzer,  then  in  his  50s,  and  two 
other  researchers  at  the  United  Technologies  Research  Cen- 
ter in  East  Hartford,  Connecticut,  discovered  an  efficient 
method  for  impressing  gratings  within  fiber  optics,  which  they 
patented  in  1988.  With  two  beams  of  angled  ultraviolet  light, 
focused  at  the  side  of  the  fiber,  the  researchers  created  a  per- 
manent holographic  image  in  the  silica  core.  According  to  a 
paper  Snitzer  and  crew  presented,  they  also  found  they  could 
adjust  the  grating  features  by  "shaping  and  tilting  the  writing 
pattern  through  control  of  the  included  angle,  and  divergence 
of  the  beams."  In  other  words,  the  chosen  wavelengths  could 
be  diffracted,  reflected,  and  refracted  as  desired. 

In  January  1984  Snitzer  left  United  Technologies  (UT)  and 
was  replaced  by  a  young  optical  whiz  from  MIT  Lincoln 
Laboratory  named  Fred  Leonberger.  At  UT,  Leonberger  went 
to  work  with  inventors  W.  W.  Morey  and  Gerry  Meltz  to  per- 
fect the  fiber  gratir  j,.  At  the  same  time,  researchers  at  com- 


The  new  integrated 
circuit  is  the  all-optical 
network,  which 

promises  to  put  an  entire 

communications  system 
on  a  seine  of  silica. 


petitor  Bell  Laboratories  had  discovered  that  by  "hydrogen 
loading  of  the  fiber"  through  a  simple  diffusion  process,  they 
could  enhance  the  photosensitivity  of  the  glass  by  two  orders 
of  magnitude. 

At  UT,  Leonberger  ultimately  assembled  a  set  of  17  grat- 
ings patents.  Developing  sensors  and  fiber  lasers,  he  also  pur- 
sued his  Lincoln  Laboratory  interest  in  optoelectronic  mod- 
ulators made  of  lithium  niobate,  which  is  three  times  as 
efficient  in  electro-optic  emissions  as  gallium  arsenide.  Most 
important,  in  1986  Leonberger  and  Paul  Suchoski  invented 
"annealed  proton  exchange,"  a  powerful  new  way  of  manu- 
facturing the  lithium  niobate  waveguides  essential  to  both 
modulators  and  gyros. 

With  the  early  1990s  cutbacks  in  defense  spending,  how- 
ever, UT  announced  in 
December  1994  that  it  was 
seeking  a  buyer  for  its  opti- 
cal group.  Among  the  first 
companies  to  bid  was  Ortel. 
Under  CEO  Wim  Selders  and 
with  an  impressive  research 
team,  Ortel  was  then  a  stock 
market  initial  public  offering 
and  an  important  force  in 
fiber  optics.  A  later  bidder 
was  Uniphase,  a  gas  laser 
company  with  no  fiber-optic 
or  semiconductor  laser  capa- 
bilities. Most  of  the  UT  team, 
understandably,  was  inclined  to  go  with  Ortel.  With  the  UT 
group,  Ortel  rather  than  Uniphase  would  have  become  a  con- 
tender in  the  telecosm. 

Meanwhile,  the  grating  component  in  the  EDFA,  as  Snitzer 
saw  from  the  outset,  was  the  laser  to  "pump"  the  loop  of 
erbium-doped  fiber  that  amplifies  the  signal.  In  telecom,  unlike 
in  printers  or  CD  players,  the  laser  must  operate  constantly, 
everywhere  from  the  ocean  floor  to  underground  trenches, 
maintaining  a  mean  time  between  failures  (MTBF)  of  a  mil- 
lion hours,  or  a  hundred  years.  In  the  1980s  and  early  1990s 
at  the  IBM  Zurich  Research  Laboratory  in  Rueschlikon, 
Switzerland,  the  prospects  for  such  a  device  seemed  dim.  Like 
UT,  IBM  was  "refocusing  on  its  core  assets."  As  at  UT,  this 
meant  no  fiber  optics.  Technically,  the  effort  to  create  robust 
laser  chips  for  telecommunications  was  foundering. 

Just  as  the  semiconductor  industry  in  its  early  years  faced 
a  dire  but  mysterious  showstopper  that  destroyed  reliability 
in  the  basic  MOS  circuit,  the  semiconductor  laser  industry 
encountered  a  fatal  defect  that  cropped  up  without  warning 
and  limited  the  dependable  lifetime  of  the  devices.  Andrew 
Grove  (ne  Andras  Grof)  was  the  then  unknown  Intel  engi- 
neer who  spearheaded  the  solution  of  the  mystery  in  semi- 
conductors (sodium  in  the  diffusion  furnaces).  The  then 
unknown  IBM  engineer  in  Zurich  who  led  the  team  that 
solved  the  problem  in  lasers  was  Vplker  Graf  (oxygen  in  the 
mirrors).  By  the  mid-1990s  Graf  had  built  a  profitable  $15 
million  business  producing  reliable  lasers  for  telecom,  gain- 
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ing  some  70%  market  share  in  pump  lasers  for  erbium-doped 
fiber  amplifiers. 

The  other  key  to  WDM  was  a  continuous-wave  infrared 
laser  of  similar  durability  and  precision  for  transmitters. 
The  leading  merchant  producer  of  such  infrared  lasers  was 
Philips  (PHG)  Optoelectronics  in  Eindhoven,  the  Netherlands. 
A  profitable  operation  with  some  $30  million  in  revenues 
and  some  70  patents,  Philips  too  was  facing  a  management 
determined  to  refocus  on  its  core  assets.  A  world  leader  in 
digital  television  chipsets,  CDs,  and  DVDs,  Philips  wanted  to 
concentrate  on  consumer  electronics,  not  fiber  optics. 

By  the  mid-1990s,  therefore,  three  of  the  world's  technology 
giants,  UT,  IBM,  and  Philips,  had  succeeded,  by  dint  of  heavy 
investments  over  decades,  in 
developing  key  components 
for  WDM.  Yet  at  the  very 
moment  when  the  market 
was  about  to  explode  into 
a  rapidly  growing  $2  bil- 
lion business,  these  com- 
panies were  giving  up  fiber 
optics.  Separately  the  assets 
of  the  three  leviathans 
would  have  propelled  fast- 
growing  divisions.  But  to- 
gether they  could  fuel  a  new 
high  technology  power- 
house for  the  new  optical 
paradigm,  even  a  new  Intel. 

UNIPHASE'S 
TURNING    POINT 

New  paradigms  do  not 
come  easily.  As  the  1990s 
opened,  Uniphase  was  gen- 
erating some  $30  million  in 
sales  of  helium  neon  lasers  for  portable  bar  code  readers.  The 
very  opposite  of  wide  and  weak,  helium  neon  lasers  emit  a 
straight  and  strong  infrared  beam  in  a  very  narrow  frequency 
band,  making  them  capable  of  reading  dense  bar  codes  swiftly 
swiped  across  the  lens.  You  don't  have  to  be  a  Republican  pres- 
ident to  be  amazed  at  this  feat.  But  with  the  market  saturated 
by  the  early  1990s,  Uniphase's  board  of  directors  decided  to 
hire  a  new  CEO  in  1992  to  upgrade  and  refurbish  the  com- 
pany for  an  IPO.  Kevin  Kalkhoven  was  their  man. 

A  fun-loving  Australian,  Kalkhoven  is  readier  to  tell  inquir- 
ers about  his  exploits  in  airplanes  and  on  scuba  expeditions 
than  to  describe  his  previous  career  as  a  Cobol  programmer 
at  IBM  or  as  a  turnaround  artist  for  low-ranking  Silicon  Val- 
ley software  firms.  As  Kalkhoven  remembers,  a  psychological 
test  he  took  at  the  time  put  him  far  on  the  "intuitive"  side  of 
the  scale,  which  in  Silicon  Valley  is  a  polite  way  of  saying, 
"This  guy  can't  do  math,  but  is  too  imaginative  to  go  to  law 
school."  But  he  pulled  off  a  modest  IPO  by  1994,  raising  $11 
million  and  valuing  the  firm  at  $30  million.  At  nearly  $2  bil- 
lion, some  65  times  higher,  the  current  valuation  accounts  for 


Beer  Hall  Putsch  Thanks  to  beers  between  compatriots,  Uniphase 
made  an  end  run  around  Ciena  and  secured  its  own  fiber  gratings. 


much  of  the  enthusiasm  of  the  party  in  Switzerland. 

The  turning  point  for  Uniphase  came  in  January  1994, 
when  MCI  installed  a  2,000-mile  fiber-optic  line  between 
Sacramento  and  Chicago  with  no  optoelectronic  repeaters. 
Lights  turned  on  and  sirens  wailed  in  Kalkhoven's  mind. 
To  him,  the  MCI  feat  "showed  that  WDM  was  feasible,  even 
inevitable."  Key  to  the  MCI  breakthrough  were  EDFAs  pow- 
ered by  pump  lasers  from  Volker  Graf's  subsidiary  of  IBM's 
famed  research  lab. 

Consulting  with  Uniphase  board  member  William  Bridges, 
an  optical  physicist  from  Caltech,  Kalkhoven  set  his  first  target. 
It  was  Fred  Leonberger's  United  Technologies  Photonics 
research  division  in  Bloomfield,  Connecticut.  Called  UTP,  it 

then  chiefly  sold  lithium 
niobate  optical  gyroscopes 
for  cruise  missiles.  Leon- 
berger  was  preparing  this 
gyro  technology  for  use 
in  fiber-optic  communica- 
tions. Electrically  pulsed,  a 
lithium  niobate  device 
similar  to  a  gyro  could 
modulate  a  laser  beam 
with  the  exquisite  accuracy 
needed  for  WDM,  shaping 
it  to  bear  digital  or  analog 
information. 

Until  that  time,  most 
fiber  systems  used  internal 
modulation,  turning  the 
laser  off  and  on  at  the 
needed  rate.  But  as  that  rate 
went  up  —  from  OC-12 
(622  megabits  a  second)  on 
into  the  gigahertz  ranges — 
and  the  number  of  wave- 
lengths increased  from  one  to  four  and  on  up,  Leonberger 
believed  that  direct  modulation  would  break  down.  Turning 
a  laser  on  and  off  billions  of  times  a  second,  like  turning  a 
lightbulb  on  and  off  many  times,  would  cause  it  to  wear 
out.  Transmitters  would  maintain  a  more  stable  frequency  for 
longer  lifetimes  if  the  laser  were  a  continuous  wave,  always 
on.  The  modulator  would  be  better  able  to  maintain  exquis- 
itely accurate  frequencies  if  it  were  external  to  the  laser. 

All  these  capabilities  —  and  Leonberger  himself — seemed 
destined  for  Ortel.  But  Uniphase  invoked  the  magic  of  bold 
action.  Under  Kalkhoven  and  his  finance  chief,  Dan  Pettit,  it 
moved  more  aggressively  to  complete  the  deal.  Kalkhoven  saw 
the  onrush  of  an  entirely  new  paradigm  advancing  at  a  pace 
too  fast  for  faint  hearts  or  haggling.  Ever  since  that  fateful  day 
in  1994,  Uniphase  stock  has  been  ascendant  and  Ortel  in 
the  doldrums. 

CAPTURING    THE    PARADIGM 

Uniphase  now  had  command  of  its  first  crucial  component 
for  WDM  —  a  rock-solid  external  modulator  that  could 
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r*  J  I  A  ~  p  operate  at  multigigahertz  frequencies. 
\J  I  I  U  W  I  Kalkhoven  eventually  invested  the  entire  $1 1 
million  from  the  IPO  in  the  project.  Beginning  with  the  mod- 
ulators, Kalkhoven  would  assemble  technologies  to  supply 
every  crucial  component  for  these  revolutionary  new  optical 
networks,  from  erbium-doped  fiber  amplifiers  based  on 
Uniphase  980  nanometer  pump  lasers  to  fiber  gratings  to  reli- 
ably resolve  the  signal  to  transmitter  lasers  at  1,550  and  1,310 
nanometers,  to  industry-leading  packaging  and  assembly. 
Most  important,  he  gathered  in  Uniphase  many  of  the  indus- 
try's leading  scientists,  including  100  Ph.D.'s  in  physics. 

The  pivotal  acquisitions 
came  in  1997  and  1998  when 
Kalkhoven,  Leonberger,  and 
Pettit  bought  the  IBM  Zurich 
operation  for  $45  million.  In 
April  of  this  year,  Uniphase 
added  the  Philips  Optoelec- 
tronics group  in  a  stock  deal 
rumored  to  be  worth  close 
to  $150  million.  Combining 
Uniphase's  laser  expertise 
and  leadership  with  the  IBM 
team,  the  Philips  group  in 
Eindhoven,  and  Leonber- 
ger's  UTP  in  Connecticut, 
Uniphase  became  the  major 
force  in  the  industry  of 
optical  components  for  the 
explosive  WDM  market. 

Still,  to  capture  the  all- 
optical  standard  and  the 
telecosmic  paradigm,  it  was  necessary  to  gain  a  commanding 
position  in  fiber  gratings.  Unfortunately,  although  many  of 
the  key  discoveries  relating  to  the  technology  came  from  UT, 
the  company  had  closed  down  its  gratings  plant  before  Uni- 
phase bought  UTP.  With  Lucent  using  waveguide  arrays  to 
filter  WDM  frequencies,  no  other  widespread  use  for  the  grat- 
ings had  emerged. 

To  gain  an  edge,  Ciena  had  been  forced  to  master  the  tech- 
nology itself.  "It  was  the  only  area  where  we  decided  to  inte- 
grate vertically,"  said  CEO  Patrick  Nettles,  the  Caltech  Ph.D. 
who  leads  Ciena.  Under  the  guidance  of  former  Bell  Labo- 
ratories' engineer  Victor  Mizrahi,  Ciena's  fiber  gratings  have 
served  as  the  key  enabler  for  the  company's  industry-lead- 
ing move  to  16  and  then  40  and  eventually  100  wavelengths 
of  light  down  a  single  fiber  thread. 

Ciena's  rivals  in  WDM  equipment  production,  however, 
will  not  want  to  depend  on  a  competitor  for  such  a  critical 
product.  Kalkhoven  resolved  to  go  for  gratings.  As  it  hap- 
pened, he  knew  just  where  to  go.  Using  frequent-flier  miles, 
Kalkhoven  left  in  early  1997  for  Sydney,  Australia. 

Next  to  the  airport  lurked  one  of  the  leading  figures  in  the 
evolution  of  the  industry,  the  tali,  bearded  coinventor  of  the 
second  generation  of  erbium-doped  amplifiers,  Simon  Poole. 
In  1993  he  had  left  Southampton  and  British  Telecom  to 


Siren  Song  In  1994  MCI  installed  a  cutting-edge  fiber-optic  line. 
CEO  Kalkhoven  heard  bells  and  whistles.  His  dream  was  possible. 


return  to  his  home  in  Sydney  to  launch  a  new  company,  called 
Indx,  to  manufacture  holographic  fiber  gratings  and  other  in- 
fiber  devices.  Poole's  central  achievement  was  a  method  for 
overwriting  a  number  of  fiber  gratings,  with  different  refrac- 
tion indices,  in  the  same  spot  in  the  fiber  core. 

Freely  bandying  the  names  of  Leonberger  and  Graf  and 
resonating  with  Poole's  Australian  origins,  Kalkhoven  met  with 
his  countryman  over  a  beer  at  the  Sydney  Opera  House.  By 
the  end  of  the  evening,  Poole  had  agreed  to  make  Indx  part 
of  Uniphase.  (Later  it  was  acquired  for  $6.6  million.)  With 
expertise  in  add-drop  multiplexers  and  dispersion  compen- 
sation modules  as  well  as 
gratings,  Indx  will  spearhead 
Uniphase's  drive  to  bring  the 
all-optical  dream  into  met- 
ropolitan and  enterprise  net- 
works. In  San  Jose,  on  April 
29,  Uniphase  announced  ini- 
tial shipments  of  wavelength 
locking  modules.  Based  on 
gratings,  lambda  locks  will 
be  necessary  for  all  genera- 
tions of  equipment  with 
more  than  16  wavelength 
channels. 

Intel  began  with  the  goal 
of  manufacturing  memory 
chips  for  mainframe  com- 
puters. But  it  did  not  achieve 
incandescence  until  it  began 
manufacturing  the  key  com- 
ponents of  the  personal 
computer.  Similarly,  networks  cannot  become  truly  all-opti- 
cal until  WDM  descends  from  the  summits  of  continental 
trunks  and  undersea  conduits  down  into  the  ramifying  realms 
of  smaller  networks.  In  the  end,  WDM  will  offer  large 
economies  for  metropolitan  and  enterprise  networks.  Unlike 
existing  TDM  systems,  WDM  gear  can  split  off  a  single  bit- 
stream  without  processing  all  the  bits  in  the  fiber.  Thus  you 
don't  have  to  replace  all  the  access  equipment  every  time  you 
upgrade  the  network  to  a  higher  bandwidth.  The  true  target 
of  Uniphase  must  be  to  become  the  dominant  supplier  of  opti- 
cal components  for  companies  such  as  Nortel  and  Ciena,  and 
the  leading  vendor  of  components  for  Cisco  and  3Com,  and 
perhaps,  as  time  passes,  even  for  Intel  itself  in  its  new  net- 
working mode. 

The  erbium-doped  amplifier  and  the  fiber  grating  show 
the  way  to  inscribe  entire  networks  in  the  luminous  5-micron 
cores  of  fiber-optic  thread.  To  consummate  the  Uniphase 
dream,  Kalkhoven  will  finally  have  to  become  a  vendor  of  the 
key  devices  for  linking  the  network  computers  of  the  future 
to  the  crystal  cathedrals  of  an  all-optical  web.  ■ 

George  Gilder  is  a  contributing  editor  of  Forbes  ASAP.  He  also  publishes  the  monthly 
Gilder  Technology  Report.  For  a  newsletter  subscription,  call  1-888-647-7304.  For 
more  information  about  GTR,  including  the  upcoming  Gilder/Forbes  Telecosm  Con- 
ference, September  15-17  in  Lake  Tahoe,  California,  email:  gtg@gilder.com. 
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John  Cocke 

In  the  white-shirt,  blue-suit  IBM  of  the  Watson  era,  John  Cocke  was  always  a  bit  of 
a  nonconformist.  He  was  so  absentminded  that  a  janitor  once  fished  $4,000  worth  of 
stock  certificates  out  of  his  wastebasket.  The  accountants  sometimes  had  to  remind  him 
to  deposit  his  paychecks.  A  relentless  talker,  he  spent  his  days  in  the  corridors  button- 
holing colleagues,  his  nights  at  his  desk  being  brilliant,  and  was  so  tied  up  in  his  work  he 
didn't  think  about  getting  married  until  he  was  in  his  60s.  "I  guess  I  was  relatively 
absentminded,"  he  says.  "But,  you  know,  there  are  people  more  interested  in  science  than 
in  normal  ways  of  life.  And  there  were  plenty  of  people  around  IBM  who  were  just  as  bad." 

It  might  be  hard  to  name  anybody  around  IBM,  however,  who  was  just  as 
smart.  Cocke  developed  the  RISC  (reduced  instruction  set  computing)  chip  in  the 
early  1970s  and  brought  computer  technology,  literally,  up  to  speed.  As  head  of 
several  design  teams,  he  found  ways  to  simplify  the  translation  of  engineering  instruc- 
tions into  basic  binary  code.  The  list  of  his  accomplishments  is  staggering.  When 
the  Wall  Street  Journal  ran  a  survey  of  the  computer  industry  in  1993  to  identify  the 
top  five  geniuses  in  the  business,  John  Cocke  made  varsity. 

He  was  born  in  Charlotte,  North  Carolina,  into  one  of  what  you  might  call 
an  FFNC  —  a  first  family  of  North  Carolina — and  he  retains  a  deep  Southern 
accent.  His  father  worked  for  J.  B.  Duke,  served  on  the  Duke  University  endowment, 
and  took  his  son  to  all  the  Duke  athletic  events.  So  it  was  no  surprise  when  Cocke 
enrolled  at  the  Durham  school,  taking  a  Ph.D.  in  math  in  the  mid-1950s.  He 
went  to  IBM  in  1957  and  never  left  until  his  retirement. 

Cocke's  work  on  the  RISC  chip  is  based  on  his  research  into  the  frequency  with 
which  instructions  were  being  executed.  A  command  like  "multiply,"  for  example,  might 
be  executed  just  2%  of  the  time.  "I  felt  from  looking  at  this,"  he  says,  "that  we  should 
emphasize  a  simple  instruction  set. ..and  forget  the  less  frequent  instructions.  So  just 
based  on  where  we  put  our  efforts  in  building  the  logic,  we  made  a  more  efficient  machine." 

And  a  much  faster  one.  "Divide"  and  "multiply"  and  other  complicated  instruction 
sets  are  necessary  functions  that  couldn't  be  written  entirely  out  of  the  cycle,  but  Cocke 
found  ways  to  handle  them  using  logic  and  what  he  calls  "numerical  tricks."  The  result 
was  the  revolution  in  computer  architecture  that  has  become  the  industry  standard. 

Yet  it  was  not  IBM  but  Hewlett-Packard  and  Sun  Microsystems  that  originally 
exploited  the  new  technology.  The  360  and  the  370  were  making  so  much  money  for 
IBM,  why  change?  "[Big  Blue],"  says  Cocke, "likes  to  have  projects  going,  but  to  actu- 
ally build  something  is  difficult  to  get  done.  It's  very  frustrating  for  people  like  me." 

What  frustrates  Cocke  now  is  the  lack  of  research  money  for  high-powered  scientific 
computers,  his  first  love.  Even  though  retired,  he's  not  out  of  the  loop.  He'll  hold 
forth  at  length  on  how  much  money  the  defense  industry  could  save  on  a  scientific 
computer  with  the  ability  to  simulate  a  wind  tunnel  instead  of  actually  building  a 
wind  tunnel,  which  costs  around  $100  million  and  can't  accurately  duplicate  super- 
sonic conditions  anyway.  He  remains  insatiably  curious  and  resolutely  modest.  "I've 
always  considered  myself  fantastically  lazy,"  he  says.  "I  hate  arithmetic,  for  instance. 
No  one  should  have  to  do  it  when  you  can  design  a  machine  that  does." 

Reply  that  a  lazy  person  could  never  have  accomplished  all  he  has,  and  he'll  say, 
"I  don't  consider  it  work  when  it's  something  you  enjoy."  — Anthony  Brandt 
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Rnnurl  Conference  on  Technology  &  Society 


Washington,  D.C.  vs 

Silicon  Valley 


COSPONSORED  BY  THE  CATO  INSTITUTE  AND  FORBES  ASAP 


November  19-21,  1998  @  Fairmont  Hotel 
San  Jose,  California 


Politicians  are  paying  attention  to  Silicon  Valley, 

but  do  they  understand  it?  The  Annual  Conference  on  Technology  & 
Society  brings  together  leading  executives,  scholars  and  writers  to  con- 
front the  issues  shaping  our  most  innovative  industries.  As  Silicon 
Valley  companies  mature,  is  regulation  inevitable,  or  will  the  computer 
industry  lead  the  world  to  freedom?  Topics  will  include  encryption,  pri- 
vacy, digital  cash,  antitrust  policy,  building  bandwidth  in  the  local  loop, 
the  Millennium  Bug,  and  the  future  of  individual  investment,  Social 
Security,  and  capital  formation  in  cyberspace. 


Scon  Cook 
Intuit  Corp. 


T.  J.  Rodgers 
Cypress  Semiconductor 
Corp. 


Bill  Melton 
CyberCash  Inc. 


Conference  Fees 
Individual/corporate 


by  10/29/98 
$425 


after  10/29/98 
$475 


Eric  Schmidt 
Novell  Inc. 


Tax  exempt/academic         $180  $230 

The  registration  fee  covers  all  speakers,  one  dinner,  and  two  luncheons. 

For  more  information,  please  visit  our  web  site  at  cato.org,  or  contact  Bethany  Blue 

at  the  Cato  Institute,  1000  Massachusetts  Ave.  N.W.,  Washington,  D.C.  20001, 

call  her  at  202-789-5203,  or  email  her  at  bblue@cato.org. 

Register  online  at  http://www.cato.org. 
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Milton  Friedman 
Nobel  Laureate  in 
Economics 


Larry  Ellison 
Oracle 


David  Friedman 
Santa  Clara  University 
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International  Data 
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VIRGINIA  POSTREL 


of  Order 


The  right  kind  of  order 

makes  experimentation, 
innovation,  and  1 

learning  possible. 


When  I  sent  the  manuscript  of  my  book,  The 
Future  and  Its  Enemies,  to  the  publisher,  my  edi- 
tor there  made  a  good  suggestion:  You're  trying 
to  do  too  much  in  the  first  chapter,  he  said.  Put 
the  discussion  of  the  book's  overall  thesis  in  an 
introduction  and  focus  Chapter  1  entirely  on  the 
"enemies."  Then  he  made  a  bad  suggestion:  "You  could  call  the 
first  chapter  something  like  'The  Quest  for  Order.'" 
Oh,  no!  I  hate  when  that  happens. 
If  you  read  this  column  regularly,  you  know  that 
I  am  a  great  defender  of  the  open-ended,  unpredict- 
able future,  against  those  who  want  to  close  it  off  to 
serve  their  ideals  of  stability  or  control.  I  emphasize 
the  importance  of  experiment  and  feedback,  of  seren- 
dipity and  adaptability,  of  taking  chances  on  untried 
ideas.  My  book  is  a  defense  of  creativity,  enterprise,  and  progress. 
But  I  have  nothing  against  order.  The  dynamic  processes  I 
celebrate  in  my  book  don't  undermine  order.  They  establish  order 
without  design. 

And  unlike  my  friend  and  fellow  ASAP  columnist  Tom  Peters, 
you  won't  see  me  writing  about  "thriving  on  chaos."  I  don't  like 
chaos.  I  can't  stand  it  when  Kinko's  screws  up  my  photocopying 
job  because  it  lacks  well-established  procedures.  I  prefer  the  tidi- 
ness of  Borders  to  the  funky  hodgepodge  of  traditional  "inde- 
pendent" booksellers.  And  I  get  downright  cranky  when  editors 
play  hurry-up-and-wait-and-hurry-up-again  with  my  copy 
because  there  are  glitches  in  their  editorial  systems. 

It's  easy  to  imagine  that  dynamism  and  order  are  opposites. 
\fter  all,  the  hyperplanners — whether  they're  corporate  bureau- 
ats  or  government  officials  —  are  always  telling  us  that  if  we 
people  free  to  invent,  they'll  just  screw  things  up.  And  those 
rplanners  are  indeed  the  "enemies"  of  Chapter  1  fame,  always 
;  to  impose  stasis  on  the  evolving  future. 
there's  a  big  difference  between  establishing  order  and 
;ng  outcomes.  Order  takes  many  forms  and  it  is,  in  fact, 
■  great  products  of  dynamic  processes.  Order  is  some- 
ins  crave  and  markets  rewa 
tin  types  of  order  make  experimentation,  innova- 
ning  possible.  They  provide  foundations  on  which 


we  can  build  new  structures.  Such  foundations  include  legal  insti- 
tutions, such  as  contract  law,  that  allow  people  to  form  new 
bonds.  They  also  encompass  norms,  such  as  the  peer  review  that 
governs  scientific  inquiry. 

Increasingly,  our  most  important  foundation-orders  include 
methods  of  indexing  and  tracking  information.  A  library  of  all 
the  world's  books,  shelved  randomly,  is  a  treasure  trove.  But  it 
is  also  an  incredible  waste  of  time.  The  Web  wouldn't 
be  half  the  phenomenon  it  is  today  without  the  search 
engines  and  directories  that  let  us  find  the  order  we 
seek  in  all  that  abundance.  What  makes  Yahoo  more 
valuable  than  the  searches  that  yield  10,000  answers 
is  the  intelligence  —  the  order  —  it  provides. 

There  are  also  profits  to  be  made  by  selling  busi- 
ness order:  procedures  that  will  let  creators  concen- 
trate on  what  they  do  well,  without  worrying  about  how  to  set 
up,  maintain,  or  track  the  supporting  paperwork.  That's  what 
Tom  Zimberoff,  the  founder  of  Vertex  Software  in  Sausalito,  Cal- 
ifornia, is  doing.  After  22  years  as  a  commercial  photographer, 
he  set  out  to  embed  in  easy-to-use  software  all  the  order  needed 
to  run  a  photography  business:  the  right  copyright-licensing 
language,  the  best  way  to  track  licensing  and  distribution  of 
stock  photos,  the  proper  invoice  forms,  and  so  on.  The  result- 
ing product,  called  PhotoByte  2000,  sells  for  $1,295  and,  boasts 
Zimberoff,  offers  a  "business  in  a  box.  This  software  knows  every 
bit  of  minutia  about  running  a  photography  business." 

VERTEX  PLANS  TO  EXTEND  THE  IDEA  to  Other  Common 
types  of  small  businesses:  sole-practitioner  law  offices, 
architectural  firms,  graphic  design  studios.  Each  has 
its  own  unique  routines,  evolved  over  time  to  suit  its 
particular  environment  and  needs.  Those  practices  rep- 
resent the  wisdom  and  experience  of  generations,  infor- 
mation that  can  take  years  to  acquire  or  reinvent.  Hence  the  value 
of  Vertex's  products  and  others  like  them:  By  selling  off-the-shelf 
order,  they  set  entrepreneurs  free  to  create.  Nothing  chaotic  about 
that  —  and  nothing  static,  either.  ■ 

Virginia  Postrel  (vpostTtl@Teason.com)  is  the  editor  of  Reason  magazine  and  the  author 
of  The  Future  and  It-.  Enemies,  to  be  published  in  December  by  The  Free  Press. 
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Rewriting  the 


Geek  Tragedy 


Marnp  miii 


Nerds  must 
remain  nerds 
if  they  are 
to  survive. 


WE  SEEM  TO  BE  RUNNING  OUT  OF  NERDS.  This  is  not, 
as  you  might  guess  looking  at  some  of  the  sorry 
specimens  at  Silicon  Valley  high  tech  firms,  because 
computer  programmers  aren't  reproducing.  Rather, 
it's  because  replacements  —  at  least  American 
replacements  —  aren't  showing  up  in  sufficient 
numbers.  According  to  recent  studies,  American  universities  are 
graduating  only  about  25,000  computer  science  majors  each  year, 
40%  fewer  than  10  years  ago.  Project  ahead  another  decade  at 
that  rate  and  you  come  up  with  15,000  engineers  specifically 
educated  to  mix  it  up  in  the  increasingly  competitive  cyber- 
fracas.  Though  estimates  vary,  up  to  340,000 
programming  jobs  across  the  country 
currently  go  unfilled. 

Contemplating  the  crowd  of  child 
zillionaires  who  fill  the  parking 
lots  of  high  tech  companies  with 
their  Porsches  and  Land  Rovers 
these  days,  one  may  be  forgiven 
for  wondering  what  the  hell  is 
going  on.  Could  it  possibly 
be  that  a  nice  seven-figure 
valuation  of  one's  stock 
options  is  no  longer  as  tan- 
talizing for  the  coming  gener- 
ations as  it  was  for  these  wunder- 

kinder?  Wasn't  it  just  yesterday  that,  if  wise  advisers  had 
only  one  word  for  all  the  descendants  of  The  Graduate,  it  was 
"software"?  By  this  time,  didn't  we  all  think  we'd  be  up  to  our 
eyeballs  in  nerds? 

Well,  it  didn't  happen.  Various  theories  have  arisen  about  why 
more  young  people  don't  want  to  study  a  field  in  which  good 
programmers  are  courted  like  left-handed  pitchers  with  1 .20  ERAs. 
Seemingly  the  most  persuasive  is  that  college  kids  just  don't  want 
to  grind  away  at  hard  computer  science  courses.  But  law  school 
is  a  grind,  too,  and  no  one  is  complaining  about  a  shortage  of 
lawyers.  I'd  like  to  suggest  another  theory:  The  Vain  Drain. 

Back  in  the  late  '80s,  when  Bill  Gates  and  his  brethren- 
in-kind  became  pinups  in  publications  as  diverse  as  the  Wall 
Street  Journal  and  Vanity  Fair,  nerd  chic  began  to  seep  into 
the  culture.  By  the  early  '90s,  the  style  was  everywhere,  from 
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fashion  shoots  for  GQ  to  television,  where  every  sitcom  had  its 
resident  geek.  Uncoolness  seemed  on  the  verge  of  becoming  cool. 
Then  Hollywood  stepped  in  to  alter  reality.  In  Sneakers, 
Robert  Redford  was  cast  as  a  former  hacker.  In  Speed,  Dennis 
Hopper  showed  up  as  a  sociopath  who  seemed  to  have  gone  to 
Caltech  before  going  bad.  In  every  heist  flick,  the  best-dressed 
thief —  usually  a  smooth  black  guy  in  Armani  eyeglasses  and  a 
headset  phone — was  always  the  one  who  stayed  in  the  van  crack- 
ing the  codes  to  computer-operated  security 
systems.  Parts  that  should  have  been  played 
v"  by  Rick  Moranis  were  taken  by  Keanu 
,*\     Reeves  and  Tom  Cruise. 

The  kids  in  the  audience  aren't  fooled, 
of  course.  They  know  what  nerds  look 
like.  But  if  the  studios  were  casting 
cuties  in  place  of  dorks,  they  were 
doing  it  because  cute  sells  tickets. 
And  the  reason  it  sells  tickets  is 
because  teenage  moviegoers  (the 
most  cherished  demographic 
group)  have  decided  that  although 
they  might  like  to  become  as  rich 
as  Bill  Gates,  actually  being 
him  in  the  pale  flesh  just  isn't 
worth  the  price. 
But  laying  on  this  ersatz  glitz  is  self- 
defeating.  If  we're  to  have  any  luck  stanching  the  vain  drain,  we 
just  have  to  let  nerds  be  nerds,  and  stop  confusing  impression- 
able young  wallflowers  with  the  lie  that  unless  they're  naturally 
cool,  they  don't  belong  at  the  keyboard  of  a  computer  at  3  a.m. 
working  out  the  bugs  in  some  stultifyingly  tedious  networking 
program.  Encouraging  uncool  kids  to  try  upgrading  their  image 
(as,  I  admit,  I  have  done  in  this  very  column)  is  a  disaster,  since 
it's  the  very  fact  that  they  can't  get  dates  that  suits  them  for  the 
drudgery  of  programming.  So  let's  celebrate  all  the  dauntless 
dorks  who  have  engineered  the  greatest  accumulation  of  wealth 
in  history.  Let's  accept  the  deeper-than-shovvbiz  wisdom  of  Susan 
Arbetter,  a  radio  news  director  in  New  York  State,  who,  this  past 
spring,  co-organized  the  first  Geek  Pride  Day,  with  the  unashamed 
prediction  that  "the  geeks  will  inherit  the  earth." 

Right  on,  sister!  ■ 

Illustration   by  John   Cuneo 
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Front-office  software 


is  the  next  big-growth 
investment  opportunity. 


For  the  better  part  of  this  decade,  the  back-office 
enterprise  client/server  software  vendors  have  been 
among  the  fastest-growing  companies  in  the  com- 
puter business.  Hawking  their  manufacturing,  finan- 
cial, and  human  resources  applications,  vendors  such 
as  SAP  (SAP3  on  the  Frankfurt  Stock  Exchange),  Peo- 
pleSoft  (PSFT),  and  Baan  (BAANF)  have  driven  their  market 
capitalizations  into  the  billions.  As  a  result,  these  compa- 
nies have  been  some  of  the  decade's  best  investments. 
While  the  back-office  software  categories  have  pro- 
liferated quickly,  the  front-office  enterprise  client/ 
server  software  categories — marketing,  sales,  and  ser- 
vice applications  —  have  been  growing  even  faster. 
Moreover,  the  front-office  categories  are  much  earlier 
in  their  growth  curves,  which  gives  them  much  more 
headroom  for  expansion. 

Here's  a  quick  overview  of  the  different  categories 
that  comprise  the  quickly  changing  front-office  landscape: 

•  Customer  service  and  support  applications  are  the  most 
mature  of  the  categories.  These  applications  enable  customer  ser- 
vice representatives  to  track  and  manage  requests.  The  computer 
and  communications  industries  have  been  heavy  adopters.  Three 
public  companies  —  Vantive  (VNTV),  Clarify  (CLFY),  and  Siebel- 
owned  Scopus  (SEBL) — dominate  this  space. 

•  The  sales  force  automation  (SFA)  category  is  slightly  less 
mature  than  its  customer  service  cousin,  but  it  is  growing  faster. 
These  applications  help  salespeople  manage  their  prospects  and 
customers.  In  addition,  SFA  applications  enable  sales  managers 
to  develop  more  accurate  sales  forecasts.  The  leading  companies 
in  this  space  include  Siebel  Systems,  Aurum  (acquired  by  Baan), 
and  Vantive.  Three  privately  held  contenders,  Saratoga  Systems, 
Onyx  Software,  and  Pivotal  Software,  may  go  public  before  the 
end  of  the  decade. 

•  Enterprise  marketing  automation  (EMA)  is  one  of  the  newest 
front-office  categories.  EMA  software  enables  marketing  depart- 
ments to  generate  leads,  run  marketing  campaigns,  and  deter- 
mine the  campaigns'  effectiveness.  Nearly  all  the  companies  in 
this  space  are  privately  held,  and  the  space  is  too  new  to  crown 
any  leaders.  However,  the  two  most  visible  are  Rubric  and 
MarketFirst.  The  EMA  category  is  expected  to  grow  quickly  over 


the  next  several  years,  and  the  leaders  that  emerge  will  either  go 
public  or  be  acquired  by  SFA  vendors  for  integration  with  SFA 
applications.  In  addition  to  all  the  front-office  vendors  listed 
above,  many  of  the  back-office  vendors  have  either  entered  the 
front-office  arena  or  have  announced  an  intention  to  do  so. 

With  all  the  mixing  and  matching  going  on,  it's  not  surpris- 
ing that  these  three  categories  are  converging  into  an  integrated 
front-office  suite  known  in  the  industry  as  Enterprise  Relation- 
ship Management  (ERM). 

All  of  the  categories  in  ERM  are  "employee  driven," 
which  simply  means  they  are  mostly  used  by  companies 
for  in-house  purposes.  But,  increasingly,  companies 
are  now  also  using  a  new  class  of  front-office  software 
that  allows  them  to  give  customers  access  to  their  staff 
and  their  products  via  the  Web:  Classified  as  "cus- 
tomer driven,"  these  self-service  applications  enable 
consumers  to  dial  into  a  Web  site  and  gain  immediate 
access  to  troubleshooting  procedures  24  hours  a  day,  7  days  a  week 
This  category  is  currently  served  by  two  public  companies, 
Inference  (INFR)  and  Edify  (EDFY),  as  well  as  by  a  number  of  pri- 
vately held  companies,  including  ServiceSoft,  Service  Ware,  and 
Primus.  It  is  expected  that  many  of  these  companies  will  either 
go  public  or  be  acquired  by  other  software  vendors  over  the  next 
several  years. 

|astly,  SMART  Technologies,  a  small,  privately  held,  fast- 
growing  company,  is  further  expanding  the  ERM  cate- 
gory with  an  entire  front-office  experience  on  the  Web. 
Using  SMART'S  environment,  customers  can  find  prod- 
uct information,  interact  with  marketing  and  salespeople, 
I  buy  products  and  services,  and  gain  access  to  support 
information. 

The  front-office  applications  arena  is  a  large  and  growing 
marketplace.  It  will  likely  offer  numerous  opportunities  for 
investors  to  earn  above-average  returns  over  the  next  5  to  10 
years.  Good  research  into  the  trends  and  companies  should  be 
rewarded  handsomely.  ■ 

Geoffrey  Moore,  Paul  Johnson,  and  Tom  Kippola  wrote  The  Gorilla  Game:  An  Investor's 
Guide  to  Picking  Winners  in  High  Technology,  as  well  as  this  column.  The  authors 
offer  Services  to  and  may  hold  financial  positions  in  some  of  the  companies  listed. 
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VAIO  505  SuoeiSlim  Notebook 


As  small  as  a  magazine.  As  light  as  a  magazine. 

Introducing  the  Sony  VAIO  505  SuperSlim  notebook. 
Shown  here  actual  size. 

Less  than  1  inch  thick. 

Less  than  3  pounds. 

Sleek  magnesium-alloy  case. 

Built-in  high-speed  modem. 

i.LINK"  (IEEE-1394)  port* 

Runs  full  Windows' 98. 

266  MHz  Intel'  Pentium'  processor  with  MMX'"  Technology* 

Quite  a  bit  more  functional  than  a  magazine. 


t  your  VAIOE  505  notebook  starting  July  24  at  your  local  Circuit  City,  COMP  USA,  Computer  City,  the  good  guys! 
directly  from  Sony  at  Sony  VAIO  Direct  .at  1-877-SONY-NOW,  or  on  the  web  at  www.sony.com/505 
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